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PART I
ITEM 1. BUSINESS

Innotrac Corporation (“Innotrac” or the “Companyfpunded in 1984 and headquartered in Atlanta,
Georgia, provides order processing, order fulfilinand call center services to large corporatidrat t
outsource these functions. In order to perfornh @ahter and fulfillment functions in-house, a camp
may be required to develop expensive, labor-intengifrastructures, which may divert its resouraad
management’'s focus from its principal or core bes& By assuming responsibility for these tasks,
Innotrac strives to improve the quality of the raore operations of our clients and to reduce thegrall
operating costs.

Innotrac receives most of our clients’ orders @ittheough inbound call center services, electratata
interchange (“EDI”) or the internet. On a same Hagis, depending on product availability, the Camp
picks, packs, verifies and ships the item, trackeitory levels through an automated, integratefgteal
inventory system, warehouses data and handlesnoastsupport inquiries. Our fulfillment and custame
support services interrelate and are sold as aagackowever they are individually priced. Ouests
may utilize our fulfilment services, our custonmsapport services, or both, depending on their iddizl
needs.

Innotrac’s core competencies include:
* Fulfilment Services:

» sophisticated warehouse management technology
» automated shipping solutions

» real-time inventory tracking and order status

* purchasing and inventory management

» channel development

» zone skipping for shipment cost reduction

»  product sourcing and procurement

e packaging solutions

* back-order management

e returns management

e Customer Support Services:

» inbound call center services

e technical support and order status

e returns and refunds processing

» call center integrated into fulfillment platform
» cross-sell/up-sell services

» collaborative chat

e intuitive e-mail response

The Company provides a variety of services forgmificant number of eCommerce, retail, and direct
marketing companies such @arget.com, a division of Target Corporation, Anaylbr Retail, Inc., The
North Face, Porsche Cars North America, Inc., Reb@artners and Thane International. We take erder
for our retail, eCommerce and direct marketing rtbevia the internet, through customer service
representatives at our Pueblo, Colorado call ceatethrough direct electronic transmissions front ou
clients. The orders are processed through onesobaler management systems and then transmitted to
one of our seven fulfillment centers located actbss country, and are shipped to the end consumer o
retail store location, as applicable, typically hisit 24 hours of when the order is received. Inegnis

held on a consignment basis, with certain excepti@md includes items such as clothing, brand name



promotional accessories, books, outdoor furnitakegtronics, small appliances, home accessoriestisg
goods and toys.

The following table sets forth the percentage atise revenues generated by the Company’'s various
customer business verticals during 2009 and 200& service offerings for a particular client chedgn
2009 from 2008 resulting in that client’'s reven@entove from the Direct Marketing vertical to the
eCommerce/Direct to Consumer vertical. As a re&% of 2008 revenues from the Direct Marketing
vertical were reallocated to the eCommerce/Direc€onsumer vertical:

2009 2008
eCommerce/Direct to Consumer 47.5% 293
Direct Marketing 25.3 28.5
Modems and Telecommunications products 22.2 22.0
B2B 5.0 6.3
100.0% 100.0%

The Company has historically been a major provifefulfilment and customer support services to the
telecommunications industry. The consolidationthie telecommunications industry has precipitated a
concentration of service providers to the industue to this consolidation, and as previously ldsed in

our 2009 quarterly reports, AT&T decided to usérahouse fulfillment provider for distribution ofigital
Subscriber Line Modems (“Modems”) which resultedtiire Company discontinuing those services for
AT&T in June of 2009. Following the loss of the &T Modems business, revenues generated from our
traditional service fees to the total Modems ankkd@nmunications product category is expectedltdada
approximately 15% of total service revenues in 20Me continue to review opportunities to provide
services to the Telecommunications industry andeexpo begin a new product offering in the second
quarter of 2010 under a licensing agreement witl&ATo sell land line telephones to end consuméfs.
that program begins as projected, our 2010 tofarted revenues will include sales of product al ase
fees for services.

The Company also provides these services for bssitebusiness (“B2B”) clients including NAPA, The
Walt Disney Company, and Spanx.

With facilities in Atlanta, Georgia, Pueblo, Coldm Reno, Nevada, Bolingbrook, lllinois, Columbus,
Ohio and two facilities in Hebron, Kentucky, we affa national footprint to our customers. We are
committed to deeper penetration within our existingsiness lines and continued diversification of ou
client base. Our long-term goal is to have ourifmss mix spread across a higher number of clients
diverse industries to provide stability during miéfit economic periods and avoid the risks assediatith
high individual account concentration. We will conte to seek new clients and may open additional
facilities as needed to service our customers’naess needs.

Fulfillment Services

Providing effective turnkey fulfillment solution®if our clients’ products is our primary businesSur
capabilities in this area are described below:

Fulfilment. We are committed to delivering our clients’ prottuto their customers on a timely and
accurate basis. Our personnel pick, pack, vernify ship product orders and requests for promotjonal
technical and educational literature, shoes, abgthielectronic equipment, accessories, books, small
appliances, home accessories, sporting goods,ammysoutdoor furniture for our clients. We use salve
custom-designed, semi-automated packaging andrghéles to pack and ship products as well aslfiigh
automated and conveyorized systems utilizing rad@muency (“RF”) scanning. By utilizing these
technologies, we are able to reduce labor costs modide more timely shipments to our clients’
customers. We streamline and customize the fuléifit procedures for each client based upon thatclie
request and the tracking, reporting and inventamytiols necessary to implement that client’s mamkget



support program. We also offer comprehensive prbdriurn services whereby our personnel reced, |
test, repackage and dispose of products that anemesl from end-users.

Our operating locations have earned ISO 9001:2@06fication as follows: Atlanta in 2002, our first
Hebron, Kentucky location in 2003, Pueblo in 20CG#4jcago in 2005, Reno in 2006, our second Hebron,
Kentucky location in 2008, and our Columbus loaatio 2009. In October of 2009, we moved our Atlanta
fulfillment facility to a different suburb of Atlaa and project that the new facility will be cedd in late
2010. We are dedicated to providing quality senti our clients at every step in the fulfilmembgess.

To ensure order accuracy, shipment inspection gstem driven validation are performed to verify the
contents exactly match the order prior to shipmdntaddition, we have highly sensitive scaleshaténd

of our packaging lines that also assist in ensuttirgaccuracy of every order. Our 2009 order aagur
rate exceeded 99.8%.

Inventory Management. An integral part of our fulfillment services iset monitoring and control of our
clients’ inventories. We provide automated inveptmanagement and reporting to assure real-tineksto
counts of our client’s products, literature andeotitems. Our inventory systems enable us to pevi
management information to maintain consistent anély reorder levels and supply capabilities arsbal
enable the client to quickly assess stock balan@sng information, reorder levels and inventeglues.
We offer this information to the client on a reiah¢ basis through our internet gateway or direstesy
integration. Inventory management data is alsazetdl in our reporting services. We utilize bar iogd
equipment in our inventory management systems, winiproves the efficiency of stock management and
selection. We also perform cycle counts throughbaetyear to check system-maintained item balances
against physical item balances. Our facilitiesehagveral layers of security. When necessary,isgode

of clients’ products utilizing established guidelin Disposal procedures vary depending on theuptod
and client business rules.

Purchasing Management.For certain clients, we place orders for produasfulfill with vendors chosen
by those clients. Our purchasing management siiclude assisting a client in negotiating praduc
pricing with the vendor, arranging returns and itseds well as forecasting product quantities nesgifor
normal business programs or promotions.

Product Consignment and Warehousing~or substantially all of our clients, we warekeyproducts on a
consignment basis and fulfill orders on behalf of customers for a fee. In certain cases we may
purchase and own inventory, but on a significargiguced risk basis as a result of client guararaeds
contractual indemnifications. If we begin the npmduct offering of selling land line telephonesidg
2010 as described above, we would begin to havealoinventory obsolescence and distributor related
product risk.

Customer Support Services

Another of our core competencies is providing cop support services. We believe these serviaes ar
critical to a comprehensive order processing adeéroiulfillment solution. Our customer support\sees
are described below.

Inbound Call Center Services.Our customer service representatives take orftersertain clients and
resolve questions regarding shipping, billing andieo status as well as a variety of other questidfrom
time to time they may sell various products for olients when end consumers call our customer cervi
representatives. To properly handle the call, traus automated call distributor identifies eanbdund
call by the toll-free number dialed and immediatelytes the call to the interactive voice respdtidéR”)
system or an Innotrac customer service represeetatif the caller is placing an order, the caligr
immediately transmitted to a customer service egrEative trained to take the order and entertdt aur
systems for transmittal to the appropriate fulféimh center. If the customer has a question, cantpda
needs return information, the IVR system attemptsesolve these issues by guiding the customeugfro
a series of interactive questions. If IVR automagisolution cannot solve the problem, the calbisted to
one of our customer service representatives whwerssthe call using our client’'s name and is splgcia
trained in the applicable client’s business anddpaots. Our customer service representatives ctar en
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customer information into our call-tracking systdiaten to a question and quickly access a progmyet
network database using a graphical interface tvanga customer’'s question. A senior representasive
available to provide additional assistance for clexpr unique customer questions. Customer service
representatives are also trained to handle inttodytevel technical support issues. Customer estpuare
generally resolved with a single call, whether agr®a by a trained representative or our automated
systems.

Returns and Refunds Processingrhe representatives respond to customer catistadyoduct returns and
refunds and obtain information about customer serproblems. They facilitate a customer’s retura o
product by providing a bar-coded label to the como When the returned item is processed andezhter
into our system, it automatically triggers a pré-aetion for reshipment of a product or refund he t
customer.

Technology

Our use of technology enables us to design andatediervices for each client’s fulfillment and arster
support needs. Our information technology grouplToGroup, has developed our database marketing
support and management systems. Innotrac hashai¢at integration platform written in Java over an
Oracle database, which contains a complete webface using XML-based Advanced Programming
Interface tools that allows clients to transacthwis electronically. We deploy the solution rummnan Sun
Solaris utilizing Veritas cluster server softwanmich provides a high availability computing enviroent.
Veritas backup software, DLT tape libraries and draHot backup capabilities allow us to backup our
production Oracle databases online without intdrompto the business unit. Our burstable bandwidth
allows us to quickly increase data capacity. OMUCEStorage solutions provide rapid access to dath a
the ability to scale quickly depending on busingssiands. Network connectivity is achieved withcGis
routers and local directors.

The open architecture of our computer system perustto seamlessly interact with many differenegyp
of client systems. Our IT Group uses this platfaomdesign and implement application software fache
client's program, allowing clients to review theprograms’ progress on-line to obtain real-time
comprehensive trend analysis, inventory levels arder status and to instantly alter certain program
parameters. As the needs of a client evolve, duBidoup works with our client services team to nfipdi
the program on an ongoing basis. Information canekchanged via direct system integration, EDI,
internet access and direct-dial applications. \Wgethe that our technology platform provides ushwitie
resources to continue to offer leading edge sesviceeurrent and new clients and to integrate gstemns
with theirs. We believe that the integrity of citénformation is adequately protected by our dageurity
system and our off-site disaster back-up facilities

We utilize three primary warehouse management systiepending on our business line and our locations
We utilize PKMS warehouse management systems, Qmunthan internally-developed customized order
management system (“OMS”) for clients at our vasidacilities. PKMS is an advanced fulfillment
warehouse management system designed to suppgetyalumes of transactions and users, which enable
the effective management of high levels of throughfrom receiving through shipping. PKMS provides
efficiencies in inventory management, outboundritigtion and task management. Optum warehouse
management system is a highly configurable fulfithsolution for fast-moving, high volume, piecekpi
operations suitable for our multi-channel retailensd catalogers. OMS is fully integrated with a
customized warehouse management solution and eslfidnt-end customer relationship management
capabilities, which we believe is suitable for dirmmarketing clients.

We believe that our use of different systems fdfedent types of clients and products allows us to
effectively and efficiently manage our warehous@rafions to secure a competitive advantage in the
fulfillment industry.

Our Pueblo call center utilizes the Rockwell SpartrAutomatic Call Distributor, or ACD, switch to

handle call management functions. The ACD systamthe capacity to handle approximately 1,200 call
center representatives and as of December 31, 2@89supportinga capacity ofapproximately 450
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representatives. Additionally, the ACD system igegrated with workforce management software
designed to enable management to staff and supdhascall center based on call length and calimel.
Our integrated systems allow the customer sengpeesentatives to enter orders received via tetepho
into their computer which transmits the data ovér lines to our seven fulfillment centers’ order
management systems where it is processed. Shbettgafter the product is picked, packed, verified
shipped to the customer.

Personnel and Training

Our success in recruiting, hiring and training &argimbers of employees and obtaining large nunddfers
hourly employees during peak periods for fulfillm@md call center operations is critical to oudigbto
provide high quality fulfillment and customer suppservices. Call center representatives andllfukint
personnel receive feedback on their performance mygular basis and, as appropriate, are recogfized
superior performance. Additional training is praaddto all fulfillment center employees quarterlydan
our call center representatives on an as-needed. baBo maintain good employee relations and to
minimize employee turnover, we offer competitivey @and hire primarily full-time employees who are
eligible to receive a full range of employee betsefi

As of March 1, 2010, we had approximately 1,200tfohe employees supported by temporary staff on an
as-needed basis. Management believes that thegdepiics surrounding our facilities and our repatat
stability, compensation and benefit plans shouldwalus to continue to attract and retain qualified
employees. Currently, we are not a party to arlgctive bargaining agreements. None of our emgédsy
are unionized.

Competition

In tailoring services to client needs, we compatetlte basis of quality, reliability of service, peoof
locations, efficiency, technical capabilities, sppend price. We compete with many companies, soime
which have greater resources than we do with réspe@rious portions of our business. Those carigza
include fulfillment businesses and call center atiens. We believe that our comprehensive and
integrated services differentiate us from many lidse competitors. We continuously explore new
outsourcing service opportunities, typically inccimstances where clients are experiencing inefftes

in non-core areas of their businesses and managedmeéiaves we can develop a superior outsourced
solution on a cost-effective basis. We primaribynpete with the in-house operations of our curesmd
potential clients and also compete with certain ganies that provide similar services on an outsalirc
basis.

Government Regulation

Telephone sales practices are regulated at botlietteal and state level. These regulations piiynar
relate to outbound teleservices, which, in mosesase outsource to another company. The few cases
where we do conduct outbound teleservices areexkklely to the support of our clients with catedales
programs, and thus are exempt from the regulatioost commonly associated with outbound teleservices

Outbound teleservices are regulated by the rulethefFCC and the FTC under the Federal Telephone
Consumer Protection Act of 1991, as amended (TCE®)Federal Telemarketing and Consumer Fraud
and Abuse Prevention Act of 1994, as amended (FTR}Frespectively, and by various state regulations
regarding telephone solicitations. In a July 20R8port and Order, the FCC amended its rules
implementing the TCPA, providing for: (1) restitsts on calls made by automatic dialing and annimgnc
devises; (2) limitations on the use of predictivalers of outbound calls; (3) institution of a atal “do-
not-call” registry in conjunction with the FTC; (guidelines on maintaining an internal “do-not-t#Ht

and honoring “do-not-call” requests; and (5) regmients for telephone solicitors to transmit Callr
information. The FTC’s Telemarketing Sales RulSR) was issued pursuant to the FTCFAP to prevent
deceptive and abusive telemarketing acts and pescti Recent amendments to the TSR include: (1)
subjecting certain inbound calls to additional Wisare requirements; (2) prohibiting the disclosore
receipt, for consideration, of unencrypted consuraecount numbers for use in telemarketing; (3)
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application of the TSR to charitable solicitatio(®) institution of a national “do-not-call” regigt and (5)
limitations on the use of predictive dialers fotlmund calls. We believe that we are in compliawith
these federal statutes and the FCC and FTC ruégs-tmder and the various state regulations andiha
would operate in compliance with those rules ampliliaions if we were to engage in outbound telgéserv
operations in the future.

We work closely with our clients, companies we outse outbound teleservices to and their respective
advisors to ensure that we and our clients areomptiance with these regulations. We cannot ptedic
whether the status of the regulation of outboutepteone services or e-commerce will change and what
effect, if any, this change would have on us orindustry.

Intellectual Property

We have used the service mark “Innotrac” since 1285 have registered it and other marks used iy us
our business through the US Patent and Trademdi&eOfThe “innotrac.com” domain name has been a
registered domain name since 1995. We also owerakwther internet domain names. Due to the
possible use of identical or phonetically similangce marks by other companies in different busses,
there can be no assurance that our service matksiatibe challenged by other users. Our operation
frequently incorporate proprietary and confidentidbrmation. We rely upon a combination of contra
provisions and trade secret laws to protect theretary technology we use and to deter misappatipn

of our proprietary rights and trade secrets.

CERTAIN FACTORS AFFECTING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K contains certainfard-looking statements (as such term is defimed i
the Private Securities Litigation Reform Act of )9 These statements concern the Company’s
operations, performance and financial conditior|uding, in particular, whether Innotrac will sueckin
growing its existing client base, developing newibhass and reducing operating costs following dlss bf
several customer accounts during the latter pa080 so as to significantly offset the adversariiial
impact of that loss, among other things. Theykased upon a number of assumptions and estimates th
are inherently subject to significant uncertaintieMany of these uncertainties are beyond Innograc’
control. Consequently, actual results may diffeatenally from those expressed or implied by such
forward-looking statements. Factors that couldseaactual results to differ materially include, btg not
limited to, those set forth below under ltem 1A $RiFactors.” Those are representative of factoas t
could affect the outcome of the forward-lookingtetaents. These and the other factors discussed
elsewhere in this document are not necessarilgfate important factors that could cause our tesiol
differ materially from those expressed in our ford#poking statements. Forward-looking statements
speak only as of the date they are made and wertakdeno obligation to update them. The Company
qualifies as a “smaller reporting company” undergiRatory Relief Release 33-8876 which became
effective February 4, 2008.

EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of Innotrac are as follows:

Name Age Position
Scott D. Dorfman ........c..ccoeeeeeeen. 52 Chairman of the Board, President and Chief

Executive Officer

Larry C. Hanger.........cccccvvvvvvvvnnnne 55 Senior Vice President—Client Services
Robert J. Toner.........cccceevevvveennns 46  Senior Vice President—Chief Operating Officer
James R. McMurphy ........ccc....... 50 Senior Vice President—Information Technology



George M. Hare........coeeeeeeeeneennn, 54 Chief Financial Officer, Principal Accounting
Officer and Corporate Secretary

Mr. Dorfmanfounded Innotrac and has served as Chairman oBtiaed, President and Chief Executive

Officer since its inception in 1984. Prior to falimg Innotrac, Mr. Dorfman was employed by Paynraste
Checkwriter Company, Inc. (Paymaster), an equipnaégsttibutor. At Paymaster, Mr. Dorfman gained

experience in distribution, tracking and inventaontrol by developing and managing Paymaster’s mail
order catalog.

Mr. Hangerjoined Innotrac in 1994 and currently serves asidgeviice President-Client Services. He
served as a Director from December 1997 throughugei» 2004. He served as Vice President—Business
Development from November 1997 through April 1999e served as Innotrac’s Manager of Business
Development from 1994 to November 1997, and wagomsble for the management of the
telecommunication equipment marketing and serviggriess. From 1979 to 1994, Mr. Hanger served as
Project Manager—Third Party Marketing at BellSouffelecommunications, Inc., a regional
telecommunications company, where he managed thieetiteg program for BellSouth’s network services
and was involved in implementing the billing optsgorogram for BellSouth with Innotrac.

Mr. Tonerjoined Innotrac in June 2001 and currently seag&sSenior Vice PresideriChief Operating
Officer. He held the position of Senior Vice Presit—Logistics from June 2001until February 2010.
Prior to joining Innotrac, Mr. Toner developed 16ays of distribution, logistics, and transportation
experience; 14 of those years were with McMaster-Gapply Company, a distributor of industrial
supplies. Subsequent to McMaster-Carr, Mr. Tones tha General Manager for East Coast Operations for
Webvan Group Inc., an Internet retailer.

Mr. McMurphyjoined Innotrac in April 2003 and currently senass Senior Vice President—Information
Technology and Chief Information Officer and he cheéhe position of Vice President—Information
Technology and Chief Information Officer from Ap8D03 to March 2006. Prior to joining Innotrac,.Mr
McMurphy was with Capital One Financial Corporatianeading credit card issuer and consumer lender,
from March 2002 to April 2003, where he served dgeCInformation Officer for one of its divisions.
Prior to Capital One, from December 1996 througleddeber 2001, he was Chief Information Officer for
Pleasant Company, a division of Mattel Toys and emalof American Girl Dolls. In addition, prior to
Mattel Toys, he served as a consultant for Pricéeviiause LLP (now PricewaterhouseCoopers LLP).

Mr. Hare joined Innotrac in May 2007 and currently servaesSenior Vice President, Chief Financial
Officer, Principal Accounting Officer and Corporgbecretary. Prior to joining the Company, Mr. Hare
served from December 2005 to February 2007 as Ghinefncial Officer of Devcon International, Corp.
(“Devcon”), a $100 million annual revenue, publittpded security monitoring and construction conypan
Prior to joining Devcon, Mr. Hare was Senior Viceestdent and Chief Financial Officer of CareCentric
Inc. (“CareCentric”), a publicly-traded companytéid on NASDAQ until September of 2003, after which
date CareCentric ceased to be publicly-tradedor Ruwi joining CareCentric in April 2002, Mr. Hareaw a
Partner with Tatum CFO Partners, LLP (“Tatum”). ioPrto Tatum, he was a Vice President of ADT
Security Systems, Inc., where he held various dikerpositions, including Managing Director respities

for ADT’s Australia New Zealand operations, whiammoyed 1,800 employees at 30 locations. He has
previously held the position of Corporate DirectorFinancial Planning Analysis for Campbell Soup
Company, a NYSE company.

ITEM 1A. RISK FACTORS

We have a large investment in fulfilment and compter technology equipment as well as long term
building leases. A severe or prolonged economic daturn affecting our customers’ unit volume
sales could negatively impact our operating results



The overall economy experienced a downturn in #terIpart of 2008, which continued throughout 2009.
Economic forecasts have not resulted in a conseasfswben the downturn will subside or if it will dag
2010. Innotrac provides sufficient capacity in fitdfillment operations and electronic data proaegs
systems to support growth in our customers’ busiresl service those customers during seasonal eolum
increases. The investment in that capacity camtrasan underutilization in our invested assatsiry a
significant or prolonged economic downturn. Funthere, we lease our buildings with lease terms long
enough to secure competitive lease rates, but whigiose us to the term of the real property leases
limiting our flexibility to reduce fixed capacityof periods of economic downturns. We service vhrie
client business lines and industry verticals whicbvide some level of protection for such downturns
However, a prolonged or significant multi-verticdwnturn could adversely affect our future resulifie
current economic situation is affecting all of awustomers’ business verticals resulting in sametqua
2009 volumes to be below 2008 quarterly volumesriost of our clients. Our ability to achieve imped
operating results will be partially effected by tlemgth of continued severity of the current ecoimom
downturn.

We rely on a small number of large clients. If wdose one or more of our largest clients, or if
revenues from our largest clients decline, or if weexperience unanticipated costs implementing
systems and ramping up our services for new clientsur business could be adversely affected.

Innotrac focuses on developing long-term contrdatelationships with large corporations. A relaliy
small number of our clients account for a significportion of our revenues. Our ten largest cent
accounted for 76.7% of our revenue in 2009. Iflese one or more of our largest clients, or if rewes
from our largest clients decline, our businessultesof operations and financial condition could be
materially adversely affected. Additionally, if®@of these large clients is lost, or revenues foomlargest
clients decline, we cannot assure you that we lvdllable to replace or supplement that client wittes
that generate comparable revenues or profits. ngwd09, five of our largest clients were eithetemally
affected by the economy or were lost due to i) slens by our client to exit the business entirelyi)oin

one case to competition, resulting in an approxn28% loss in service revenue recorded in 2009 from
existing clients. Although we believe growth ofrakisting client base, improvement in the economic
climate and continued cost reduction efforts widlrtially offset the financial impact of this reddce
revenue, our future operating results will rely ViBaon our ability to sell new business. Suchjpoted
new business may not develop and the future losngfother large account could adversely affect our
future results.

Noncompliance with any of the covenants under ouravolving credit agreement would allow our
lender to declare any outstanding amounts to be imetiately due and payable.

Our revolving line of credit agreement containgfinial, change of ownership control and other itite
covenants. Noncompliance with any of the covenamsld allow the lender to declare any outstanding
borrowed amounts to be immediately due and payablem time to time in the past, we have violated
various restrictive covenants, and have been delijto obtain waivers or amendments from the lender
We were in compliance with the fixed charge coveregtio covenant and other reporting requiremehts o
the credit agreement as of December 31, 2009 amdhvizil, 2010. Based on our projections of 2010
operating performance, we have begun negotiatioils @ur bank to amend the credit agreement to
provide availability for certain accounts receivaldnd inventory which are currently excluded from
collateral under the terms of the facility and tmid projected future noncompliance with certainttoé
facilities’ financial covenants. Although we expég agree on satisfactory terms for the amendmstht

the bank, failure to successfully obtain an amemtroecomply with the covenants of the credit agrest

in the future could negatively affect our crediimgs or impair our ability to finance our operatsowhich
could have a material adverse effect on our fir@mperformance and condition.

Our written contracts generally do not guarantee spcific volume levels and can usually be
terminated on little notice.

Although we have written agreements with most of dients, our agreements generally do not assure
specific volume or revenue levels. In additiormsocagreements provide for termination for any reaso
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short notice. Furthermore, we are contractuallyrabto our facility leases until their terms expird a
client terminates its contract suddenly, we maystive obligations under our leases.

Our business model requires investment in informatin systems and logistics equipment designed to
service the needs of our clients. In some casesstinvestment is designed for use in concentrated
industry types such as direct response or ecommeread catalogue distribution.

The overall economy experienced a downturn in #terlpart of 2008 which downturn continued though
out 2009. If that downturn in the overall econoimgreases significantly or becomes concentratesitiver

of our direct response or ecommerce customer atstiove could experience an underutilization ofadty
invested facilities and technology specifically ideged to meet the needs of those customer verticals
Although we believe servicing multiple types of irstkies offers stability to our overall revenue getion
and utilization of our total operational infrasttuie, a significant downturn affecting either oése two
specific customer verticals could adversely afteat operating results and require material newstment

to reconfigure certain of our operating systemslagibtics operations.

If we are not able to keep pace with changing teclotogy, our business will be materially adversely
affected.

Our success depends significantly upon our akiity

* integrate new clients in a timely and cost effitieranner;

* enhance existing services;

» develop applications to meet our clients’ needsd; an

* introduce new services and products to responedmblogical developments.

If we fail to maintain our technological capabési or respond effectively to technological changes,
business, results of operations and financial d¢mwrdicould be materially adversely affected. Waraat
assure you that we will select, invest in and dagvelew and enhanced technology on a timely badtsein
future in order to meet our clients’ needs and ta&incompetitiveness. Our Reno system which pesvid
service to several of our clients is completelytooszed and therefore not supported by third party
providers. We are heavily reliant on a small numiiiedevelopers. If these developers leave, itldou
materially adversely affect our business. We mtevidetails about our technology in “Business -
Technology” in Item 1.

Our common stock lacks liquidity and is held by a mall number of investors, one of which is in
receivership where its creditors would like to selbur shares as soon as possible.

As of December 31, 2009, Innotrac officers anddes owned approximately 46.8% of the outstanding
common stock and an institutional shareholder, IFDIRd, L.P., and its affiliates held approximately
34.3%. These ownership positions have resultedlatk of liquidity in our common stock. Additidha

if any of Innotrac’s significant shareholders decido liquidate its or their position, our commdock
price would likely decline materially.

The United States District Court in Cleveland, Oh&s appointed a receiver to identify and administe
assets of the IPOF Fund, L.P. and its general @ariir. David Dadante. Based on information frdra t
receiver, the Company understands that the FundvenBadante own 4,321,777 shares of common stock
of the Company, representing approximately 34.3%eftotal shares outstanding, all of which arel fzsl
collateral in margin accounts maintained at sevémahcial institutions. The Company has been gada

in discussions with the receiver in an effort teasmthe shares to be sold in a manner that casdétea
disruption to the market for Company stock as pmssi The Federal Court has prohibited the findncia
institutions holding Company stock owned by the FPRund and Mr. Dadante in margin accounts from
selling any of these shares through at least JUR@ID. The court has permitted open market salehed
receiver as he may in his sole discretion deterrtonige consistent with his duty to maximize theueabf
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the assets of IPOF Fund, and as warranted by marxkaditions. The receiver has indicated to the
Company that he does not intend to direct any oparket sales during this period except in circumsga

in which he believes that there would be no matedaerse impact on the market price for the Comglsan
shares. Nevertheless, as long as these shardgldrén margin accounts where the lenders desire to
liquidate the positions, there will be significadwwnward pressure on the market price of our common
stock because the market is concerned that thesesstnay be sold in a manner that causes thegfrma
common stock to decline precipitously. This concier ameliorated to some degree by the continuing
prohibition by the Federal Court on sales of ouasrsh by financial institutions that hold the shares
margin accounts. The Federal Court has extendsdthhibition on several occasions, most recetutly
June 2, 2010, while we and the receiver pursuedle of these shares in a manner that would naoiptis
the market for our common stock. If the Federali€were to not extend this prohibition before hares
have been sold in such a transaction, then thadiakinstitutions might foreclose on some or dltlese
shares and sell them into the market, which coalkhan extremely negative impact on the markeepric
for our common stock.

Failure to satisfy Nasdaq Global Market listing requirements may result in our common stock being
removed from listing on the Nasdaq Global Market.

The Company’'s Common Stock trades on the NasdapaGlelarket under the symbol “INOC”. For
continued inclusion on the Nasdaq Global Market,muest generally maintain, among other requirements,
a minimum market value of publicly held shares 6f $illion. The definition of publicly held shares,
which excludes shares owned by officers, direatwrbeneficial owners owning 10% or more of the ltota
outstanding shares of a company, includes only aqipiately 19% of Innotrac’s Common Stock. On
January 4, 2010, Nasdaq informed us that our Com&took was not in compliance with the minimum
market value of publicly held shares requiremerd. régain compliance, the Company must have 10
consecutive business days before July 6, 2010 gluvimich days the minimum market value of publicly
held shares exceeds $5 million.

If the Company is unable to regain compliance wiitis continued listing standard, it may apply for a
transfer of its securities to the Nasdaq Capitatkéia which has a minimum value of publicly helchsts
requirement of $1 million. If the Company is unabberegain compliance or transfer its securitiesh®
NASDAQ Capital Market, the Company’s securities|wi delisted from the Nasdaq. If the Company is
delisted, the Company’s stock could be traded @Rk Sheets or OTC Bulletin Board (“OTCBB”)
guotation services. If our Common Stock is deliditedn Nasdag, broker-dealers may be less willing or
able to sell or make a market in our Common Stadkch may make it more difficult for shareholdeos t
dispose of, or to obtain accurate quotations ferghice of, our Common Stock. Removal of our Common
Stock from listing on the Nasdag Global Market n#go make it more difficult for us to raise capital
through the sale of our securities.

Our business is subject to government regulation, lch may limit our activities or increase our
costs.

In connection with the limited amount of outbouredemarketing services that we provide, we must
comply with federal and state regulations. Thestude the Federal Communications Commission’ssrule

under the Telephone Consumer Protection Act of 1881 the Federal Trade Commission’s regulations
under the Federal Telemarketing and Consumer FaaddAbuse Prevention Act of 1994, both of which

govern telephone solicitation. When we conductboubhd telemarketing services, these rules and
regulations would apply to that portion of our mess.

Furthermore, there may be additional federal aatkdegislation or changes in regulatory implemigora
New legislation or regulatory implementation in fliture may significantly increase compliance casts
limit our activities, our clients’ activities or ¢hactivities of companies to which we outsourcebound
telemarketing functions. Additionally, we could besponsible for failing to comply with regulations
applicable to our clients or companies to whichoutsource telemarketing.
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If unfavorable federal or state legislation or dagjons affecting the technology we use or the pobsl we
fulfill and provide customer support for are adapteur business, financial condition and results of
operations could be materially adversely affect®de “Busines8 Government Regulation” in Item 1 for
further information about government regulatioroaf business.

ITEM 1B. UNRESOLVED STAFF COMMENTS

As a smaller reporting company, as defined in Rilb-2 of the Securities Exchange Act of 1934 (the
“Exchange Act”), we are not required to provide ilflermation required by this item.

ITEM 2. PROPERTIES

Currently, the Company leases all of its facilitiesy October 2009, the Company moved its corporate
headquarters to leased office space in Johns C8mgia, a suburb of Atlanta. The office leasguides
25,000 square feet and expires on March 31, 2015.

In addition to a new corporate headquarters in d@neek, Innotrac also entered into a lease fof0D6
square feet of warehouse and fulfillment centecepacated in Lawrenceville, Georgia. The facitgn be
expanded to 200,000 square feet with the leaseiegmn January 31, 2013.

In June 1999, we entered into a lease for a fadititPueblo, Colorado with an initial term of fiyears
with two five-year renewal options. In June 20@4, exercised the first renewal option to extenddase

for five years with an expiration date of Septem®@r 2009. In October 2009 we extended the lease f
five years with an expiration date of November 3014. The facility provides approximately 87,000
square feet of floor space. Approximately 45,060ase feet are used as a call center, as well agyqu
assurance, administrative, training and managesmate. This call center supports 450 workstat@ins
which we utilized over 250 during seasonal activity November and December 2009. It currently
operates from 5:00 am MT to 11:00 pm MT seven gersweek. The remaining 40,000 square feet are
used for fulfillment services.

We operate a facility in Reno, Nevada that consitsver 280,000 square feet and includes admatige
office space, a 250,000 square foot fulfilmentteerand space to support a 200 workstation callecen
On February 13, 2009, we announced that we wouldisgmontinuing the call center activity in the Reno
facility and consolidating it into the Pueblo, Cado facility. During the three months ended J8@ge
2009, we completed the shut down and consolidaifoour Reno, Nevada call center operation into our
existing call center in Pueblo, Colorado. Addiaty, we renegotiated the Reno facility lease agrems to
reduce the square footage of the fulfillment cembenpproximately 193,000, with an initial leasente
expiring on December 31, 2012, maintain use ofih@00 square feet of administrative space andaont
a first right of refusal on the 72,000 square fifetpace no longer leased under the amendment.

We operate a 354,000 square foot facility in Bdhirgpk, Illinois. The lease for this facility wasitiated

in July 2001, and we renewed for an additional fyjears, at a lower monthly rental rate, commencing
January 1, 2003. In July 2007, we entered intcamrendment to this lease which extended the term
through December 31, 2010 with a further decreasthé monthly rental rate. This facility is used
exclusively for fulfillment services and containgpaoximately 40,000 square feet of administratiffece
space.

We operate a facility in Hebron, Kentucky thatiadiy consisted of approximately 396,000 squard tée
fulfillment and warehouse space. Until October 20Bie facility was used primarily for a singleetit,
Smith & Hawken Ltd. On July 5, 2009, the parenimpany of Smith & Hawken, Ltd. announced its
decision to liquidate the operations of Smith & Htaw Ltd. resulting in the Company ceasing to previd
services to Smith & Hawken Ltd. in October 2009e Wave since added one new customer and provided a
more cost effective multiple fulfillment site sdl for another customer by splitting the existing
customer’s orders between this facility and our dfaility. In December 2009, we renegotiatedltese

for the building to reduce the square footage fr8@®,000 to 198,000, with an option to expand as
customer needs dictate.
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In December 2005, we entered into a multiple yeasé of a new building with an expiration datelofe]
30, 2011 for a second facility in Hebron, KentucKhis facility provides approximately 650,000 sma
feet of fulfillment and warehouse space for ourgeiicom operations, which began in the second guart
of 2006.

At the beginning of 2009, we operated a facilityRomeoville, lllinois which consisted of approxirabt
255,561 square feet of fulfillment and warehousacep The Romeoville facility was closed during the
third quarter of 2009 due to loss of clients sexdidrom Romeoville. We recorded a $474,000 charge
the quarter ended June 30, 2009, which includedctis¢ of that facility’s lease payments and cagyin
costs through the November 30, 2009 lease terrh@building.

We operate a 393,969 square foot facility in ColumbDhio. The sublease for this facility was atiid at
the date of our acquisition of the fulfilment arelerse logistics business of ClientLogic. In ®epher
2007, we entered into a fifty-three month extensibthis sublease with one five-year renewal option

ITEM 3. LEGAL PROCEEDINGS

We are not a party to any material legal proceediMg are, from time to time, a party to litigatiarising in
the normal course of our business. Although mameent believes that none of these actions, inatig or
in the aggregate, will have a material adverseceffe our financial position or results of operasipit is
possible that such litigation and the related costd become material in the future.

In 2006 and 2007, certain investors in the IPOFdrasserted claims against the Company and/or gertai
of its officers and directors in separate litigatiactions. These actions are captiosedall, et al. v.
Regalbuto, et al.which asserts claims against the Company, Améntea, et al. v. Innotrac, Inc., et al.
(the court docket in thédmanteaaction misidentifies the Company as “Innotrac, 'ncwhich asserts
claims against the Company and certain currentfamder officers and directors of the Company, bioth
the United States District Court for the Northeristict of Ohio. The matters have been stayedhay t
court. The Company believes the claims are witinoerit.

On February 5, 2010, an individual filed a compiaim the federal court of the Northern District of
Alabama on behalf of himself and individuals simifasituated against AT&T, Inc. and Innotrac Corp.
The complaint alleges among other items that AT&T @ahe Company conspired to sell product in a
manner which had not been authorized by the indalid The Company believes that the claims
enumerated against the Company are without merit.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURIT Y HOLDERS

No matters were submitted to a vote of securitgéd of the Company during the fourth quarter efftbcal
year covered by this Report.
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’'s Common Stock trades on the NasdafaGIdlarket under the symbol “INOC”. On
January 4, 2010, the Company received a letter rbedNASDAQ Stock Market providing notice that, for
30 consecutive business days, the Company’s consteck had not maintained a minimum market value
of publicly held shares (“MVPHS") of $5 million agquired for continued inclusion on The NASDAQ
Global Market by Listing Rule 5450(b)(1)(c). The r@pany issued a press release on January 7, 2010
disclosing the notice from the NASDAQ. Under anlitidnal notice dated February 5, 2010 the NASDAQ
provided an extension until July 6, 2010 to achign$5.0 million MVPHS requirement.

Under NASDAQ rules, the definition of publicly hesdhares excludes shares owned by officers, diector
or beneficial owners owning 10% or more of the ltotaststanding shares of a company. Approximately
19% of Innotrac’s common stock is included in thblcly held share category; Scott Dorfman, Chaimma

and CEO owns approximately 44%, IPOF approximat88f6 and other officers and directors

approximately 2%. The 19% public float shares awproximately 2.4 million shares of the Company’s
total outstanding shares of 12.6 million.

Under the extension dated February 5, 2010, thepaasnmust have 10 consecutive business days before
July 6, 2010 during which days the MVPHS of the @amy’s approximate 2.4 million shares considered
as publicly held exceed $5.0 million. On Februhty 2010, the Company issued a press release slisglo
the extension to cure the deficiency under the NAQMarket Cap listing requirement. If the Company
does not regain compliance by July 6, 2010, it mpply for a transfer of its securities to the NASDA
Capital Market, which has a MVPHS requirement ofillion.

If the Company is unable to regain compliance Wik continued listing standard or transfer itsusities

to the NASDAQ Capital Market, the Company’s sedesitwill be delisted from the NASDAQ. At that
time, the Company may appeal the delisting deteatitn to a Listings Qualifications Panel. In thegt

the Company was delisted, the Company’s stock coalttaded on the Pink Sheets or OTC Bulletin Board
(“OTCBB”") quotation services. A listing on the NABQ Capital Market, as well as trading on the Pink
Sheets or the OTCBB, requires support by marketensaind no assurance can be provided that market
makers currently making a market in the Compangiwmmon stock will continue to do so.

This notification has no effect on the listing bEtCompany’s securities at this time. If the Compdoes

not regain compliance by July 6, 2010, it may agplya transfer of its securities to the NASDAQ @Galp
Market, which has a MVPHS requirement of $1 millioAs of March 22, 2010, the Company's MVPHS
was approximately $3.8 million. The Company belgevhat at this time it would be able to achieve
compliance with the listing criteria of the NASDAQapital Market, although there can be no assurance
that this would continue to be the case.

High Low
2009
FIrSt QUAIET ...ccuvvee ettt meemm ettt e e ere e e stae e e sabe e s ensammmns $2.22 $0.51
Second Quarter $2.43 $0.75
Third Quarter........ccccceeveeeevneenns $3.74 $1.50
FOUrth QUAMET .......cocuiiecciiee ettt et et e $3.20 $1.35
Fiscal Year Ended December 31, 2009.......cccecceevrereecrecreeerernnne. $3.74 $0.51
200¢
FIrSt QUAIET ....cuvvee ettt e ettt e e re e stte e e sabe e e enssmmns $4.11 $2.71
SECONA QUANET ...eeccvveicireeeeeee e ceeeeeeeteeeebeeesaeeeeereeesetaeesebeeesabene e $4.25 $2.72
TRIrd QUAIE . ...eeecveeecetee e et et sttt e e etbe e ebreesbreeeeneeseebessmmees $4.35 $2.42
FOUth QUAIET ........ccveceeecieeeeee ettt e ee e $4.29 $1.53
Fiscal Year Ended December 31, 2008.......cccccceeueeurereereeeeerenne. $4.35 $1.53
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The approximate number of holders of record of Camr$tock as of March 22, 2010 was 59. The
approximate number of beneficial holders of our @Gwn Stock as of that date was approximately 800.

The Company has never declared cash dividendseo@dmmon Stock. The Company does not anticipate
paying cash dividends in the foreseeable futuney fiture determination as to the payment of cagldehds

will depend upon such factors as earnings, capiglirements, the Company’s financial condition,
restrictions in financing agreements and otherofacieemed relevant by the Board of Directors. The
payment of dividends by the Company is restrictgdrevolving credit facility.

EQUITY COMPENSATION PLANS
The following table sets forth aggregate informatias of December 31, 2009 about all Innotrac

compensation plans, including individual compemsatrrangements, under which our equity securities
are authorized for issuance. The weighted-avesagecise price does not include restricted stock.

Number of Securities to be Weighted-Average Number of Securities
Issued Upon Exercise of Exercise Price of Remaining Available for
Outstanding Options, Outstanding Options, Future Issuance Under

Plan Category Warrants and Rights Warrants and Rights Equity Compensation Plans
Equity Compensation Plans
Approved by Shareholders... 1,198,233 $4.43 655,894
Equity Compensation Plans Not
Approved by Shareholdk.... N/A N/A N/A

ITEM 6. SELECTED FINANCIAL DATA

As a smaller reporting company, as defined in Rilb-2 of the Securities Exchange Act of 1934 (the
“Exchange Act”), we are not required to provide iffermation required by this item.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion may contain certain fordimoking statements that are subject to conditibas
are beyond the control of the Company. Actual ltesmay differ materially from those expressed or
implied by such forward-looking statements. Fagtitrat could cause actual results to differ inc)uule
are not limited to, the Company’s reliance on alsmamber of major clients; risks associated witle t
terms and pricing of our contracts; reliance onttdecommunications and direct marketing industaies
the effect on the Company of the downturns, codatibn and changes in those industries in recemtsye
risks associated with the fluctuations in volumesnt our clients; risks associated with upgrading,
customizing, migrating or supporting existing teclogy; risks associated with competition; and other
factors discussed in more detail in “Item 1A — Rislctors” of this Annual Report on Form 10-K.

Overview

Innotrac, founded in 1984 and headquartered inntdlaGeorgia, is a full-service fulfillment and Istics
provider serving enterprise clients and world-clasands. The Company employs sophisticated order
processing and warehouse management technologyerates seven fulfillment centers and one call
center in seven cities spanning all time zonessacitee continental United States.

Prior to 2000, the Company was primarily focusedtmntelecommunications industry, with over 90% of
its revenues being derived through this verticdloday, the Company primarily serves four lines of
business, or industry verticals. This is a restit significant effort made by the Company to dsifsrboth

its industry and client base over the past sevgealrs. We classify those industry verticals as i)
eCommerce and Retail, ii) Direct Marketing, iii) 8ness to Business, and iv)Telecommunication Pitsduc
and Modems. As a result of consolidation in bdth énd service provider and product supplier leirels
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the telecommunications industry, the Company walladjusting its service offering to this vertical2010.
During the second quarter of 2010, we expect todawa full channel support product and servicerife
for the purchase, sale and distribution of lane lielephones under the AT&T brand in selected ntarke
where AT&T provides services. We project this smvo be provided to all AT&T serviced markets by
early 2011.

During 2009, the following significant events ocedh:

a. In January 2009, the Company and GSI Commercentatually terminated the October 5, 2008
Agreement and Plan of Merger between the two comepanNeither party had any financial
obligation to the other as a result of the termiomat Innotrac had incurred approximately
$959,000 of legal, investment banking and accognérpenses on the terminated transaction
during the year ended December 31, 2008 which esggeare recorded in selling general and
administrative expenses in the statement of opmratfor the twelve months ended December
31, 2008.

b. In April 2009, we closed the Company’'s second caiiter in Reno, Nevada and consolidated its
operations into our call center in Pueblo, Colorado

c. InJune, 2009, we ended fulfillment services for@ATDSL fast access Modems and provided for
severance expenses for administrative employeesiatsd with that business.

d. In July 2009, the Company was notified by Smith &w¥ken, Ltd. that its parent company would
be closing the Smith & Hawken business and liquidgits assets. Innotrac ended its fulfillment
services contract with Smith and Hawken in OctoB€f9, which contract recorded $5.9 million
of service revenues between January to October.2009

e. In October 2009, we closed the Company’s Romequllieois fulfillment warehouse.

In October 2009, we relocated the Company's contbicerporate headquarters and Atlanta
fulfillment warehouse to separate Atlanta locatialswing for a reduction in total square footage
leased by over 50% with options with the landldmexpand.

—h

The combined revenue generated from the AT&T DS&t faccess account, the Romeoville, lllinois
customers and Smith and Hawken represented appatelyn$14.5 million or 16.6% of our total service
revenues of $87.4 million for the year ended Decamdi, 2009. As a result, we project that ouriserv
revenue in 2010 will be less than we generatedd92 Recognizing this expected reduction of reeenu
2010, the completion of the events described alats@ resulted in a significant effort to offset tlost
revenue by reducing fixed operating expenses. thadilly, taking advantage of the economic turndpwn
we negotiated rate reductions in several of ourldmg lease agreements which will generate
approximately $1.7 million of reduced rental expeis 2010 as compared to our actual rent paid 0920
This rent reduction was accomplished without losimgjalled capacity or the ability to expand ounteel
space with minimal capital expenditure if requibgdfuture demand.

We recognize that the state of the United Statesa@uy has negatively affected our existing clieantsl
that reducing costs is only a part of our planproduce profitable results going forward. Althougk
expect some improvement in the revenues from oigtieg clients in 2010, we increased our investnient
our sales and marketing capabilities in the sedmhidof 2009 and continue to do so in 2010. Du26§9,
we:

e created a new position and hired a Vice Presidieltaoketing

» redesigned the Innotrac web site and launchedtiesearly January 2010

» created two new business development associatignesand hired them in early January 2010

* Increased sales and marketing expenditures fotimxislient and new client development efforts

We anticipate that the downturn in the economy wifimately turn around at some point in the future
Replacing the revenue we lost in 2009 is our imaediocus in the coming year. Accordingly redutsio

in leased facilities for fulfillment services, caknter and administration have been made to dffieetost
revenue, but we have strategically maintained esiparcapability with our landlords and have notuestl
our administrative, information technology or opimas management staffing. Therefore, we are well
positioned for growth that we expect to occur blirsg new accounts and with a positive change i th
economy. Nevertheless, 2010 will be a year in Wwhi@ project a net loss. Additionally, because the
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speed with which we can generate new client saldstlae improvement in the economy are estimates,
under the requirements of Generally Accepted ActingrPrinciples in the United States of America, as
more fully discussed in our principal accountindigges and financial statements below, we recorded
non-cash goodwill impairment charge of $25.2 millin the fourth quarter of 2009.

Innotrac has twenty-five years of experience asowiger of fulfillment services with installed capty
sufficient to support revenue growth of over twepgrcent of our reported 2009 service revenuesth Wi
no outstanding debt at December 31, 2009, we havéduidity to invest in our growth while the ecomy
recovers.

Macro-Economic Factors

At the end of 2008 and the beginning of 2009, timitdd States economy and equity markets went into a
negative cycle. As discussed above, to offsetdbatnturn, from the beginning of 2009 we were fazls
on improving our operating efficiencies while ireteecond half of 2009, we began to invest in olassa
and marketing organizationThe downturn in the economy in the later part d60as affected nearly all
sectors of the economy and continued through a#l0ff9. Our fourth quarter 2009 units shipped fbr a
industry segments for existing clients was less fhavas for the same clients during the fourthrtgraof
2008. Current economic forecasts suggest thatuhent downturn is expected to continue througlstmo
of 2010.

We are continuing to monitor the economic trends bnsiness experience of our customers and closely
manage our operating costs which vary with volum&dditionally, we believe our mix of multiple
customer industries provides some protection fromimpact of the downturn as the economy recovers.
However, as discussed in Item 1A “Risk Factorsthi$ Annual Report on Form 10K our results can be
negatively affected depending on the severity erceatration by industry of the economic downturn we
are experiencing.

Business Mix

The following table sets forth the percentage okreies generated by the Company’s various business
lines during 2009 and 2008. The service offerifmsa particular client changed in 2009 from 2008
resulting in that client’'s revenue to move from ieect Marketing vertical to the eCommerce/Dirtxt
Consumer vertical. As a result, 5% of 2008 reverfuem the Direct Marketing vertical were reallcazht

to the eCommerce/Direct to Consumer vertical:

Business Line/Vertical 2009 2008
eCommerce/Direct to Consumer 47.5% 43.2%
Direct Marketing 25.3 28.5
Modems & Telecommunications products 22.2 22.0
B2B 5.0 6.3
100.0% 100.0%

eCommerce/Direct-to-Consumer and Direct Marketifigne Company provides a variety of services for a
significant number of eCommerce, retail, and dimaetrketing clients which include such companies as
Target.com, a division of Target Corporation, Anaylbr Retail, Inc., The North Face, Microsoft, Inc
Product Partners and Thane International. Ounmes® are a result of the number of orders and esto
service calls received. Our client contracts gdhedo not guarantee volumes. The percentage of ou
revenues attributable to our eCommerce and rdiailits increased during 2009 as compared to 2008 as
result of their decrease in dollars of revenue shidng 2009 from 2008 being a lesser decreasetti@n
other two categories. We anticipate that the peage of our revenues attributable to our eCommance
direct-to-consumer clients will increase during @Gls we continue to see growth in our customems fro
this group of clients to be higher than our otHemt categories.
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Telecommunications and Modem¥he Company has historically been a major praviddulfillment and
customer support services to the telecommunicafiwtsstry. The consolidation in that industry ottee
last several years has resulted in a heavy coratemtrof volume in a few companies and accordingly
concentration of the service providers to the miemunication industry. We completed the transitién
the DSL fast access modem fulfillment services wevigded AT&T to its in-house fulfillment
organization. We continue to provide other fulfitnt and technology services for AT&T and other
customers in the telecommunications industry. Ved previously projected that our revenues to this
vertical would decline below 10% of our total reues starting in 2010. If during 2010, however, we
begin selling land line telephones to consumerdissussed in Item |, Business, our current projedti
indicate that revenues to this vertical will remabrove 10% of our total revenues during 2010.

As discussed in the Overview paragraph of this IfgmManagement’s Discussion and Analysis of
Financial Condition and Results of Operations, weeet to launch a new service and product offeting
one of our Telecommunications clients, AT&T. Tludfering will report revenues and cost of revenues
inclusive of amounts related to product cost amdctbmplete cost of sale and distribution of thadpict to
the end consumer. The percentage of revenuesnpeesia the above chart are for combined servies fe
and freight revenues only since during 2008 and24810 of our revenues resulted from fee for semice
performed rather than revenues for products sold.

Business-to-Business.The Company provides a variety of services fosifess-to-business (“B2B”)
clients including NAPA and The Walt Disney Compamkie decrease of 1.3% of total revenues from 6.3%
in 2008 to 5.0% in 2009 resulted from both the lok®ne client in this vertical and a reductiontire
outsourced fulfillment needs of another clienthistcategory. Although we continue to provide gms to
business in this vertical, we expect future revennehis category to remain a smaller portion of mtal
business mix.

Results of Operations

The following table sets forth summary operatintadaxpressed as a percentage of revenues, fge#ine
ended December 31, 2009 and 2008. Operating sefultany period are not necessarily indicative of
results for any future period.

The financial information provided below has beeanded in order to simplify its presentation. Hoegv
the percentages below are calculated using théatkiaformation contained in the Financial Statetse
and notes thereto.

Thousands of Dollars
Year Ended December 31,

2009 2008
Service revenues $ 87,362 $ 104,487
Freight revenues 12,595 26,913
Total revenues 99,957 131,400
Cost of service revenues 39,467 50,797
Freight expense 12,469 26,458
Selling, general and administrative 40,991 45,293
Depreciation and amortization 4,299 4,343
Operating income before goodwill impairment 273 4,509
Goodwill impairment (25,169) -
Operating (loss) income (22,438) 4,509
Other expense 251 1,231
(Loss) income before taxes (22,689) 3,278
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Income tax (provision) benefit
Net (loss) income

$ (22,689)

$ 3,278

Percent of Total Revenues
Year Ended December 31,

2009 2008
Service revenues 87.4% 79.5%
Freight revenues 12.6 20.5
Total revenues 100.0 100.0
Cost of service revenues 395 38.7
Freight expense 12.5 20.1
Selling, general and administrative 41.0 34.4
Goodwill impairment 25.2 -
Depreciation and amortization 4.3 3.3
Operating (loss) income (22.5) 3.5
Other expense 0.2 1.0
(Loss) income before taxes (22.7) 25
Income tax (provision) benefit - -
Net (loss) income (22.7)% 2.5%

Service revenuesThe Company’s service revenues decreased 16.4887d million for the year ended
December 31, 2009 from $104.5 million for the yeaded December 31, 2008. The decrease in service
revenues is primarily attributable to:

0] a $6.4 million decrease in revenue from our mo@eh telecom clients primarily due to the
transition of a portion of the AT&T fulfillment birseess to AT&T’s in-house fulfillment as
previously discussed,

(i) a $4.6 million decrease in our eCommerce vertiealiting from the loss of the Smith &
Hawken business and the clients serviced in the dewilte facility and reduced volumes
from existing clients due to negative economic ¢mis during 2009 compared to 2008,

(iii) a $3.4 million decrease in revenues from our direatketing vertical due to the loss of a
client and reduced volumes from remaining cliente tb the negative economic conditions,
and

(iv) a $2.9 million decrease in revenues from our B28ntt due to the loss of a client serviced in

the Romeoville facility and decreased volumes faomother client in the B2B category.

Freight RevenuesThe Company’s freight revenues decreased $14I1Bmir 53.3% to $12.6 million for

the year ended December 31, 2009 from $26.9 mifiothe year ended December 31, 2008. The decrease
in freight revenues is primarily attributable t§&9 million decrease in our direct marketing \@tidue to

the loss of a client and decreased volumes, a ®ll®n decrease in our eCommerce vertical due to
reduced volumes and the transition of Company owreidht accounts to client owned freight accouats,
$396,000 decrease in B2B revenue due to reducedneds and a $271,000 decrease in revenue from our
modem and telecom clients primarily due to thedition of a portion of the AT&T fulfillment servigein
house.

Cost of Service Revenued.he Company’s cost of service revenues, whiclude labor costs for the
fulfillment and call centers, telephone minute faes packaging material costs, decreased 22.333& $
million for the year ended December 31, 2009 commao $50.8 million for the year ended December 31,
2008. Cost of service revenues as a percent vicserevenues decreased to 45.2% from 48.6% for the
years ended December 31, 2009 and 2008, respgctividie $11.3 million decrease in cost of service
revenues was primarily due to the combined efféct decrease in labor costs related to the desense
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service revenuea decreased use of higher cost temporary laboricesnand operating efficiencies
resulting from adjusting labor shifts to correspaevith client volumes.

Freight Expense.The Company’s freight expense decreased 52.984206 million for the year ended
December 31, 2009 compared to $26.5 million foryibar ended December 31, 2008 due to the decrease
in corresponding freight revenue for the reasossudised above.

Selling, General and Administrative Expensé&s. G&A expenses, which include facility and equiptne
costs, account services and information technolmggts, management salaries and legal and accounting
fees, decreased 9.5% to $41.0 million or 41.0% exenues for the year ended December 31, 2009
compared to $45.3 million or 34.4% of revenuestfier year ended December 31, 2008. The $4.3 million
decrease in expenses in 2009 as compared to 26pnmaarily attributable to a $1.5 million reductin
facility management, equipment maintenance anduatgnanagement costs made to respond to reductions
in revenue discussed above, onetime transactids 06§$959,000 incurred in 2008 related to a teatdd
merger agreement, a $635,000 reduction in faailiists related to renegotiated lease costs antiabere

of the Romeoville facility in November 2008,$205,000 reduction in worker's compensation inscean
expense due to an adjustment of experience ratéiseb@hio Bureau of Workers Compensation, reduced
sales commission expense of $194,000 related ¢mtcticcounts no longer eligible for sales commissio
and reductions in travel, information technologyimenance costs, telephone and supply expenses
resulting from focused efforts to reduce costs.

Goodwill Impairment ExpenseDuring the fourth quarter, of 2009, we observededuction in unit
volumes from our existing clients when comparing same-week periods of 2009 to 20@Bur business
has always experienced certain seasonality bettreeihanksgiving Holiday to the New Year Holiday
period. Due to the importance of that seasondbgewe determined that if revenue from our exitin
clients remained less than expected through thieldyolkeason we would review our carrying value of
goodwill, as required by ASC topic No 350 — Busm&ombinations and Reorganizations, for possible
impairment. Our annual test date for possible impent of goodwill is January™lof each year.

As more fully discussed under the section entit@dtical Accounting Policies” below and in Notetd
our Financial Statements, the impairment testingiired by ASC 350 at January 1, 2010 resultedriora
cash $25.2 million goodwill impairment charge targiags, which was a 100% impairment of the carrying
value the Company’s recorded goodwill at Decemidgr2®09. Accordingly, we recorded the non-cash
impairment charge at December 31, 2009.

Income Taxes. The Company's effective tax rate for the years dn@809 and 2008 was 0%. At
December 31, 2003, a valuation allowance was recbedjainst the Company’s net deferred tax assets as
losses in recent years created uncertainty abeuttlization of tax benefits in future years. Ehestence

of a net operating loss carryforward at December2BD9 means that income taxes associated with any
potential taxable earnings for the year ended Déeer81, 2009 will be offset by a corresponding dase

of this valuation allowance, resulting in an expéceffective tax rate of 0% for the year ended Dexsr

31, 2010 as well.

Liquidity and Capital Resources

Liquidity. The Company funds its operations and capital ediperes primarily through cash flow from
operations and borrowings under a revolving crigdillity with Wachovia Bank, NA (the Credit Facijt

The Company had cash and cash equivalents of appatety $1.1million at both December 31, 2009 and
2008. Additionally, at December 31, 2009, the Camphad no borrowings under its Credit Facility
compared to having borrowings of $10.1 million atc@mber 31, 2008. The repayment of the $10.1
million of borrowings under the credit facility walse result of the contraction of seasonal worldagital
needs which reach a peak at the end of any calgmedarand improved operating margins in the busines
during the first half of 2009. The Company geted $11.7million of cash from operating activitias
the year ended December 31, 2009 compared to #Bidnnfor the year ended December 31, 2008.
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During the year ended December 31, 2009, the Coypenerated $11.7 million in cash flow from
operating activities compared to generating $3.6ianicash from operating activities in the yeaded
December 31, 2008. The $8.2 million increase shgarovided from operating activities was generated
from materially different components in 2009 congshto 2008. In 2009, $11.3 million reduction in
accounts receivable offset by a $4.0 million regurctin accounts payable, a $1.2 million increase in
inventory and a $915,000 decrease in accrued egperis 2008, $3.3 million of net income, $4.3 il

of depreciation and amortization, and a reductib823 million in accounts receivable were offsgtd
$4.8 million reduction in accounts payable and & $tillion net use of cash in all other working itap
and non cash operating expenses.

During the year ended December 31, 2009, net csath in investing activities was $1.4 million conmgzhr
to $2.4 million in 2008. The $1.4 million in 20@8sulted from $1.7 million of capital expenditureade

in various facilities to improve operating efficnor replace equipment as needed, offset by $28500
cash provided by a net change in long term assetdiabilities. The $2.4 million in 2008 resulté@m
$2.5 million of capital expenditures, incurred feplacement of equipment and selected improvenment i
facilities with growing customer activity offset $130,000 of cash provided by a net change in terg
assets and liabilities.

During the year ended December 31, 2009, the re& oaed in financing activities was $10.2 million
compared to $1.1 million of net cash used in fimaga@ctivities in 2008. In 2009, $10.1 million tife
$10.2 million cash used in financing activities wasthe repayment of the obligations outstandinger
the Credit Facility. In 2008, $5.0 million of casbked to repay the second lien loan was partidisebby
net increased borrowing under the Credit Facilft$&9 million.

The Company estimates that its cash and finano#egls through 2010 will be met by cash flows from
operations and availability from its Credit Fagilit The Company generated positive cash flows from
operations in 2009 and 2008. As discussed in thernfdew paragraph of this ltem 7, Management’s
Discussion and Analysis of Financial Condition d&ebkults of Operations, we anticipate reduced levkls
revenue in 2010. Due to those reduced revenudsyihout the added revenue which will result frime
sale of land line telephones, if that new busireg®ortunity occurs in 2010, the Company anticipaes
cash flow from operations in 2010 will be closezyo and could be slightly positive or negativé the
new business opportunity of selling land line tll@pes does occur, we anticipate that cash flow from
operations would be negative as a result of thetiaddl cash needed to finance a growth in accounts
receivable caused by th& 2hrough %' installment payments related to those sales.

We had no advances under and were in compliande allitrequirements of our bank credit facility at
December 31, 2009. We will require use of thelitgcihroughout 2010 and based on our projectiohs o
2010 operating performance, we have begun negmigtivith our bank to amend the credit agreement to
provide availability for certain accounts receivaldnd inventory which are currently excluded from
collateral under the terms of the facility and tmid projected future noncompliance with certainttoé
facilities’ financial covenants. We expect to agun satisfactory terms for the amendment withbtrek
which will provide continuous availability undereHine to finance our business liquidity needs @1@
However, as of the date of this annual report amf@0-K, we have not completed those negotiatiams d
not have a signed amendment. Failure to succésstutain an amendment or comply with the covenants
of the credit agreement in the future could negdyiaffect our credit ratings or impair our ability
finance our operations which could have a matadakrse effect on the Company.

Credit Facilities. The Credit Facility matures on June 30, 2012.e Tredit Facility had a maximum
borrowing limit of $15.0 million at December 31,3 and $18.0 million at December 31, 2008. The
Credit Facility, as renewed on March 27, 2009 reduthe maximum borrowing limit by $3.0 million,
among other changes, due to the Company forecastihgwver level of borrowing need during the
remaining term of the Credit Facility. The Credhtcility is used to fund the Company's capital
expenditures, operational working capital and sealsworking capital needs.
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Although total advances under the Credit Faciliymmot exceed the maximum borrowing limit of $15.0
million at December 31, 2009, the Credit Facilityits borrowings at any time to a specified peragetof
eligible accounts receivable and inventory, whictalied $12.0 million at December 31, 2009. Thenter
of the Credit Facility provide that the amount lmoved and outstanding at any time combined withadert
reserves for rental payments, letters of credistantding and general reserves be subtracted frem th
facility limit or the value of the total collatertd arrive at an amount of unused availability eorbw under
the line of credit. The total collateral under Beedit Facility at December 31, 2009 amounted1d.&
million. The amount borrowed and outstanding ahe total value of reserves and letters of credit
outstanding at December 31, 2009 amounted to $2li®m As a result, the Company had $9.1 millioin
borrowing availability under the revolving crediié at December 31, 2009.

The Company has granted a security interest infats assets to the lender as collateral undeCitealit
Facility. The Credit Facility contains a restngtifixed charge coverage ratio. The provisionthefCredit
Facility require that the Company maintain a locklorangement with the lender, and allows the letale
declare any outstanding borrowing amounts to be ddiaiely due and payable as a result of
noncompliance with any of the covenants. Accorlyinin the event of noncompliance, these amounts
could be accelerated. Upon renewal of the Crealiflity on March 27, 2009, the Company was required
to maintain a minimum twelve month trailing fixelazge coverage ratio of 1.35. The Company was in
compliance with all terms of the Credit Facility®cember 31, 2009.

In accordance with the Sixth Amendment to the Gredkility signed on October 22, 2008, interest on
borrowings under the Credit Facility is payable thdnat rates equal to the prime rate plus 1.5%tdhe
Company’s option, LIBOR plus 2.5%. The Credit Fifcialso provided for higher interest rates if the
fixed charge ratio fell below 1.0 to 1.0, howevkatt event did not occur during 2008. While the0$5.
million second lien loan was outstanding, intereas accrued on a monthly basis equal to the gre&f{e)
LIBOR or (b) 5.75% plus 9.25% for a rate of 15%tleé principal balance plus accrued interest payable
and outstanding under the second lien loan. Ferydar ended December 31, 2009, we paid interest
expense of $98,000 on the Credit Facility at a \ved average interest rate of 3.22%. During the ye
ended December 31, 2008 the Company incurred siteepense related to the Credit Facility of
approximately $274,000 resulting in a weighted agerinterest rate of 5.03% and $574,0000f intexeat
constant rate of 15% on the second lien loan frigninception on September 28, 2008 through its ffayo
on September 26, 2008. Our weighted average Biteage in 2008, including amounts borrowed under
both the Credit Facility and the second lien loaas 7.96%. At December 31, 2009, the rate of éster
being charged on the Credit Facility was 3.23%.e Tdompany also incurred unused revolving Credit
Facility fees of approximately $58,000 and $23,800the years ended December 31, 2009 and 2008
respectively.

On March 27, 2009, the Company entered into a RoArmended and Restated Loan and Security
Agreement (the “2009 Credit Agreement”) with WactkeoBank, National Association (the “Bank”). The
2009 Credit Agreement amends and restates in tteegnthe previously effective Third Amended and
Restated Loan and Security Agreement between timep@oy and the Bank, dated as of March 28, 2006
and amended from time to time thereafter, andfeets the new terms of the revolving credit fagilthere
under (as amended by the 2009 Credit AgreementCitelit Facility”).

Pursuant to the 2009 Credit Agreement, the tertheiCredit Facility has been extended through Bihe
2012. The Credit Facility has a maximum borrowiimgit of $15.0 million (including the issuance of
letters of credit up to $2.0 million in face valubyt limits borrowings to a specified percentagelmible
accounts receivable and inventory. The 2009 Crsglieement continues the Bank’s security intenestlli

of the Company’s assets, but releases the Bank@qusly granted security interest in certain peato
assets of Scott Dorfman, the Company’s Chairmaesi®ent and CEO, which were treated as additional

collateral under the 2006 Credit Agreement

Interest on borrowings pursuant to the 2009 Cragieement is payable monthly at specified rategiran
from either the Base Rate (as defined in the 20@@iCAgreement) plus between 2.00% and 2.50%agtor,
the Company's option, the LIBOR Rate (as definetthén2009 Credit Agreement) plus between 3.00% and
3.50%, in each case with the applicable margin niéipg on the Company’'s Average Excess Availability
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(as defined in the 2009 Credit Agreement). The gamy will pay a specified fee on undrawn amounts
under the Credit Facility. After an event of ddfaall loans will bear interest at the otherwiggkcable
rate plus 2.00% per annum.

The 2009 Credit Agreement contains such finaneféifmative and negative covenants by the Company a
are usual and customary for financings of this kividch can result in the acceleration of the magust
amounts borrowed under the Credit Facility, inahggliwithout limitation, change in ownership control
covenants, a subjective material adverse changeneon and financial covenants establishing a minimu
Fixed Charge Coverage Ratio, maximum annual Capitglenditures, and minimum Excess Availability
(as such terms are defined in the 2009 Credit Agess). The 2009 Credit Agreement also definesnas a
event of default any termination of the employmehthe Chief Financial Officer of the Company, liket
Company fails to fill such position with a replacembh acceptable to the Bank within 90 days. The
provisions of the 2009 Credit Agreement requird tha Company maintain a lockbox arrangement with
the Bank, and allows the Bank to declare any oudtstey borrowing amounts to be immediately due and
payable as a result of noncompliance with any & tovenants. Accordingly, in the event of
noncompliance, these amounts could be accelerated.

The 2009 Credit Agreement includes such eventsefult (and, as appropriate, grace periods) and
representations and warranties as are usual atohtars for financings of this kind.

The Company paid a customary closing fee upon ltteng of the 2009 Credit Agreement and would pay
a specified fee upon any early termination of thed@ Facility, which fees are customary for trasigms
of this type.

Additionally, from September 28, 2007 through épayment on September 26, 2008, the Company had a
$5.0 million second lien loan outstanding to a érethnagement company. The $5.0 million secor lie
loan outstanding was entered into when we deteiininat completion of capital expenditure projects i
late 2007 and forecasted working capital requirdmém support our seasonal volume increase duhiag t
fourth quarter of 2007 required additional shortitdunding. The 2007 seasonal working capital seed
were significant as a result of our 48% growth iimm@al revenue to $121.8 million in 2007 compared to
$82.3 million in 2006. The $5.0 million secondnlidban was repaid on September 26, 2008 from a
combination of funds generated by operating incamt additional borrowing under the Credit Facility.

Contractual Obligations.The Company’s primary long-term contractual cotnments consist of operating
leases. As of December 31, 2009, the Companydtithawve any off balance sheet arrangements that hav
or are reasonably likely to have a current or fteffect on the financial condition, revenues qremses,
results of operations, liquidity, capital expendits or capital resources. In addition, as of Ddmmm31,
2009, the Company did not participate in any guises of other entities’ obligations, structuredafine
arrangements, synthetic leases, repurchase obligatir similar commercial or financing commitments.

The following table sets forth the Company's cocwal commitments by period. For additional
information, see Note 6 to the Financial Statem@nt800’s).
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Payments Due by Period

Less than 1
Total year 1-3 years 4-5 years After 5 years
Operating leases $ 23,153 $ 9,566 $16P@, $ 4,283 $ 137
Capital Lease $ 624 $ 250 $ 374 $ - $ -
Line of Credit (1) $ - $ - $ - $ - 3% -

(1) The provisions of the revolving line of credit agmeent require that the Company maintain
a lockbox arrangement with the lender and allow ldreder to declare any outstanding
borrowing amounts to be immediately due and payabla result of noncompliance with
any of the covenants. Accordingly, in the evenhoficompliance, these amounts could be
accelerated. For additional information, includinfprmation regarding the interest related
to the revolving line of credit, see Note 5.

Critical Accounting Policies

Critical accounting policies are those policiest tten have a significant impact on the presentatfoour
financial position and results of operations anchded the most significant use of subjective esésiand
management judgment. Because of the uncertaitigrémt in such estimates, actual results may differ
from these estimates. Specific risks inherent un @pplication of these critical policies are désel
below. For all of these policies, we caution thatire events rarely develop exactly as forecaud, the
best estimates routinely require adjustment. Tipedieies often require difficult judgments on cdep
matters that are often subject to multiple sourcBsauthoritative guidance. Additional information
concerning our accounting policies can be fountlate 2 to our Financial Statements. The poliches t
we believe are critical to an investor's understagf our financial results and condition and riegu
complex management judgment are discussed below:

Reserve for Uncollectible Account3§he Company makes estimates each reportingcasgsociated with
its reserve for uncollectible accounts. Theserestits are based on the aging of the receivablekraowin
specific facts and circumstances.

Goodwill and Other Acquired IntangiblesGoodwill represents the cost of an acquiredrprige in excess

of the fair market value of the net tangible andniifiable intangible assets acquired. The Company
adopted ASC topic No. 350 — Business CombinationsReorganizations, which changed the accounting
for goodwill and other indefinite life intangibldsom an amortization method to an impairment only

approach. Under ASC topic No. 350, goodwill impsent may exist if the net book value of a reporting

unit exceeds its estimated fair value.

In accordance with ASC topic No. 350, the Compastst goodwill and intangible assets with indefinite
lives for impairment on an annual basis or upon dkeurrence of events that may indicate possible
impairment. ASC topic No. 350 requires that goddie tested as of the same date every year; laostr
annual testing date is the first day following yead, which was January 1, 2010. Additionally, in
accordance with ASC topic No. 350, upon the oceweeof certain triggering events which management
considers could result in the impairment of thengag value of goodwill, the Company must test the
carrying value of goodwill at the time immediatébllowing those triggering events which could beaat
time different than the annual review date of Japda2010.

As more fully disclosed in Note 4, our annual revigate of January®lcoincided with less than expected
operating performance in the fourth quarter of 20@ur normal annual business cycle includes irsaéa
volumes during the holiday period of ThanksgivimgNew Years. We experienced volumes from our
existing clients for the quarter ended December2®D9 which was less than the same quarter of 2008
resulting in a triggering event which coincidedwitur annual review date.
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ASC topic No. 350 prescribes a two-step testingcgse for determining goodwill impairment of any
individual reporting unit of goodwill for a companylnnotrac has only one reporting unit for goodwil
which is the Company. In the first step, the eatid fair value of the reporting unit is comparedhe
carrying value of goodwill. The result of the fistep indicated that the carrying amount of oundyuill
was higher than the fair value of our reportingtuccordingly we performed the second testingcpes
whereby we determined the implied fair value of dwill in the same manner as if Innotrac had acgqlire
the reporting unit(s) in a business combinatiomthie second step, the potential impairment waspooea
by comparing the implied fair value of the repagtimit to the fair value of the Company’s net beakue

of recorded assets and liabilities after valuidgaasets and liabilities, both tangible and inthlegi Under
the requirements of ASC topic No. 350, our secdeg sf testing for impairment included review oéth
fair market value of our long lived fixed assetsl @he intangible assets of workforce, customer remis
and our trade name.

Upon completion of its analysis for impairment dslanuary 1, 2010, the Company determined that the
carrying value of Innotrac’s goodwill as of Decemtsd, 2009 was $0. Accordingly, the Company
recorded a non-cash impairment charge of $25.2omidt December 31, 2009.

Accounting for Income Taxeslnnotrac utilizes the liability method of accouifior income taxes in
accordance with ASC topic No. 740. Under the ligbmethod, deferred taxes are determined based on
the difference between the financial and tax baassets and liabilities using enacted tax rategfect in

the years in which the differences are expecteceterse. A valuation allowance is recorded against
deferred tax assets if the Company considersntdee likely than not that deferred tax assets moll be
realized. Innotrac’s gross deferred tax asseff &eoember 31, 2009 is $22.1 million. This defdrtax
asset was generated primarily by net operatingdasyforwards created primarily by the specialrgleaof
$34.3 million recorded in 2000 and the net lossasegated in 2002, 2003, 2005, 2006 and the goodwill
impairment charge of $25.2 million recorded in 200@notrac has a net operating loss carryforwdrd o
$46.7 million at December 31, 2009 that expiresveen 2020 and 2027.

Innotrac’s ability to generate the expected amoohtsixable income from future operations is degend
upon general economic conditions, collection ofseésg outstanding accounts receivable, competitive
pressures on sales and margins and other factgemthenanagement’s control. These factors, combined
with losses in recent years prior to 2007 and iB928s a result of the $25.2 million noncash impeirtrof
goodwill, create uncertainty about the ultimateliradion of the gross deferred tax asset in futyears.
Additionally, due to the reduced level of reveneepected in 2010, the Company expects to generate a
taxable loss in 2010. Therefore, the net lossasriad in 2006 and prior years combined with theeeked

loss in 2010 result in an inability to recognize thalue of any deferred tax asset resulting froenpttior
years’ losses. Therefore, a valuation allowancappiroximately $20.3 million and $12.4 million Haesen
recorded as of December 31, 2009 and 2008, resphctigainst net deferred tax assets. Income taxes
associated with future earnings will be offset biyeduction in the valuation allowance in that fetyear.

For the year ended December 31, 2009, the defémoemne tax benefit of $7.9 million was offset by a
corresponding increase of the deferred tax as$eatian allowance. When and if the Company caarret

to consistent profitability and management deteawsithat it will be able to utilize the deferred &ssets
prior to their expiration, the valuation allowanoay be reduced or eliminated.

Accounting EstimatesThe preparation of financial statements in confoym¥ith accounting principles
generally accepted in the United States of Amerniequires management to make estimates and
assumptions that affect the reported amounts ddtasand liabilities and the disclosures of contitige
assets and liabilities at the date of the finanstatements and the reported amounts of revenugs an
expenses during the reporting period. Actual testduld differ from those estimates.

Recent Accounting Pronouncements

Recently adopted accounting pronouncements

In June 2009, the Financial Accounting Standardsar@q“FASB”) issued the Accounting Standards
Codification (“ASC”) as the single source of auttative U.S. GAAP recognized by the FASB to be
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applied by nongovernmental entities in preparatibfinancial statements in conformity with U.S. GRA
The ASC supersedes existing FASB, American Ingtitot Certified Public Accountants (“AICPA"),
Emerging Issues Task Force (“EITF”) and relateerditure. While the adoption of the ASC as of July 1
2009 changes how we reference accounting standhedadoption did not have an impact on our finalnci
position, results of operations or cash flows.

In September 2006, the FASB issued ASC topic N@. 8Fair Value Measurements and Disclosures,
which defines fair value, establishes a framewarknheasuring fair value in accordance with accagnti
principles generally accepted in the United Stedesl, expands disclosures about fair value measutsme
ASC topic No. 820 was effective for fiscal yearsginaing after November 15, 2007, with earlier
application encouraged. There was no impact onCith@pany’s financial statements upon adoption on
January 1, 2008.

ASC topic No 820 does not apply to leasing trarisast Subsequent to the original issuance of ARt
No. 820, the FASB identified the effective datetbé application of ASC topic No. 820 for all non-
financial assets and liabilities accounted foraat ¥alue on a non-recurring basis to fiscal ydsginning
after November 15, 2008. There was no impact enGbmpany’s financiastatements upon adoption
on January 1, 2009.

In February 2007, the FASB issued ASC topic No. 8Fsnancial Instruments This standard permits an
entity to choose to measure certain financial asmed liabilities at fair value. ASC topic No. 8&sludes
provisions that apply to available-for-sale andlimg securities. This statement is effective fsecdl years
beginning after November 15, 2007. There was npaghon the Company’s financial statements upon
adoption on January 1, 2008.

In December 2007, the FASB issued ASC topic No. 80&ccounting for Business Combinations,
Goodwill, and Other Intangible AssefEhis revised standard was effective for fiscalrgebeginning after
December 15, 2008 and changed the requirementadasuring the value of acquired assets, the date of
the measurement of the acquired assets, the Us& oflue accounting and the rules for capitaloatof
costs of acquisition. There was no impact on tlen@any’s financial statements upon adoption on
January 1, 2009.

In December 2007, the FASB issued ASC topic No. 8C0nsolidation. This standard became effective
for fiscal years beginning after December 15, 2608 applies to reporting requirements for minority
interest ownership. There was no impact on the f@@my's financial statements upon adoption on Januar
1, 2009.

In June 2008, the FASB issued an update to AS( tdp. 260 —Earnings per Sharewhich requires all
unvested stock awards which contain non-forfeitaiglbts to dividends or dividend equivalents, wieeth
paid or unpaid, to be included in the number ofrsfiautstanding in basic and diluted EPS calculatio
ASC topic No. 260, as it relates to unvested stwlirds which contain non-forfeitable rights to dads

or dividend equivalents, whether paid or unpaid;apee effective for the Company on January 1, 2009.
As a result, our 265,956 restricted shares whieh uavested but carry a non-forfeitable right tohcas
dividends have been included in our earnings parestalculations for all comparable periods presgint

our financial statements. The dollar amount ofnigeys for all periods was not affected by this new
reporting standard.

In May 2009, the FASB issued ASC topic No. 8555ubsequent Eventsvhich establishes general
standards of accounting for and disclosure of ewémat occur after the balance sheet date but defor
financial statements are issued or are availabbetissued. ASC topic No. 855 identifies the pafter a
balance sheet date, the circumstances under whientiy should recognize events or transactiomustae
disclosures an entity should make regarding ewshish occur after the balance sheet date. The @amp
immediately adopted ASC topic No. 855 effective 80, 2009 and there was no impact on the
Company’s financial statements upon adoption.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Management believes the Company’s exposure to maidles (investments, interest rates and foreign
currency) is immaterial. Innotrac holds no markisk sensitive instruments for trading purposes. At
present, the Company does not employ any derivéitiaacial instruments and does not currently ptan
employ them in the future. The Company does naotstrat any sales in foreign currency. To the exteatt
the Company has borrowings outstanding under islicifacility the Company will have market risk
relating to the amount of borrowings due to vaealriterest rates under the credit facility. All thie
Company’s lease obligations are fixed in naturen@ted in Note 6 to the Financial Statements, aed th
Company has no long-term purchase commitments.
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ITEM 8. FINANCIAL STATEMENTS

Report of Independent Registered Public Accountingrirm

Board of Directors and Shareholders
Innotrac Corporation

We have audited the accompanying balance sheemnotrac Corporation (a Delaware corporation) as of
December 31, 2009, and the related statementsesfitipns, shareholders’ equity, and cash flowsHer
year then ended. These financial statements areeiponsibility of the Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audit.

We conducted our audit in accordance with the statedof the Public Company Accounting Oversight
Board (United States). Those standards requirewtkaplan and perform the audit to obtain reasanabl
assurance about whether the financial statemeatfreg of material misstatement. The Company ts no
required to have, nor were we engaged to perforraualit of its internal control over financial repog.
Our audit included consideration of internal cohtyeer financial reporting as a basis for desigrauglit
procedures that are appropriate in the circumstarng not for the purpose of expressing an opiion
the effectiveness of the Company’s internal contnadr financial reporting. Accordingly, we express
such opinion. An audit also includes examining,atest basis, evidence supporting the amounts and
disclosures in the financial statements, assedbimgccounting principles used and significantnestés
made by management, as well as evaluating the lbfieemncial statement presentation. We believat th
our audit provides a reasonable basis for our opini

In our opinion, the financial statements referredabove present fairly, in all material respects t
financial position of Innotrac Corporation as ofdeeber 31, 2009, and the results of its operatmmsits
cash flows for the year then ended in conformityhwaccounting principles generally accepted in the
United States of America.

/s/ Grant Thornton, LLP

Atlanta, Georgia
March 31, 2010

28



Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
Innotrac Corporation
Atlanta, Georgia

We have audited the accompanying balance sheenmaftrac Corporation (the “Company”) as of
December 31, 2008 and the related statements ohtipes, shareholders’ equity, and cash flows fer t
year then ended. These financial statements areetponsibility of the Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audit.

We conducted our audit in accordance with the statelof the Public Company Accounting Oversight
Board (United States). Those standards requirevibaplan and perform the audit to obtain reasanabl
assurance about whether the financial statemestéreg of material misstatement. The Company is not
required to have, nor were we engaged to perfomaualit of its internal control over financial refing.

Our audit included consideration of internal cohtreer financial reporting as a basis for desigrénglit
procedures that are appropriate in the circumstaring not for the purpose of expressing an opimion
the effectiveness of the Company’s internal contnr financial reporting. Accordingly, we express
such opinion. An audit also includes examining, aotest basis, evidence supporting the amounts and
disclosures in the financial statements, assedbimgccounting principles used and significantnestés
made by management, as well as evaluating the lbfieemncial statement presentation. We believat th
our audit provides a reasonable basis for our opini

In our opinion, the financial statements referredabove present fairly, in all material respects t
financial position of Innotrac Corporation at Dedsmn 31, 2008, and the results of its operationsitnd
cash flows for the year then ended, in conformiithvaccounting principles generally accepted in the
United States of America.

/s/ BDO Seidman, LLP

Atlanta, Georgia
March 30, 2009
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INNOTRAC CORPORATION
BALANCE SHEETS

(dollars in 000’s)

Assets
Current assets:
Cash and cash equivalents

Accounts receivable, net of allowance of $1720@a&and $271 (2008)

Inventories, net
Prepaid expenses and other
Total current assets

Property and equipment:
Rental equipment
Computers, machinery and equipment
Furniture, fixtures and leasehold improvements

Less accumulated depreciation and amortization

Goodwill
Other assets, net
Total assets

Liabilities and Shareholders’ Equity

Current liabilities:
Accounts payable
Line of credit
Accrued salaries
Accrued expenses and other
Total current liabilities

Noncurrent liabilities:
Deferred compensation
Equipment lease payable
Other noncurrent liabilities

Total noncurrent liabilities

Commitments and contingencies (see Note 6)
Shareholders’ equity:

Preferred stock: 10,000,000 shares authorized,
$0.10 par value, no shares outstanding

Common stock: 50,000,000 shares authorized, $tafi®alue,
12,600,759 shares issued, 12,334,804 outstanding

Additional paid-in capital
Accumulated deficit
Total shareholders’ equity
Total liabilities and shareholders’ equity

December 31,

2009 2008
$ 1118 1,056
14,521 25,793
3,093 1,855
1,693 1,262
20,425 29,966
163 207
38,094 41,388
8,193 9,061
46,450 50,656
2,763) (34,814)
13,717 15,842
- 25,169

1,061 822

$ 35,203 $ 71,799

December 31,

2009 2008
$ 5,309 $ 9,259
- 10,055
1,746 2,111
2,778 3,142
9,833 24,567
675 547
370 -
446 206
1,491 753
1,260 1,260
66,528 66,439
(43,909) (21,220)
23,879 46,479
$ 35,203 $ 71,799

The accompanying notes are an integral part okthatance sheets.
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INNOTRAC CORPORATION
STATEMENTS OF OPERATIONS
(dollars in 000’s, except per share data)

Year Ended December 31,

2009 2008
Service revenues $ 87,362 $ 104,487
Freight revenues 12,595 26,913
Total revenues 99,957 131,400
Cost of service revenues 39,467 50,797
Freight expense 12,469 26,458
Selling, general and administrative 40,991 45,293
Goodwill impairment 25,169 -
Depreciation and amortization 4,299 4,343
Total operating expenses 122,395 126,891
Operating (loss) income (22,438) 4,509
Other expense:
Interest expense 251 1,231
Total other expense 251 1,231
(Loss) income before income taxes (22,689) 3,278
Income taxes - -
Net loss income $(22,689) $ 3,278
(Loss) earnings per share:
Basic $ (1.80) $ 0.26
Diluted $ (1.80) $ 0.26
Weighted average shares outstanding:
Basic 12,601 12,593
Diluted 12,601 12,594

The accompanying notes are an integral part oktettements.
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INNOTRAC CORPORATION
STATEMENTS OF SHAREHOLDERS’ EQUITY
(dollars and number of shares in 000's)

Balance at December 31, 2007
Issuance of common stock from
exercise of stock options
Restricted stock compensation
expense

Stock option compensation
expense

Net Income

Balance at December 31, 2008
Restricted stock compensation
expense

Stock option compensation
expense

Net Loss

Balance at December 31, 2009

Additional
Common Stock Paid-in
Shares Amount Capital

Accumulated

Deficit Total

12586 $ 1,259 $ 66,251
15 1 41
- - 75

- - 72

$ (24,498) $ 43,012
- 42
- 75

- 72
3,278 3,278

12,601 $ 1,260 $ 66,439

$(21,220) $ 46,479

- - 75 - 75
- - 14 - 14
- - - (22,689) (22,689)
12,601 $ 1,260 $66,528  $(43,909) $ 23,879

The accompanying notes are an integral part oktettements.
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INNOTRAC CORPORATION
STATEMENTS OF CASH FLOWS
(dollars in 000’s)

Year Ended December 31,

2009 2008

Cash flows from operating activities:
Net (loss) income $(22,689) $ 3,278
Adjustments to reconcile net (loss) income to net
cash provided by operating activities:

Depreciation and amortization 4,299 4,343
Impairment of goodwill 25,169 -
Provision for bad debts 47 8
Loss on disposal of fixed assets 69 a7
Stock compensation expense-stock options 14 72
Stock compensation expense-restricted stock 75 75
Changes in working capital:
Decrease in accounts receivable, gross 11,225 2,289
Increase in inventories (1,238) (1,256)
Increase in prepaid expenses and other assets 84) (3 (101)
Decrease in accounts payable (3,950) (4,791)
Decrease in accrued expenses, accrued saadesther (915) (455)
Net cash provided by operating activities 12,72 3,509
Cash flows from investing activities:
Capital expenditures (1,691) (2,530)
Net change in noncurrent assets and liabilities 235 130
Net cash used in investing activities ,4%B) (2,400)
Cash flows from financing activities:
Net (repayments) borrowings under line of credit (10,055) 3,887
Repayment of term loan - (5,000)
Issuance of stock, net - 42
Capital lease funding 3 -
Loan fees paid (152) (61)
Net cash used in financing activities ,203) (1,132)
Net increase (decrease) in cash and cash eguoisal 62 (23)
Cash and cash equivalents, beginning of period 0561, 1,079
Cash and cash equivalents, end of period $ 1,118 $ 1,056
Supplemental cash flow disclosures:
Cash paid for interest $ 195 $ 1,103
Non-cash investing and financing activities:
Capital lease obligation for computer equipmanthased $ 570 $ -

The accompanying notes are an integral part okthgements.

33



INNOTRAC CORPORATION
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009 AND 2008

1. ORGANIZATION

Innotrac Corporation (“Innotrac” or the “Company§g, Georgia corporation, provides order processing,
order fulfillment and call center services. The @amy offers inventory management, inbound call egnt
pick/pack/ship services, order tracking, transacfioocessing and returns handling from its leasetlities

in Atlanta, Georgia, Pueblo, Colorado, Reno, NeyaBalingbrook, lllinois, Hebron, Kentucky, and
Columbus, Ohio.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Financial Statement Presentatiofhe financial statements have been prepared omadbeial
basis of accounting in conformity with accountingnpiples generally accepted in the United States o
America.

Accounting EstimatesThe preparation of financial statements in conftym¥ith accounting principles
generally accepted in the United States of Amerniequires management to make estimates and
assumptions that affect the reported amounts dftasand liabilities and the disclosures of contitige
assets and liabilities at the date of the finanstatements and the reported amounts of revenugs an
expenses during the reporting period. Actual testduld differ from those estimates.

Concentration of Revenuedhe following table sets forth the percentage ¢éltoevenues derived from
each of the Company’s largest clients for the yemded December 31, 2009 and 2008. Except for the
major clients noted in the following table, no atlséngle customer provided more than 10% of revenue
during these years.

2009 2008
BellSouth/AT&T — DSL equipment 10% 13%
— Telecom equipment 3 2
Target.com 21 14

Cash and Cash EquivalentsThe Company considers all short-term, highly ligingtestments with an
original maturity of three months or less to behceguivalents.

Fair Value Measurement&ffective January 1, 2008, the Company adopted AR No. 820 — Fair
Value Measurements and Disclosures for all findrani@ non-financial assets and liabilities accodrite

at fair value on a recurring basis. Effective Jagul, 2009, the Company adopted ASC topic No.f820
all non-financial assets and liabilities accourfidat fair value on a non-recurring basis. AS@i¢aNo.
820 defines fair value, establishes a frameworknfi@asuring fair value in accordance with accounting
principles generally accepted in the United Statedmerica, and expands disclosures about fairevalu
measurements. There was no impact on the Compfngitcial statements upon adoption.

The Company determined the fair values of certaiarfcial instruments based on the fair value hignar
established in ASC topic No. 820. ASC topic No. 82Quires an entity to maximize the use of obsdevab
inputs and minimize the use of unobservable inpiitsn measuring fair value. The standard descrhres t
levels of inputs that may be used to measure &ires

34



Level 1: quoted price (unadjusted) in active magKet identical assets

Level 2: inputs to the valuation methodology in@uglioted prices for similar assets and liabiliteactive
markets, and inputs that are observable for thet asdiability, either directly or indirectly, fasubstantially
the full term of the instrument

Level 3: inputs to the valuation methodology arehservable for the asset or liability

ASC topic No. 820 defines fair value as the excleapigce that would be received for an asset or fmaid
transfer a liability (exit price) in the principal most advantageous market for the asset or itialiil an
orderly transaction between market participantthermeasurement date.

The carrying value of our debt instrument approxeadair value since our debt instrument consiéta o
revolving credit line, which under certain conditsocan mature within one year of December 31, 2809,
because of its short term nature. The interestisaéqual to the market rate for such instrumehtsmilar
duration and credit quality.

As of December 31, 2009
Fair Value Measurements Usin

(in 00Q’s)
Quoted
Prices in
Active
Markets Significant
for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Total
Deferred
Compensation —
Rabbi Trust (1) $ 675 $ - $ - 3 675
Total $ 675 $ - $ - $ 675

(1) This is an executive deferred compensation plarcéorain employees, as designated by the
Company’s Board of Directors. The Company investstributions to this plan in employee-
directed marketable equity securities which areomed at quoted market prices. The
contributions are fully invested in five differemtutual funds having various growth, industry
and geographic characteristics.

Inventories. Inventories, consisting primarily of telephones atated at the lower of cost or market, with
cost determined by the first-in, first-out metho&ubstantially all inventory at December 31, 2008 a
2008 is for the account of one client who has indiéied the Company from substantially all risk
associated with such inventory.

35



Property and Equipment.Property and equipment are stated at cost. Depi@tiegs determined using
straight-line methods over the following estimatiséful lives:

Rental equipment 3 years
Computers and software 3-5 years
Machinery and equipment 5-7 years
Furniture and fixtures 7-10 years

Leasehold improvements are amortized using théghtrine method over the shorter of the servioedi
of the improvements or the remaining term of thesée Depreciation expense for both the years ended
December 31, 2009 and 2008 was $4.3 million. Mamiahce and repairs are expensed as incurred.

Goodwill and Other Acquired IntangiblesGoodwill represents the cost of acquired enieegrin excess

of the fair market value of the net tangible andniifiable intangible assets acquired. The Company
adopted ASC topic No. 350 - Business Combinatians Reorganizations, which changed the accounting
for goodwill and other indefinite life intangiblekom an amortization method to impairment only
approach. The Company tests goodwill annuallyiffigrairment at January 1 or sooner if circumstances
indicate. Under ASC topic No. 350, goodwill impagnt may exist if the net book value of a reporting
unit exceeds its estimated fair value. Upon cotigieof its analysis for impairment as of Januarg@10

the Company determined that the carrying valuenobirac’'s goodwill at December 31, 2009 was $0.
Accordingly, the Company recorded a non-cash inmpeiitt charge of $25.2 million at December 31, 2009.
Under ASC topic No. 350, certain business evergfined as triggering events, can cause the need to
measure the estimated fair value of goodwill atesnother than the annual review date. As motg ful
discussed in Note 4, the events which triggeredngrairment of goodwill were concentrated in tHe 4
quarter of 2009 resulting in the $25.2 million noash impairment charge to be measured and recatded
December 31, 2009.

Also in accordance with ASC topic No. 350, wherirapairment of goodwill is determined as probable, a
assessment of the carrying value the Company's eéimeaining long-lived tangible and intangible asse

is estimated to quantify the actual amount of thpadirment of goodwill. The assessment of the dagry
value of the company’s remaining long-lived tangilkind intangible assets resulted in no impairmént o
any of the long-lived assets recorded on the Copipdinancial statements at December 31, 2009 (see
Note 4).

Impairment of Long-Lived Asset3he Company reviews long-lived assets for impaitthwhen events or
changes in circumstances indicate that the cargingunt of an asset may not be recoverable. [mgait
would be measured based on a projected cash flodelmid the projected undiscounted cash flows Far t
asset are not in excess of the carrying valueefdhated asset, the impairment would be deterntiasdd
upon the excess of the carrying value of the amsmtthe projected discounted cash flows for theetas

Accounting for Income Taxeslnnotrac utilizes the liability method of accourgifior income taxes in
accordance with Accounting Standards Codificati®xSC") topic No. 740 — Income Taxes. Under the
liability method, deferred taxes are determinecetdasn the difference between the financial andotsis

of assets and liabilities using enacted tax rategfect in the years in which the differencesexpected to
reverse. A valuation allowance is recorded agaieftrred tax assets if the Company considersnitase
likely than not that deferred tax assets will netrbalized. A full valuation allowance has beerorded
against deferred tax assets at December 31, 2@D20408 (see Note 7).

Revenue Recognitiomnotrac derives its revenue primarily from twaiszes: (1) fulfillment operations
and (2) the delivery of business services. Inn&tradfillment services operations record reventi¢tha
conclusion of the material selection, packaging apon completion of the shipping process. The shipp

is considered complete after transfer to an indepenfreight carrier and receipt of a bill of lagior
shipping manifest from that carrier. Innotrac'l canter services business recognizes revenua@dogo

to written pricing agreements based on number Itf,cainutes or hourly rate basis. All other reves@are
recognized as services are rendered. As requirethéyconsensus reached in ASC topic No. 605 —
Revenue Recognition, 1) revenues have been retoreteof the cost of the goods for all fee-for-gmav
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clients and 2) the Company records reimbursenrextived from customers for out-of pocket expenses,
primarily freight and postage fees, as revenue thedassociated expense as cost of revenue. For two
clients we purchase their product from our clieneésdor under agreements that require our clientaiy

the product back from us at original cost when thip $he product to our client’'s end consumer oeradt
period of time if the product has not been shipfretn our fulfillment centers. The value of these
products is repaid to us at the same amount asawkefgr them and no service fees are generatethen t
products. We net the value of the purchase agtiasteimbursement from our customer with a resglti
zero value in our reported revenue and costs @fmas.

Cost of RevenuesThe primary components of cost of revenues irelathor costs, telephone minute fees,
and packaging material costs. Costs related tiitieg, equipment, account services and infornmatio
technology are included in selling, general andiattrative expense along with other operating £o#ts

a result of the Company’s policy to include fagilinccount services and information technology <ast
selling, general and administrative expense, oasggmargins may not be comparable to other fuléfim
companies.

Stock-Based Compensation PlalsDecember 2004, the FASB issued an update to #8pic No. 718 -
Compensation - Stock Compensation, revising thaired accounting for stock based compensation. As
revised, ASC topic No. 718 requires all share-bgsaanents to employees, including grants of emgoye
stock options, to be recognized as compensatioersein the financial statements based on thair fai
values. That expense is recognized over the peahothg which an employee is required to provide
services in exchange for the award, known as theisite service period (usually the vesting periotihe
Company adopted this update to ASC topic No. 7X8ctfe January 1, 2006 using the prospective
application method. ASC topic No. 718 appliesnév awards and to awards modified, repurchased or
cancelled after the effective date. Additionatgmpensation expense for the portion of awardsvfuoch

the requisite service has not been rendered tleatoatstanding as of the required effective date are
recognized as the requisite service is performedrafter the required effective date. The adaptibthe
update to ASC topic No. 718 resulted in recordidd,800 and $72,000 in compensation expense for the
years ended December 31, 2009 and 2008 respectivelyof December 31, 2009 approximately $11,000
of unrecognized compensation expense related tevested stock options is expected to be recognized
over the next 16 months.

During the year ended December 31, 2009 no optiantg were made and no previously issued options
were exercised. During the year ended December2@@8 no option grants were made and 15,000
previously issued options were exercised. It s@ompany’s policy to issue treasury shares, iflavie,
upon option exercise. If treasury shares are matlable, new shares are issued. On April, 16,7200
265,956 restricted shares were issued under thes terovided in the Executive Retention Plan, wigiken

was ratified on June 5, 2005 at the Company’s Z00%fal meeting. In accordance with the updateS€ A
topic No. 718, the market value of the 265,956rieistd shares was determined at the date of goabét
$750,000 and is being amortized using the strdightt method over the 10 year maximum vesting pkrio
defined in the Executive Retention Plan. The Camgpacorded $75,000 in compensation expense related
to the restricted stock for both years ended Deeerdb, 2009and 2008.

Earnings Per ShareBasic earnings per share is computed by dividingnmmme by the weighted average
number of common shares outstanding. In the coatipat of diluted earnings per share, the weighted
average number of common shares outstanding istadjdor the effect of all dilutive potential commo
stock equivalent shares.

Recent Accounting Pronouncements

In June 2009, the Financial Accounting Standardar@q“FASB”) issued the Accounting Standards
Codification (“ASC”) as the single source of auitetive U.S. GAAP recognized by the FASB to be
applied by nongovernmental entities in preparatibfinancial statements in conformity with U.S. GRA
The ASC supersedes existing FASB, American Ingtitot Certified Public Accountants (“AICPA"),
Emerging Issues Task Force (“EITF”) and relateerditure. While the adoption of the ASC as of July 1
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2009 changes how we reference accounting standhedadoption did not have an impact on our finalnci
position, results of operations or cash flows.

In September 2006, the FASB issued ASC topic N@. 8Fair Value Measurements and Disclosyres
defines fair value, establishes a framework for sneéag fair value in accordance with accounting
principles generally accepted in the United Stedesl, expands disclosures about fair value measuteme
ASC topic No. 820 was effective for all financialdanon-financial assets and liabilities accountadatt

fair value on a recurring basis for fiscal yeargibring after November 15, 2007, with earlier apgtion
encouraged. There was no impact on the Compamesdial statements upon adoption on January 1,
2008.

ASC topic No. 820 does not apply to leasing tratisas. Subsequent to the original issuance of ASC
topic No. 820, the FASB identified the effectivetelaf the application of ASC topic No. 820 for atin-
financial assets and liabilities accounted foraét ¥alue on a non-recurring basis to fiscal ydseginning
after November 15, 2008. There was no impact enGbmpany’s financial statements upon adoption on
January 1, 2009.

In February 2007, the FASB issued ASC topic No. 8Fnancial InstrumentsThis standard permits an
entity to choose to measure certain financial assed liabilities at fair value. ASC topic No. 82gludes
provisions that apply to available-for-sale andlimg securities. This statement is effective fecdl years
beginning after November 15, 2007. There was npathon the Company’s financial statements upon
adoption on January 1, 2008.

In December 2007, the FASB issued change to ASGc tdp. 805 — Accounting for Business
Combinations, Goodwill, and Other Intangible Assethis revised standard was effective for fisahng
beginning after December 15, 2008 and changedabeirements for measuring the value of acquired
assets, the date of the measurement of the accasesds, the use of fair value accounting andutes for
capitalization of costs of acquisition. There wasimpact on the Company’s financial statementsnupo
adoption on January 1, 20009.

In June 2008, the FASB issued an update to ASC tdpi 260 —Earnings per Sharevhich requires all
unvested stock awards which contain non-forfeitatgbts to dividends or dividend equivalents, wigeth
paid or unpaid, to be included in the number ofrehautstanding in basic and diluted EPS calcuiatio
ASC topic No. 260, as it relates to unvested sawkrds which contain non-forfeitable rights to damds
and dividend equivalents, whether paid or unpagtame effective for the Company January 1, 2009. A
a result, our 265,956 restricted shares which avested but carry a non-forfeitable right to castidénds
have been included in our earnings per share edionk for all comparable periods presented in our
financial statements. The dollar amount of earsifay all periods was not affected by this new répg
standard.

In May 2009, the FASB issued ASC topic No. 8555ubsequent Eventsvhich establishes general
standards of accounting for and disclosure of ewémat occur after the balance sheet date but defor
financial statements are issued or are availabbetissued. ASC topic No. 855 identifies the pafter a
balance sheet date, the circumstances under whiantity should recognize events or transactiorts an
disclosures an entity should make regarding ewshish occur after the balance sheet date. The @amp
immediately adopted ASC topic No. 855 effective 80, 2009 and there was no impact on the
Company’s financial statements upon adoption.

3. ACCOUNTS RECEIVABLE

Accounts receivable were composed of the follovdah®ecember 31, 2009 and 2008 (in 000’s):
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009 2008

Billed receivables $ 14,342 $ 25,040
Unbilled receivables 351 1,024
14,693 26,064
Less: Allowance for doubtful accounts (172) (271)
$ 14,521 $ 25,793

Changes in the allowance for doubtful accounts wereposed of the following during the twelve months
ended December 31, 2009 and 2008 (in 000's):

Balance at Charged to Balance at
Beginning Charged to Other End of
Description of Period Expenses Accounts Deductions Period
(in 000’s)
Allowance for doubtful accounts
Year ended December 31,
2009 ..o $ 271 $ 47 $ - $(146) $ 172
2008....c.ceiie i $ 288 $ 8 $ - $ (25) $ 271

4, GOODWILL IMPAIRMENT

In accordance with ASC topic No. 350 — Business Gioations and Reorganizations, the Company tests
goodwill and intangible assets with indefinite bvdor impairment on an annual basis or upon the
occurrence of events that may indicate possiblaimment. ASC topic No. 350 requires that goodiél
tested as of the same date every year; Innotrawisa testing date is the first day following yesd,
which was January 1, 2010. Additionally, in adzorce with ASC topic No. 350, upon the occurrerfce o
certain triggering events which management consideuld result in the impairment of the carryinduea

of goodwill, the Company must test the carryingueabf goodwill at the time immediately followingabe
triggering events which could be at a time différibran the annual review date of January 1, 2010der
ASC topic No. 350, the Company has a single repgiinit for purposes of goodwill impairment testing

The Company’s carrying value of goodwill was re@atdas a result the acquisitions of Universal
Distribution Services (“UDS”) in December 2000 aRdlfillment, Inc. in July 2001.

In our annual report on Form 10K for the year enBedember 31, 2008 and our quarterly reports fer th
quarters ended March 31, June 30 and SeptembeP(B®, we reported that we projected closing a
fulfillment facility in Romeoville, lllinois, consldating our call center in Reno, Nevada into oatl c
center in Pueblo, Colorado, ending fulfillment seeg for the AT&T DSL fast access modem contract an
discontinuing fulfillment and call center services Smith & Hawken, Ltd., when that business was
liquidated by the parent company of Smith & Hawké&mhile all these events resulted in an expectation
less future revenue for the Company compared t& 200 2008, we were simultaneously reducing our
facility expenses and general and administratiyerges to better match the lower projected reveus.
normal annual business cycle includes increasednve$ during the holiday period of Thanksgiving to
New Years. After considering the generally weaknemmic conditions experienced in the United States
since the fourth quarter of 2008, we consideredfourth quarter results as very significant to deiae if

we needed to review the carrying value of our gabbder possible impairment. We experienced volwne
from our existing clients for the quarter ended &aber 31, 2009 which were less than the same quxrte
2008. Combining our less than expected revenudseirfourth quarter of 2009 with our annual intérna
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planning process for the coming year of 2010, wierdeined that the combined effect of the continuing
weak economy and the inability to project when wauld be able to regain some of the lost business
described immediately above was a triggering evewier ASC topic No. 350. Due to the fourth quarter
coinciding with our annual goodwill impairment rew date of January*lof each year, our annual review
of possible impairment of goodwill was used to gmelthe effect of the triggering event on the dagy
value of goodwill.

We engaged an independent valuation specialistdistan the determination of the estimated falu@af
Innotrac’s single goodwill reporting unit. Unddwetfirst phase of testing required by ASC topic B8O,
we used a discounted cash flow forecast combindidl @ther methods of estimating fair value including
guideline company, similar transaction and marlegitalization. Our estimation of the fair valuetbé
reporting unit indicated that there was most likaty impairment in the carrying value of goodwilVe
further engaged the independent valuation spettalieview our second phase of testing to detegrttie
fair value of all other tangible and intangible etssof the Company to quantify the amount of the
impairment of goodwill. Ultimately, as required B$C topic No. 350, the impairment loss was meakure
as the difference between the carrying value ofgibedwill and the estimated fair value of the goiidw
The impairment was determined as the full carryialgie in our financial statements and a non-casingeh
of $25.2 million was recorded in the fourth quaér2009 as reflected in the line item “Impairmerfit
Goodwill” in our consolidated statement of operasidor the year ended December 31, 2009.

The changes in the carrying amount of goodwill wasdollows (in thousands):

Goodwill

Balance at December 31, 2007 $ 25,169

Change in value of Goodwill during 2008 -

Balance at December 31, 2008 25,169

Impairment of Goodwill during fourth quarter of 200 (25,169)

Balance at December 31, 2009 $ =
5. FINANCING OBLIGATIONS

The Company has a revolving credit facility (theréd@it Facility”) with Wachovia Bank, National
Association (the "Bank”) which has a maximum boriagvlimit of $15.0 million at December 31, 2009
and $18.0 million at December 31, 2008. The Créditility is used to fund the Company’'s capital
expenditures, operational working capital and sealsaorking capital needs. The Credit Facility was
renewed on March 27, 2009 when the Company eniateda Fourth Amended and Restated Loan and
Security Agreement (the “2009 Credit Agreement)hmthe Bank, setting forth the new terms of thed@re
Facility including a maturity date of June 30, 201Phere was no outstanding balance on December 31,
2009 under the Credit Facility.

The 2009 Credit Agreement continues the Bank’s mtgcinterest in all of the Company’'s assets, but
releases the Bank’s previously granted securitgr@st in certain personal assets of Scott Dorfritam,
Company’s Chairman, President and CEO, which werated as additionatollateral under the prior
credit agreement.

Interest on borrowings pursuant to the 2009 Créditeement is payable monthly at specified rates of
either, at the Company’'s option, the Base Rated@imed in the 2009 Credit Agreement) plus between
2.00% and 2.50%, or the LIBOR Rate (as definedhén2009 Credit Agreement) plus between 3.00% and
3.50%, in each case with the applicable margin nidipg on the Company’'s Average Excess Availability
(as defined in the 2009 Credit Agreement). The @amy will pay a specified fee of one-half of one
percent, or 0.5%, on undrawn amounts under theiCFadility. After an event of default, all loamsll

bear interest at the otherwise applicable rate pI0% per annum.
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The 2009 Credit Agreement contains financial, affitive and negative covenants by the Company as are
usual and customary for financings of this kind ethican result in the acceleration of the maturity o
amounts borrowed under the Credit Facility, inahgdiwithout limitation, a change in ownership cohtr
covenant, a subjective material adverse changenemwteand financial covenants establishing a minimum
Fixed Charge Coverage Ratio of 1.35 to 1.00, mawrinannual Capital Expenditures, and minimum
Excess Availability (as each of these terms isrdefiin the 2009 Credit Agreement). The 2009 Credit
Agreement also defines as an event of default anpihation of the employment of the Chief Financial
Officer of the Company, if the Company fails td fuch position with a replacement acceptable & th
Bank within 90 days. The provisions of the 200@dir Agreement require that the Company maintain a
lockbox arrangement with the Bank, and allows tlamiBto declare any outstanding borrowings to be
immediately due and payable as a result of noncamg with any of the covenants. Accordingly,fie t
event of noncompliance, the Company’s payment abbgs with respect to such borrowings could be
accelerated. Therefore, when the Company hasaadmbn its line of credit, it is classified asuarent
liability

Although the maximum borrowing limit is $15.0 mdh, the Credit Facility limits borrowings to a
specified percentage of eligible accounts receevadhd inventory, which totaled $12.0 million at
December 31, 2009. Additionally, the terms of @redit Facility provide that the amount borrowedl an
outstanding at any time combined with certain neseifor rental payments, letters of credit outstamd
and general reserves be subtracted from the Gfadility limit or the value of the total collatera arrive

at an amount of unused availability to borrow. Tl collateral under the Credit Facility at Detdwzer

31, 2009 amounted to $12.0 million. At DecemberZ109, there were no borrowings outstanding under
the Credit Facility, however, the value of reserared letters of credit outstanding totaled $2.9ioml As

a result, the Company had $9.1 million of borrowavgilability under the Credit Facility at Deceml3dr,
2009.

On May 29, 2009, the Company entered into a $788{@@&e year financing agreement for the purchése o
computer equipment. The lease was recorded apitaldaase at June 30, 2009 with the first instalht
under the lease due in July 2009.

During the twelve months ended December 31, 20@8Company also had a $5.0 million second lien loan
outstanding to a finance company (the “Second IGeedit Agreement”). The $5.0 million second lien
loan was outstanding from September 28, 2007 thr@eptember 26, 2008, and was entered into when we
determined that the completion of capital expemdifporojects in late 2007 and forecasted workingtahp
requirements to support our seasonal volume inerdagng the fourth quarter of 2007 required addi
short term funding. The 2007 seasonal workingtahpeeds were significant as a result of our 48%
growth in annual revenue to $121.8 million in 2007The $5.0 million second lien loan was repaid on
September 26, 2008 from a combination of funds gaed by operating income and additional borrowing
under the Credit Facility.

For the year ended December 31, 2009, we recordeckst expense of $98,000 on the Credit Faciliy a
weighted average interest rate of 3.22%. The oétmterest being charged on the Credit Facility at
December 31, 2009 was 3.23%. For the year endedrifger 31, 2008, we recorded interest expense of
$274,000 on the Credit Facility at a weighted ageraterest rate of 5.03% and $574,000 of interest
expense on the Second Lien Credit Agreement atnataot rate of 15.0% from January 1, 2008 to
September 26, 2008. Our weighted average intesgstfor the year ended December 31, 2008, incjudin
amounts borrowed under both the Credit Facility HtrelSecond Lien Credit Agreement, was 7.96%. The
Company also incurred unused Credit Facility feespgproximately $58,000 and $23,000 for the year
ended December 31, 2009 and 2008, respectivelyditiadally, the Company reported $74,000 and
$363,000 of amortized loan costs as interest expdnsng the year ended December 31, 2009 and 2008,
respectively.

We project that we will have break even to sliglsitive or slightly negative cash flow from op@ras
during 2010 due to our reduced levels of revenamfR009. Additionally we project that we will need
working capital to support the possible launch ohew service and product offering to one of our
Telecommunications clients, AT&T. Accordingly, wéll require use of the credit facility to provide
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working capital to fund our operations in 2010. e Wave begun negotiations with our bank to ameed th
credit agreement to provide availability for cemtaiccounts receivable and inventory which are otigre
excluded from collateral under the terms of thélitgcand to avoid projected future noncompliancighw
certain of the facilities’ financial covenants. Wxgpect to agree on satisfactory terms for the aimemt
with the bank which will provide continuous availélp under the line to finance our business ligtyd
needs in 2010. However as of the date of this alnreport on form 10-K, we have not completed those
negotiations and do not have a signed amendmexiliré& to successfully obtain an amendment or cgmpl
with the covenants of the credit agreement in thieré could negatively affect our credit ratingsrapair

our ability to finance our operations which coult/b a material adverse effect on the Company.

6. COMMITMENTS AND CONTINGENCIES

Capital Lease.Innotrac has one capital lease which began ;209 and ends in June 2012 which lease
proceeds were used for the acquisition of compatpripment and related licensed computer security
software. The amortization of these assets isided in depreciation expense. Aggregate futurénmoim
lease payments under the noncancellable capitss lasof December 31, 2009 are as follows (in (00’s

Capital Lease
$ 240

Operating Leases.Innotrac leases office and warehouse space angbregat under various operating
leases. The primary office and warehouse operd¢iases provide for escalating payments over treelea
term. Innotrac recognizes rent expense on a striighbasis over the lease term.

Aggregate future minimum lease payments under margdable operating leases with original periods in
excess of one year as of December 31, 2009 adlaws (in 000's):

Operating
Leases

$ 9,566
5,857
3,310
2,170
2,113

137
$23,153

Rent expense under all operating leases totaletbxippately $12.2 million and $12.5 million durinbet
years ended December 31, 2009 and 2008, respgctivel

Legal Proceedings.The Company is subject to various legal proceedenys claims that arise in the
ordinary course of business. There are no matpeatling legal proceedings to which the Company is a

party.

Employment Commitmentin June 1999, in conjunction with the openingaafew call center facility, the
Company entered into an Employment Commitment Agerg with the City of Pueblo, Colorado,
whereby the Company received cash incentives oB8$88. These funds were accounted for as a
reduction in the basis of the assets acquiredietirn for this consideration, the Company is aikgl to
employ a minimum number of full-time employees tat Pueblo facility, measured on a quarterly basis.
This obligation, which became effective June 2@0®jed in June 2009. During the term of the agregme
when the Company’s full time employee count was lég&n the minimum requirement, the Company
incurred a quarterly penalty of $96.30 for each leiyge less than the minimum required amount. urin
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2009 and 2008, the Company did not meet the minimamployee requirements of 359 full-time
employees, as measured on a quarterly basis, andéd a penalty of approximately $4,000 and $9,000
respectively.

7. INCOME TAXES

Details of the income tax benefit (provision) fbetyears ended December 31, 2009 and 2008 are as
follows (in 000Q’s):

2009 2008
Current tax expense $ - $ -
Deferred tax (benefit) expense (7,931) 1,436
Change in valuation allowance 7,931 (1,436)
Income tax benefit (provision) $ - $ -

Deferred income taxes reflect the net effect oftdmporary differences between the carrying amoahts
assets and liabilities for financial reporting pagps and the amounts used for income tax purpoEes.
significant components of the Company’s deferredassets and liabilities as of December 31, 20@P an
2008 are as follows (in 000’s):

2009 2008
Deferred tax assets:
Net operating loss carryforwards $ 17,097 $8,101
Allowance for doubtful accounts 63 101
Accruals 253 330
Goodwill 4,350 -
Other 343 200
Gross deferred tax assets 22,106 18,732
Less valuation allowance (20,329) (12,398)
Gross deferred tax assets net of valuation
allowance 1,777 6,334
Deferred tax liabilities:
Goodwill - (4,334)
Depreciation (1,777) (2,000)
Gross deferred tax liabilities (1,777) (6,334)
Net deferred taxes $ - $ -

Innotrac utilizes the liability method of accourgifor income taxes in accordance with ASC topic R&D

— Income Taxes. Under the liability method, defdrtaxes are determined based on the difference
between the financial and tax basis of assetsiabilities using enacted tax rates in effect in years in
which the differences are expected to reverse. aldation allowance is recorded against deferred tax
assets if the Company considers it is more likagnt not that deferred tax assets will not be redliz
Innotrac’s gross deferred tax asset as of Dece@be2009 is approximately $22.1 million. This deéet

tax asset was generated primarily by net operdtisg carryforwards created primarily by the special
charge of $34.3 million recorded in 2000 and thelosses generated in 2002, 2003, 2005, and 2006.
Innotrac has tax net operating loss carryforwarti$46.7 million at December 31, 2009 that expire
between 2020 and 2027.
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Innotrac’s ability to generate the expected amoohtsxable income from future operations is depend
upon general economic conditions, collection ofseémg outstanding accounts receivable, competitive
pressures on sales and margins and other factgomthenanagement’s control. These factors, combined
with losses in recent years, create uncertaintyiatie ultimate realization of the gross deferted dsset

in future years. Therefore, a valuation allowan€@approximately $20.3 million and $12.4 millionsha
been recorded as of December 31, 2009 and 2008eategely. Income taxes associated with future
earnings will be offset by a reduction in the véilia allowance. For the year ended December 309,20
the deferred income tax benefit of $7.9 million vedfset by a corresponding increase in the defetad
asset valuation allowance. When and if the Compeag return to consistent profitability and
management determines that it is more likely thaintimat the Company will be able to utilize theatedd

tax assets prior to their expiration, the valuattiowance may be reduced or eliminated.

In June 2006, the FASB issued an update to ASCctbijo. 740 — Income Taxes, which clarifies the
accounting for uncertainty itax positions. This update to ASC topic No. 740uiezp that the Company
determine whether it is more likely than not thatwa position will be sustained upon audit, basedie
technical merits of the position. A tax positidrat meets the more likely than not recognitionghodd is
measured to determine the amount of benefit togmize in the financial statements. The tax posit®
measured at the largest amount of benefit thatestgr than 50 percent likely of being realized rupo
ultimate settlement. The Company adopted this te@ptta ASC topic No. 740 effective January 1, 2007.
The Company had a gross deferred tax asset of dppately $18.7 million at December 31, 2008, which
is estimated to have been increased by $3.4 mill@r$22.1 million primarily due to the goodwill
impairment charge recorded during the year endedember 31, 2009. The Company maintains a
valuation allowance against the full amount ofniet deferred tax asset. The Company currentlyiges

a valuation allowance against net deferred taxtasgeen it is more likely than not that deferrexl éasets
will not be realized. The Company has recognizedhtenefits from all tax positions we have taker a
there has been no adjustment to any net operatgsydarryforwards as a result of ASC topic No. &40
there are no unrecognized tax benefits and noeklASC topic No. 740 tax liabilities at December 31
2009.

The Company generally recognizes interest and/palties related to income tax matters in generdl an
administrative expenses. As of December 31, 2@@9have no accrued interest or penalties related to
uncertain tax positions.

The difference between the provision for incometabenefit) and the amount computed by applying
the U.S. federal income tax rate for the years émkcember 31, 2009 and 2008 is as follows:

2009 2008
Statutory federal income tax (benefit) expense 689 % 1,057
Expired state tax credits 79 236
State income taxes, net of federal effect (606) 88
Permanent book-tax differences 67 55
AMT credit affecting change in valuation allowance (23) -
Adjustment for change in tax rate 241 -
Valuation allowance for deferred tax assets 7,931 1,436)
Income tax provision (benefit) $ - $ -

8. EARNINGS PER SHARE

The following table shows the shares used in cdimguliluted earnings per share (“EPS”) in accom#an
with ASC topic No. 260 — Earnings per Share, (i0’60

2009 2008

Diluted earnings per share:
Weighted average shares outstanding 12,601 12,593
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Employee and director stock options - 1

Weighted average shares
assuming dilution 12,601 12,594

Options and warrants outstanding to purchase starédse Company’'s common stock aggregating 1.2
million were not included in the computation ofudéd EPS for both years ended December 31, 2009 and
2008 because their effect was anti-dilutive. Omuday 1, 2009 the Company adopted an update to ASC
topic No. 260, which requires the inclusion of allivested stock awards which contain non-forfeitable
rights to dividends or dividend equivalents, whetbaid or unpaid, in the number of shares outstandi

our basic and diluted EPS calculations. As a testd reflect the 265,956 restricted shares whiehnew
issued on April 16, 2007 under the terms providethe Executive Retention Plan ratified at the Jone
2005 Company annual shareholder meeting as i)dedun our calculation of basic and diluted EPS for
current and prior periods and ii) issued but ndistanding since they are not vested. Also incluithed
basic and diluted EPS for current and prior periizda warrant with registration rights issued tcaié
International in December 2000 to purchase 150sb@0es of Innotrac common stock at the exercise pri
of $6.50, which is fully vested and expires Decenthe2010.

9. SHAREHOLDERS' EQUITY

The Shareholder Rights Plan approved by the Conmp@uard of Directors in December of 1997 expired
on January 1, 2008. The Company did not issueoaitipns or restricted shares during the years ended
December 31, 2009 and December 31, 2008.

10. EMPLOYEE RETIREMENT PLANS

Innotrac employees may participate in a 401(k)rafi contribution plan. The plan covers all emplesyee
who have at least six months of service and arged8s of age or older. Participants may electeferdup

to 15% of compensation up to a maximum amount debterd annually pursuant to IRS regulations.
Innotrac’s current policy is to provide matching @oyer contributions equal to 5% of contributions f
less than four years of service and 10% of cortiobs for over four years of service. Total matchi
contributions made to the plan and charged to esgopby Innotrac for the years ended December 319 200
and 2008 were approximately $31,000 and $40,0@peetively.

The Company has an executive deferred compensptaon a Rabbi Trust, for certain employees, as
designated by the Company’s Board of Directors.ti€fpants may elect to defer up to 30% of
compensation. Innotrac’s policy is to provide maighemployer contributions ranging from 20% to 100%
of employee contributions based on years of servidewever, this match was suspended during 2069 an
2008. The Company invests these contributiongmpleyee-directed marketable equity securities which
are recorded at quoted market prices on the acagyimgabalance sheet (in other assets) and aggregate
$674,768 and $546,614 at December 31, 2009 and 2@88ectively. The monies invested in the plan and
held by the Rabbi Trust are subject to general itmexd of the Company in the event of a Company
bankruptcy filing.

11. STOCK BASED COMPENSATION

The Company has adopted two stock option plans189¥ and 2000 Stock Option and Incentive Award
Plans (“The Plans”). The Plans provide key empgyefficers, directors, contractors and constgtamt
opportunity to own shares of common stock of then@any and to provide incentives for such persons to
promote the financial success of the Company. Aw/amder The Plans may be structured in a variety o
ways, including as “incentive stock options,” adirkxd in Section 422 of the Internal Revenue Cade,
amended, non-qualified stock options, restrictemtlistawards, and stock appreciation rights (“SARSs”).
Incentive stock options may be granted only to-finle employees (including officers) of the Company
Non-qualified options, restricted stock awards, SA&d other permitted forms of awards may be goant
to any person employed by or performing servicesttie Company, including directors, contractors and
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consultants. The 1997 Stock Option Plan and 20@@kSOption Plan, as amended, provide for the
issuance of options to purchase up to an aggrexfa8©0,000 shares and 2,800,000 shares of common
stock, respectively. In November 2007, the 199¢KEOption Plan expired. At December 31, 2009eghe
were 655,894 shares available to be issued undePTdns. The 2000 Stock Option Plan expires inclar
2010.

Incentive stock options are also subject to certaimtations prescribed by the Code, including the
requirement that such options may not be granteshployees who own more than 10% of the combined
voting power of all classes of voting stock of thempany, unless the option price is at least 110% e
fair market value of the common stock subject ®dption. The Board of Directors of the Company&or
committee designated by the Board) otherwise gépdras discretion to set the terms and conditiohs
options and other awards, including the term, @gerprice and vesting conditions, if any; to selha
persons who receive such grants and awards; antktpret and administer The Plans.

A summary of the options outstanding and exercesddy price range as of December 31, 2009 is as
follows (shares in 000’s):

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Average
Range of As of Remaining Average As of Exercise
Exercise Prices December 31, 2009 Contractual Life Exercise Price  December 31, 2009 Price
$1.77 - $3.54 300 3.46 $ 320 261 $3.27
$3.54 - $5.31 748 3.63 4.52 748 4.52
1,048 3.58 $4.14 1,008 $4.20

A summary of activity in the Company’s two stockiop plans is as follows (shares in 000’s):

Weighted
Shares Average Price
Outstanding at December 31, 2007 1,143 $ 434,
Granted - -
Exercised (15) 2.82
Forfeited (37) 8.64
Outstanding at December 31, 2008 1,091 4.31
Granted - -
Exercised - -
Expired (36) 9.35
Forfeited (7) 4.56
Outstanding at December 31, 2009 1,048 $ 4.14

Options exercisable at December 31, 2009 and 208 W,008,233 and 1,001,000 respectively, with a
weighted average price of $4.20 and $4.44 respdygti©n April 16, 2007, May 14, 2007 and June 8,
2007, the Compensation Committee approved a bantreiform of stock options for 90,000, 15,000 and
20,000 respectively, for a total of 125,000 shaatshe closing price of our stock on the respecgrant
dates to seven managers and our four outside DisectThe Company uses the Black-Sholes pricing
model to value stock options at issuance date. vithatility and risk free interest rate used foesk
options was 74.0% and 4.1% respectively. These0DR5options vest 50% on the second, 25% on the
third and 25% on the fourth anniversary and expiréhe tenth anniversary of their issue dates. tahke
below presents the market price and the fair vpkreoption issued for the 125,000 options.

Issuance Date Options Issued Closing Stock Price  Fair Value per Option
April 16, 2007 90,000 $ 282 $ 1.14
May 14, 2007 15,000 $ 241 $ 0.98
June 8, 2007 20,000 $ 274 $ 1.11
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On April 16, 2007, 265,956 restricted shares weséd under the terms provided in the Executive
Retention Plan which plan was ratified on Juned®52at the Company’s 2005 annual meeting.

12. RELATED PARTY TRANSACTIONS

The Company leases a single engine aircraft frocorapany wholly-owned by the Chairman and Chief
Executive Officer, pursuant to an agreement thaviges for the Company to pay for approximately 86%
of all expenses associated with this aircraft. sThilocation is determined annually based on actual
business usage. The Company paid approximatel$,820 and $175,000 for the years ended December
31, 2009 and 2008, respectively.

The Company paid approximately $30,000 and $39di6thg 2009 and 2008 respectively, in fees to an
accounting firm for tax and consulting servicesnef the directors of the Company is the Managing
Partner and part owner of that firm.

The Company paid approximately $154,000 and $2@9¢0ing 2009 and 2008 respectively, in fees to a
print broker for services related to the printifgrarketing, client, inter-company and other mateti The
broker is owned by the brother of the Company'sihan and Chief Executive Officer.

In 2003, the Company and the IPOF Group (consistind®OF Fund, LP and its general partner, David
Dadante), which as of December 31, 2009 beneficiallWned approximately 4.3 million shares of
Common Stock, entered into an amended Agreemep#rtait the IPOF Group to acquire up to 40% of the
Common Stock on the terms set forth in that Agregmethout becoming an “Acquiring Person” under
the Company’s Rights Agreement with SunTrust Barlhe Agreement with the IPOF Group contains
various restrictions on the IPOF’s Group right tievand take certain other shareholder actions.orgm
these restrictions, the IPOF Group agreed to vibtghares in excess of 15% proportionately witheys}
cast by the other shareholders of the Company ahdeek to place a representative on the Company’s
Board or seek to remove any member of the Boafdhe IPOF Group further acknowledged that it is an
“affiliate,” as defined under applicable federatseties law.

During 2004, the Company became aware of posdtild-IGroup violations of the short-swing profit ile
under Section 16(b) of the Securities and Exchakgeof 1934. Upon conclusion of the investigatidn o
this matter, the Company and IPOF Group, on Marcl2@®4, entered into a Settlement Agreement
regarding the potential Section 16(b) liabilityuies that provided for the Company’s recovery in@200
$301,957. In December 2005, the United StategiBtisEourt in Cleveland, Ohio appointed a receiter
identify and administer the assets of the IPOF FunBE. and its general partner, David Dadante. The
Company informed the IPOF receiver of such agreénimrt the likelihood of recovering such amount
from the receiver is doubtful. The Company has remorded any estimated receivable from this
settlement.

The United States District Court in Cleveland, Oh&s appointed a receiver to identify and administe
assets of the IPOF Fund, L.P. and its general @arivir. David Dadante. Based on information frdra t
receiver, the Company understands that the FundvenBadante own 4,321,777 shares of common stock
of the Company, representing approximately 34.3%eftotal shares outstanding, all of which arel tze
collateral in margin accounts maintained at sev@mahcial institutions. The Company has been gada

in discussions with the receiver in an effort taismthe shares to be sold in a manner that cagdétea
disruption to the market for Company stock as fidesi The Federal Court has prohibited the findncia
institutions holding Company stock owned by the FPRund and Mr. Dadante in margin accounts from
selling any of these shares through June 2, 20b@. court has permitted open market sales by ttever

as he may in his sole discretion determine to msistent with his duty to maximize the value of #ssets

of IPOF Fund, and as warranted by market conditioftse receiver has indicated to the Company tkat h
does not intend to direct any open market salemgluhis period except in circumstances in which he
believes that there would be no material advergaanon the market price for the Company’s shares.
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13. SUBSEQUENT EVENTS

On January 4, 2010, the Company received a letben fThe NASDAQ Stock Market providing notice
that, for 30 consecutive business days, the Conmparommon stock had not maintained a minimum
market value of publicly held shares (“MVPHS") & #illion as required for continued inclusion oneTh
NASDAQ Global Market by Listing Rule 5450(b)(1)(d@he Company issued a press release on January 7,
2010 disclosing the notice from the NASDAQ. Unéer additional notice dated February 5, 2010 the
NASDAQ provided an extension until July 6, 2010&chieve the $5.0 million MVPHS requirement.
Under the extension dated February 5, 2010, thepaaspnmust have 10 consecutive business days before
July 6, 2010 during which days the MVPHS of the @amy’s approximate 2.4 million shares considered
as publicly held exceed $5.0 million. If the Compaloes not regain compliance by July 6, 2010,aym
apply for a transfer of its securities to the NASDAapital Market, which has a MVPHS requirement of
$1 million. If the Company is unable to regain @hiance with this continued listing standard onster

its securities to the NASDAQ Capital Market, the ngm@any’s securities will be delisted from the
NASDAQ, at which time the Company’s stock couldttaed on the Pink Sheets or OTC Bulletin Board
(“OTCBB”) quotation services.

We have begun negotiations with our bank to ambadtedit agreement to provide availability fortaar
accounts receivable and inventory which are culyrestcluded from collateral under the terms of the
facility and to avoid projected future noncomplianwith certain of facilities financial covenantiVe
expect to agree on satisfactory terms for the amend with the bank which will provide continuous
availability under the line to finance our businégsidity needs in 2010. However as of the ddt¢éhs
annual report on form 10-K, we have not completedsé negotiations and do not have a signed
amendment. Failure to successfully obtain an amend or comply with the covenants of the credit
agreement in the future could negatively affect orgdit ratings or impair our ability to financerou
operations which could have a material adverseseffie our financial performance and condition.

For the purposes of accounting and disclosure reaugints, the Company evaluated subsequent events
through March 31, 2010, the issuance date of thenfiial statements, and noted there were no gignifi
events that occurred subsequent to the balance daeebut prior to issuance that would have a rizdte
impact on the financial statements.

14. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

(000’s, except per share data) __ First  Second Third Fourth

2009 Quarters:
Revenues, net $28,775 $27,592 $22,258 $21,332
Operating income (loss) 2,039 1,901 131 (2%),50
Net income (loss) 1,933 1,842 (78) (26,386)
Net income (loss) per share-basic 0.15 0.15 .010 (2.09)
Net income (loss) per share-diluted $0.15 $0.1 $(0.01) $(2.09)

2008 Quarters:
Revenues, net $32,712 $29,527 $32,001 1687,
Operating income 1,235 1,348 1,187 739
Net income 862 995 829 592
Net income per share-basic 0.07 0.08 0.07 0.05
Net income per share-diluted 0.07 $0.08 % 0. $0.05
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

On August 27, 2009, BDO Seidman, LLP (“BDO”) wasrdissed as the independent registered public
accounting firm engaged to audit the financialestants of Innotrac Corporation (the “Company”).eTh
Audit Committee of the Board of Directors of therimany approved the change. BDO performed the
audit of the Company'’s financial statements forfteeal year ended December 31, 2008. Duringdhit
prior periods and the subsequent interim periodrgn their dismissal, there were no disagreemeitts
BDO on any matter of accounting principles or g, financial statement disclosure or auditingpsc

or procedure, which disagreements, if not resoteeBIDO’s satisfaction, would have caused BDO to enak
reference to the subject matter of the disagreesriantonnection with BDO'’s reports, nor were thang
“reportable events,” as such term is defined imI&04(a)(1)(v) of Regulation S-K, promulgated unther
Securities Exchange Act of 1934, as amended (“Reigul S-K”) except that, in connection with the
completion of its audit of the Company’s consol@htfinancial statements for the fiscal years ended
December 31, 2007 and 2008, BDO communicated t@€Ctmpany’s management and Audit Committee
that a certain matter involving the Company’s intércontrols was considered to be a “material
weakness”, as defined under the standards estedlibii the Public Company Accounting Oversight
Board, or PCAOB. The Audit Committee discussed \BIDO the subject matter of the material weakness
which is described in Item 9A of the Company’s admeport on Form 10-K for each of the fiscal years
ended December 31, 2007 and 2008.

On September 2, 2009, the Audit Committee of tharBwf Directors of the Company engaged Grant
Thornton LLP as its independent registered pubticoanting firm to audit the Company’s financial
statements. During the two most recent fiscal y@ad through September 2, 2009 the Company had not
consulted with Grant Thornton LLP with respect {D:the application of accounting principles to a
specified transaction, either completed or proppégahe type of audit opinion that might be remed on

the Company’s financial statements; or (iii) anytterathat was either the subject of a disagreenfesnt
defined in Item 304(a)(1)(v) of Regulation S-K)areportable event (as described in Item 304(a))bf(
Regulation S-K).

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

The Company’'s management, under the supervisionwatidthe participation of the Company's Chief
Executive Officer and Chief Financial (and prindipacounting) Officer, carried out an evaluationtloé
effectiveness of the design and operation of the@amy's disclosure controls and procedures (asetkfi
in Rule 13a-15(e) and 15d-15(e) of the SecuritieshBnge Act of 1934) as of December 31, 2009. eBas
upon that evaluation, the Chief Executive Officed &£hief Financial Officer concluded that the distire
controls and procedures were effective as of tlieogthe period covered by this report.

Management’s Report on Internal Control over Finangal Reporting

A company’s internal control over financial repogiis a process designed by, or under the supenvis

a public company’s principal executive and printifinancial officers, or persons performing similar
functions, and effected by the board of directananagement and other personnel, to provide realonab
assurance regarding the reliability of financigboing and the preparation of financial statemdots
external purposes in accordance with generallymedeaccounting principles (“GAAP”) including those
policies and procedures that: (i) pertain to thenteaance of records that in reasonable detail rately
and fairly reflect the transactions and disposgiaf the assets of the company, (ii) provide reablm
assurance that transactions are recorded as ngcdésspermit preparation of financial statements in
accordance with GAAP, and that receipts and experedi are being made only in accordance with
authorizations of management and directors of thepany, and (iii) provide reasonable assurance
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regarding prevention or timely detection of unauiter acquisition, use or disposition of the compsn
assets that could have a material effect on tleéial statements.

Management is responsible for establishing and taiaing adequate internal control over financial
reporting. Our management, with the participatidnoor Chief Executive Officer and Chief Financial
Officer, has assessed the effectiveness of oumiatteontrol over financial reporting as of DecemBg,
2009. In making this assessment, our managemert tinge criteria established imternal Control—
Integrated Frameworkssued by the Committee of Sponsoring Organizat@frthe Treadway Commission
(COSO0). Based upon that assessment, the Chieliixe®fficer and Chief Financial Officer concluded
that the Company’s internal controls over financighorting were effective as of the end of the qubri
covered by this report.

This Annual Report does not include an attestatéport of our independent registered public acdagnt
firm regarding internal control over financial repng. Management’s report was not subject tostdteon

by our independent registered public accounting fiursuant to temporary rules of the SEC that peumi
to provide only management’'s report in this AnniRgport. Under the current rules of the SEC,
management’s report will be subject to attestabiprour independent registered public accounting fin
the 2010 Annual Report.

Changes in Internal Control over Financial Reporting

Management’'s evaluation of the Company’s controlirenment and internal control over financial
reporting for the year ended December 31, 2008 é&sulted in the identification of a material weassien
internal control consisting of an understaffed ficial and accounting function, and the need foritamdl
personnel to prepare and analyze financial infoionain a timely manner and to allow review and on-
going monitoring and enhancement of our contrélsnaterial weakness is a deficiency, or combinatbn
deficiencies, in internal control over financiapogting such that there is a reasonable possitiiaf a
material misstatement of our annual or interim fficial statements will not be prevented or deteciec
timely basis. The remediation plan for this matieweakness included i) hiring one additional ficiah
and accounting staff member in the second quafte®@8 to improve timeliness of financial reportjnig)
hiring two additional staff members in the secondrter of 2009 resulting in further improvementghie
timeliness of financial reporting and improved gsa and more timely review of financial informatio
and iii) completing a review of internal contrologedures, realignment of accounting responsitslitiad
ongoing monitoring of the control environment willese added financial and accounting positionsnduri
the third and fourth quarters of 2009. As a resfithe addition of these three positions and fgmeent
of responsibilities, the material weakness idesdifivas remediated.

ITEM 9B. OTHER INFORMATION
2010 Stock Award Plan

On March 29, 2010, the Board of Directors appravedinnotrac Corporation 2010 Stock Award Plan (the
“2010 Plan”) to replace the Innotrac CorporatiorD@0Stock Option and Incentive Award Plan, which
expired on March 27, 2010. Under the 2010 PlasmQbmpensation Committee may award a maximum of
1,200,000 shares of the Company’s Common Stocls, gty shares that are subject to outstanding grants
under the Innotrac Corporation 2000 Stock Optiodh lencentive Award Plarwhich expire, are forfeited or
otherwise terminate without delivery of Shares.eT2010 Plan provides for grants or awards of stock
options (incentive stock options and nonqualifieztk options), stock appreciation rights, restdcstock,
restricted stock units, and performance shares/uiny employee of the Company or a subsidiarg, an
any director, consultant, or other person perfograarvices for the Company or a subsidiary is leliégio
receive an award under the 2010 Plahe 2010 Plan is subject to approval by the shadeh® of the
Company, which is expected to be sought at the 20tual meeting of shareholderEhe form of the
2010 Plan is attached to this Form 10-K as ExHiBiB2

Restricted Stock Awards
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Also on March 29, 2010, the Compensation Commatgaoved restricted stock awards under the Innotrac
Corporation 2010 Stock Award Plan of 50,000 sharkshe Company's Common Stock (a value of
$82,000 each, based on the closing price on treeafarant) to Messrs. Dorfman, Toner, and Haregrde/

of 25,000 shares of the Company’'s Common Stoclaliaevof $41,000 each, based on the closing price on
the date of grant) to Messrs. Hanger and McMur@mg an award of 15,000 shares of the Company’s
Common Stock (a value of $24,600 each, based ocldsing price on the date of grant) to each offthus
independent members of Board of Directors. TweiMg-percent of the shares will vest on each of the
seventh, eighth, ninth and tenth anniversarieti®fgrant, as long as the grantee remains employeieb
Company or remains a member of the Board of Dirsctas applicable, on such vesting dates. All
unvested shares will vest upon any change in cbasodefined in the award agreement) of the Comppan
before the tenth anniversary of the grant.
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PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE

The information required by this Item 10 contain@uer the headings “Board Matters,” “Election of
Directors” and “Section 16(a) Beneficial OwnersRigporting Compliance” in the definitive Proxy Statnt
used in connection with the solicitation of proxiesthe Company’s 2010 Annual Meeting of Sharebrsd
to be filed with the Commission, is hereby incogied herein by reference. Pursuant to Instru@ida
Paragraph (b) of Item 401 of Regulation S-K, infation relating to the executive officers of the Qamy is
included in Item 1 of this Report.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 containedler the heading “Compensation of Executive Ofice
and Directors” included in the definitive Proxy ®taent used in connection with the solicitatiorpadxies
for the Company’'s 2010 Annual Meeting of Sharehddéo be filed with the Commission, is hereby
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by this Item 12 containgtter the headings “Voting Securities and Principal
Shareholders” and “Equity Compensation Plans” i difinitive Proxy Statement used in connectior wit
the solicitation of proxies for the Company’'s 2040nual Meeting of Shareholders, to be filed witke th

Commission, is hereby incorporated herein by refsze

For purposes of determining the aggregate markee\a the Company’s voting stock held by nonadfiis,
shares held by all current directors and executffieers of the Company and holders of 10% or nudrthe
Company’'s Common Stock have been excluded. Thieisan of such shares is not intended to, and shall
not, constitute a determination as to which perswrentities may be “affiliates” of the Companydefined

by the Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR
INDEPENDENCE

The information required by this Item 13 containedler the headings “Board Matters” and “Relatecéter
Transactions” in the definitive Proxy Statementduse connection with the solicitation of proxies fine
Company’s 2010 Annual Meeting of Shareholders,ddiled with the Commission, is hereby incorporated
herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The information required by this Item 14 containedber the heading “Independent Registered Public
Accounting Firm” in the definitive Proxy Statemergted in connection with the solicitation of proxiesthe

Company’s 2010 Annual Meeting of Shareholders,ddiled with the Commission, is hereby incorporated
herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

@ Financial Statements, Financial Statement Schedulesd Exhibits

1.

Financial Statements

The following financial statements and notes tlteage included in Item 8 of this Report.
Report of Independent Registered Public Accourfiing

Balance Sheets as of December 31, 2009 and 2008

Statements of Operations for the years ended DesreBih 2009 and 2008

Statements of Shareholders’ Equity for the yeadedribecember 31, 2009 and 2008
Statements of Cash Flows for the years ended Dearedih 2009 and 2008

2.

Exhibits

The following exhibits are required to be filed kvthis Report by Iltem 601 of Regulation S-K:

Exhibit Number

21

2.2

2.2(a)

3.1

3.2

4.1

Description of Exhibits

Agreement and Plan of Merger dated Decemb&080, by and among the
Registrant, UDS, Patrick West, Daniel Reeves ang Hétate of John R. West
(incorporated by reference to Exhibit 10.24 to Reygistrant’s Annual Report
on Form 10-K for the year ended December 31, 2@dmmission File No.
000-23741), filed with the commission on March 2802)

Agreement and Plan of Merger, dated OctobeR(8, between Innotrac
Corporation, GSI Commerce, Inc. and Bulldog Acdiasi Corp. (incorporated

by reference to exhibit 2.1 to the Form 8-K filegl ®SI Commerce, Inc. (SEC
File No. 000-16611) with the Securities and Exclea@gmmission on October
6, 2008). (The schedules and certain exhibitsh&o Agreement and Plan of
Merger are omitted pursuant to Item 601(b)(2) ofyiRation S-K. Innotrac

agrees to furnish supplementally to the SEC, upsguest, a copy of any
omitted schedule or exhibit.)

Termination Agreement dated as of January22®9, by and among GSI
Commerce, Inc., Bulldog Acquisition Corp. and Imaat Corp. (incorporated
by reference to exhibit 10.1 to the Form 8-K filgdGSI Commerce, Inc. (SEC
File No. 000-16611) with the Securities and Exclea@@mmission on January
29, 2009).

Amended and Restated Articles of Incorporatioh the Registrant,

(incorporated by reference to Exhibit 3.1 to theyiRgant's Amendment No. 1
to Registration Statement on Form S-1 (CommissitenNo. 333-42373), filed

with the Commission on February 11, 1998)

Amended and Restated By-laws of the Registiacbrporated by reference to
Exhibit 3.2 to the Registrant’s Annual Report oniol0-K for the year ended
December 31, 2006, Commission File No. 000-2374igd with the
Commission on April 17, 2007)

Form of Common Stock Certificate of the Regist (incorporated by reference
to Exhibit 4.1 to the Registrant's Amendment Ndo Registration Statement
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on Form S-1 (Commission File No. 333-42373), fileith the Commission on
February 11, 1998)

4.2 (a) Rights Agreement between Company and Radidrust Company as Rights
Agent, dated as of December 31, 1997 (incorporayeference to Exhibit 4.2
to the Registrant's Amendment No. 1 to Registrataement on Form S-1
(Commission File No. 333-42373), filed with the Qoiasion on February 11,
1998)

(b) First Amendment to the Rights Agnemt dated as of November 30, 2000
between the Company, Reliance Trust Company andTr8snh Bank
(incorporated by reference to Exhibit 4.2(b) to fRegistrant’'s Annual Report
on Form 10-K for the year ended December 31, 2@mmission File No.
000-23741), filed with the Commission on March 2001)

(c) Second Amendment to the Rights Agrent dated as of August 14, 2003
between the Company and SunTrust Bank (incorpotategference to Exhibit
4.2 to Amendment No. 1 to the Registrant's QuaytBeport on Form 10-Q/A
for the quarterly period ended June 30, 2003 (Casion File No. 000-23741),
filed with the Commission on August 20, 2003)

(d) Third Amendment to the Rights Agremt dated as of November 24, 2003
between the Company and SunTrust Bank (incorpotayaéference to Exhibit
4.2(d) to Amendment No. 2 to the Registrant’'s Regi®on of Securities on
Form 8-A/A (Commission File No. 000-23741), filedtivthe Commission on
November 25, 2003)

10.1+ 2000 Stock Option and Incentive Award Plamd samendment thereto
(incorporated by reference to Exhibit 4.3 and #4.4he Registrant’s Form S-8
(Commission File No. 333-54970) filed with the Coission on February 5,
2001)

10.4(a) Amended and Restated Loan and Securitgehgent between the Registrant
and SouthTrust Bank, N.A., dated January 25, 188®(porated by reference
to Exhibit 10.14 to the Registrant's Annual RepmrtForm 10-K for the year
ended December 31, 1998 (Commission File No. 0-2B7#led with the
Commission on March 26, 1999)

(b) First Amendment to Amended and Restd.oan and Security Agreement by
and between the Registrant and SouthTrust Bank,, Ni&ed April 29, 1999
(incorporated by reference to Exhibit 10.14(b) he Registrant's Registration
Statement on Form S-1 (Commission File No. 333-899%led with the
Commission on June 3, 1999)

(©) Letter Modification/Waiver to Amerdleand Restated Loan and Security
Agreement, as amended, effective August 14, 20@b(porated by reference
to Exhibit 10.1 to the Registrant’s Quarterly Repon Form 10-Q for the
quarterly period ended September 30, 2000 (ComaomisBile No. 0-23741),
filed with the Commission on November 13, 2000)

(d) Letter of AmendmentAmended and Restated Loan and Security Agreement
by and between the Registrant and SouthTrust Bk, effective September
10, 2001 (Incorporated by reference to Exhibit 1@0l the Registrant’s
Quarterly Report on Form 10-Q for the quarterlyipetrended September 30,
2001 (Commission File No. 0-23741) filed with therimission on November
13, 2001)
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(e)

(®

(9

(h)

0]

)

(k)

o

(m)

Letter Modification/Waiver to Amerdleand Restated Loan and Security
Agreement, as amended, effective May 31, 2002 (parated by reference to
Exhibit 10.1 to the Registrant’'s Quarterly Report 6orm 10-Q for the
quarterly period ended June 30, 2002 (Commissite Wo. 000-23741) filed
with the Commission on August 13, 2002)

Letter Modification/Waiver to Amendeand Restated Loan and Security
Agreement, as amended, effective November 13, 2(@0orporated by
reference to Exhibit 10.2 to the Registrant’s QerdytReport on Form 10-Q for
the quarterly period ended September 30, 2002 (Ossion File No. 000-
23741) filed with the Commission on November 19920

Letter Modification to Amended aneédRated Loan and Security Agreement,
dated February 18, 2003, as amended, effectiveadyariy 2003 (incorporated
by reference to Exhibit 10.4(g) to the Registradrsiual Report on Form 10-K
for the year ended December 31, 2002 (CommissitenNé. 000-23741), filed
with the Commission on March 31, 2003)

Second Amended and Restated LoanSadrity Agreement by and between
the Registrant and SouthTrust Bank, N.A., datedI8pr2003 (incorporated by
reference to Exhibit 10.1 to the Registrant’s QerdytReport on Form 10-Q for
the quarterly period ended March 31, 2003 (Commiss§ile No. 000-23741),
filed with the Commission on May 14, 2003)

Letter Modification/Waiver to SeconAmended and Restated Loan and
Security Agreement, as amended, effective Febr@aB004 (incorporated by
reference to Exhibit 10.4(i) to the Registrant’sndial Report on Form 10-K for
the year ended December 31, 2003 (Commission Fie(90-23741), filed
with the Commission on March 30, 2004)

Letter Modification to Second Amemddeind Restated Loan and Security
Agreement, as amended, effective February 26, #@0drporated by reference
to Exhibit 10.4(j) to the Registrant’s Annual Rejpon Form 10-K for the year
ended December 31, 2003 (Commission File No. 0Q@+283 filed with the
Commission on March 30, 2004)

Letter Modification/Wigr to Second Amended and Restated Loan and
Security Agreement, as amended, effective March2®®4 (incorporated by
reference to Exhibit 10.4(k) to the Registrant’sndal Report on Form 10-K
for the year ended December 31, 2003 (CommissilenNé. 000-23741), filed
with the Commission on March 30, 2004)

Loan Documents Modifiicen Agreement between the Registrant and
SouthTrust Bank, dated May 10, 2004 (incorporatgddference to Exhibit
10.1 to the Registrant’s Quarterly Report on Fofi¥Lfor the quarterly period
ended March 31, 2004 (Commission File No. 000-2374iled with the
Commission on May 14, 2004)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated May 20, 2005 (incorporated by referetac&xhibit 10.4 to the
Registrant’s Quarterly Report on Form 10-Q for gu@rterly period ended June
30, 2005 (Commission File No. 000-23741), filed hwihe Commission on
August 12, 2005)
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(n)

(0)

(P)

(@)

(r

(s)

(t)

(u)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor lBrger to SouthTrust
Bank, dated August 19, 2005 (incorporated by refezeto Exhibit 10.4(n) to
the Registrant’s Quarterly Report on Form 10-Qtfa quarterly period ended
September 30, 2005 (Commission File No. 000-2374i¢d with the
Commission on November 14, 2005)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated October 24, 2005 (incorporated by esfeg to Exhibit 10.4(0) to
the Registrant’'s Quarterly Report on Form 10-QtFe quarterly period ended
September 30, 2005 (Commission File No. 000-2374il¢d with the
Commission on November 14, 2005)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated November 7, 2005 (incorporated by eafe to Exhibit 10.4(p) to
the Registrant’s Quarterly Report on Form 10-QtFa quarterly period ended
September 30, 2005 (Commission File No. 000-2374i¢d with the
Commission on November 14, 2005)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated November 28, 2005 (incorporated byreefee to Exhibit 10.4(q)
to the Registrant’s Annual Report on Form 10-K tleg year ended December
31, 2005 (Commission File No. 000-23741), filed hwvithe Commission on
March 31, 2006)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated December 29, 2005 (incorporated byesée to Exhibit 10.4(r) to
the Registrant’s Annual Report on Form 10-K for yle@ar ended December 31,
2005 (Commission File No. 000-23741), filed witke t@ommission on March
31, 2006)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor lerger to SouthTrust
Bank, dated January 20, 2006 (incorporated by eafsr to Exhibit 10.4(s) to
the Registrant’s Annual Report on Form 10-K for yle@ar ended December 31,
2005 (Commission File No. 000-23741), filed witke t@ommission on March
31, 2006)

Loan Documents Modificati Agreement between the Registrant and
Wachovia Bank, National Association, Successor kerger to SouthTrust
Bank, dated February 21, 2006 (incorporated byreefee to Exhibit 10.4(t) to
the Registrant’'s Annual Report on Form 10-K for ylear ended December 31,
2005 (Commission File No. 000-23741), filed witke t@ommission on March
31, 2006)

Waiver Agreement by andtvieen the Registrant and Wachovia Bank,
National Association, Successor by merger to SautstTBank, dated March
13, 2006 (incorporated by reference to Exhibit ().4to the Registrant’s
Annual Report on Form 10-K for the year ended Ddmam31, 2005
(Commission File No. 000-23741), filed with the Qoission on March 31,
2006)
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v)

(w)

)

)

()

(aa)

10.4 (bb)

10.4 (cc)

Third Amended and Regfdtean and Security Agreement by and between the
Registrant and Wachovia Bank, National Associati®uagcessor by merger to
SouthTrust Bank, dated March 28, 2006 (incorporétgdeference to Exhibit
10.4(v) to the Registrant’'s Annual Report on ForthKlfor the year ended
December 31, 2005 (Commission File No. 000-2374ilgd with the
Commission on March 31, 2006)

First Amendment Agreemeatthe Third Amended and Restated Loan and
Security Agreement by and between the Registrant Afachovia Bank,
National Association, Successor by merger to SautiBank, dated July 24,
2006 (incorporated by reference to Exhibit 10.4He Registrant’s Quarterly
Report on Form 10-Q for the quarterly period endaghe 30, 2006
(Commission File No. 000-23741), filed with the Qoission on August 14,
2006)

Waiver and Amendment Agreat to the Third Amended and Restated Loan
and Security Agreement by and between the Registiath Wachovia Bank,
National Association, Successor by merger to SauttT Bank, dated
November 14, 2006 (incorporated by reference to ilixh10.4 to the
Registrant’'s Quarterly Report on Form 10-Q for thearterly period ended
September 30, 2006 (Commission File No. 000-2374i¢d with the
Commission on November 14, 2006)

Second Waiver and Amendmémreement to the Third Amended and
Restated Loan and Security Agreement by and betweenRegistrant and
Wachovia Bank, National Association, Successor bgrger to SouthTrust
Bank, dated April 16, 2007 (incorporated by refeeto Exhibit 10.4(y) to the
Registrant’s Annual Report on Form 10-K for the ryeaded December 31,
2006, Commission File No. 000-23741), filed witke tEommission on April
17, 2007)

Fourth Amendment Agreement to the Third Amended Bedtated Loan and
Security Agreement by and between the RegistrashWdachovia Bank, National
Association, Successor by merger to SouthTrust Baakted June 29, 2007
(incorporated by reference to Exhibit 10.4(z) t® tRegistrant's Form 8-K
(Commission File No. 000-23741), filed with the Qmoimsion on July 3, 2007)

Fifth Amendment to LoandaBecurity Agreement with Wachovia Bank,
National Association(incorporated by reference to Exhibit 10.4(aa) he t
Registrant’s Quarterly Report on Form 10-Q for tinearterly period ended
September 30, 2007 (Commission File No. 000-2374led with the
Commission on November 14, 2007)

Sixth Amendment to the Loan and Secukifyeement between Innotrac and
Wachovia Bank, National Association, dated Octd2r2008 (incorporated by
reference to exhibit 10.4 (bb) to the Form 8-K (Q@oission File No. 000-
23741) filed with the Securities and Exchange Cossionh on October 27,
2008)

Seventh Amendment to the Loan and Sgcfigteement between Innotrac and
Wachovia Bank, National Association, dated Marcl200Q9 (incorporated by
reference to exhibit 10.4 (cc) to the Form 8-K (Quission File No. 000-
23741) filed with the Securities and Exchange Cossion on March 5, 2008)
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10.5+

10.13(a)

(b)

10.16(a)

(b)

(©

(d)

10.17(a)

(b)

(©

2002 Senior Executive Incentive Compensddlan (incorporated by reference
to Exhibit 10.14 to the Registrant's Annual Repamt Form 10-K for the year
ended December 31, 2001 (Commission File No. 0Q@+2g filed with the
Commission on March 28, 2002)

Lease, dated July 23, 2001, by and betwHee Lincoln National Life
Insurance Company and iFulfillment, Inc. (incorgechby reference to Exhibit
10.23 to the Registrant’'s Annual Report on FormKlfer the year ended
December 31, 2001 (Commission File No. 000-2374ilgd with the

Commission on March 28, 2002)

Lease, dated August B0Z2 by and between The Lincoln National Life
Insurance Company and the Registrant (incorporbiedeference to Exhibit
10.13(b) to the Registrant’s Annual Report on FdiorK for the year ended
December 31, 2002 (Commission File No. 000-2374ilgd with the
Commission on March 31, 2003)

Lease, dated April 23, 2002 and between ProLogis Development Services
Incorporated and the Registrant (incorporated ligremce to Exhibit 10.1 to
the Registrant’s Quarterly Report on Form 10-QtFa quarterly period ended
September 30, 2002 (Commission File No. 000-237#Bd with the
Commission on November 19, 2002)

First Amendment to Lease Agreement dated OctobePQ®2 by and between
ProLogis Development Services Incorporated andRégistrant (incorporated
by reference to Exhibit 10.16(b) to the Registraithnual Report on Form 10-
K for the year ended December 31, 2002 (CommisBiten No. 000-23741),
filed with the Commission on March 31, 2003)

Second Amendment to Lease Agreement dated Mar2B(&B by and between
ProLogis-Macquarie Kentucky | LLC and the Registrdimcorporated by
reference to Exhibit 10.16 to the Registrant's @aréy Report on Form 10-Q
for the quarterly period ended June 30, 2005 (Casiom File No. 000-23741),
filed with the Commission on August 12, 2005)

Third Amendment to LeaAgreement dated September 21, 2006 by and
between ProLogis-Macquarie Kentucky | LLC and thregRtrant (incorporated
by reference to Exhibit 10.16 to the Registrantisaferly Report on Form 10-

Q for the quarterly period ended September 30, 2@@nmission File No.
000-23741), filed with the Commission on Novembér 2006)

Lease, dated September2Q@2, by and between The Prudential Insurance
Company of America and the Registrant (incorpordtgdeference to Exhibit
10.17 to the Registrant’'s Annual Report on FormKl@er the year ended
December 31, 2002 (Commission File No. 000-2374flgd with the
Commission on March 31, 2003)

First Amendment to Lea&sgreement dated April 4, 2003 by and between The
Prudential Insurance Company of America and thedtagt (incorporated by
reference to Exhibit 10.2 to the Registrant’s QerdytReport on Form 10-Q for
the quarterly period ended March 31, 2003 (Commissile No. 000-23741),
filed with the Commission on May 14, 2003)

Second Amendment todeeAgreement dated June 23, 2005 by and between

The Prudential Insurance Company of America andRigistrant (incorporated
by reference to Exhibit 10.17 to the Registrantigaferly Report on Form 10-
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10.19(a)

(b)

10.20(a)

(b)

(€)

10.21

10.22

(@)

10.23+

Q for the quarterly period ended June 30, 2005 (@Gmsion File No. 000-
23741), filed with the Commission on August 12,020

Agreement dated August 14, 2003 by ardemn IPOF Fund, LP, an Ohio
limited partnership (“IPOF"), David Dadante, an iwvidual resident of Ohio
and the general partner of IPOF and the Registiacdrporated by reference to
Exhibit 10.2 to the Registrant’s Quarterly Report Borm 10-Q/A for the
quarterly period ended June 30, 2003 (Commissitan Wd. 000-23741), filed
with the Commission on August 20, 2003)

First Amendment datedvember 24, 2003 to the Agreement by and between
IPOF Fund, LP, an Ohio limited partnership (“IPOFDavid Dadante, an
individual resident of Ohio and the general partoielPOF and the Registrant
(incorporated by reference to Exhibit 10.1 to thegiRtrant’s Current Report on
Form 8-K (Commission File No. 000-23741), filed kwithe Commission on
November 24, 2003)

Lease, dated August 16, 2@@4and between Centerpoint 800 LLC and the
Registrant (incorporated by reference to Exhibit200to the Registrant’s
Quarterly Report on Form 10-Q for the quarterlyipegrended September 30,
2004 (Commission File No. 000-23741), filed withetfCommission on
November 12, 2004)

First Amendment to Leadgreement, dated May 1, 2004, by and between
Centerpoint 800 LLC and the Registrant (incorpatdig reference to Exhibit
10.16(b) to the Registrant’s Annual Report on FAiorK for the year ended
December 31, 2005 (Commission File No. 000-2374flgd with the
Commission on March 31, 2006)

Second Amendment to Ledggeement, dated August 15, 2006, by and
between Centerpoint 800 LLC, Centerpoint 1000, Lafd the Registrant
(incorporated by reference to Exhibit 10.20 to Registrant’s Quarterly Report
on Form 10-Q for the quarterly period ended Septrm3b, 2006 (Commission
File No. 000-23741), filed with the Commission oovémber 14, 2006)

Fourth Lease Extension and Kicattion Agreement dated July 8, 2005 by and
between Teachers Insurance and Annuity AssociatiorAmerica, for the
Benefit of its Separate Real Estate Account andRibgistrant (incorporated by
reference to Exhibit 10.21 to the Registrant's @aréy Report on Form 10-Q
for the quarterly period ended June 30, 2005 (Casiom File No. 000-23741),
filed with the Commission on August 12, 2005)

Lease dated December 28, 2095atd between Duke Realty Limited
Partnership and the Registrant (incorporated treefce to Exhibit 10.22 to the
Registrant’'s Annual Report on Form 10-K for the ryeaded December 31,
2005 (Commission File No. 000-23741), filed witke tGommission on March
31, 2006)

First Amendment to Leaggement, dated October 19, 2006, by and between
Duke Realty Limited Partnership and the Regist(attorporated by reference
to Exhibit 10.22 to the Registrant’'s Quarterly Repon Form 10-Q for the
quarterly period ended September 30, 2006 (ComamisSile No. 000-23741),
filed with the Commission on November 14, 2006)

Employment Agreement dated ilAp6, 2007, by and between Scott D.
Dorfman and the Registrant (incorporated by refegeto Exhibit 10.23 to the

59



10.24+

10.25+

10.26+

10.28+

10.29(a)

10.29(b)

10.29(c)

10.30

10.32+

23.1*

Registrant’s Annual Report on Form 10-K for the ryeaded December 31,
2006, Commission File No. 000-23741), filed witke tEommission on April
17, 2007)

Employment Agreement datedilAd, 2007, by and between Larry C. Hanger
and the Registrant (incorporated by reference tdiiliix 10.24 to the
Registrant’'s Annual Report on Form 10-K for the ryeaded December 31,
2006, Commission File No. 000-23741), filed withe t@ommission on April
17, 2007)

Employment Agreement datedilA@, 2007, by and between Robert J. Toner,
Jr. and the Registrant (incorporated by referermeExhibit 10.25 to the
Registrant’s Annual Report on Form 10-K for the ryeaded December 31,
2006, Commission File No. 000-23741), filed withe t@ommission on April
17, 2007)

Employment Agreement dated ilAf@6, 2007, by and between James
McMurphy and the Registrant (incorporated by refeseto Exhibit 10.26 to the
Registrant’'s Annual Report on Form 10-K for the ryeaded December 31,
2006, Commission File No. 000-23741), filed witke t@ommission on April
17, 2007)

Form of Restricted Stock Awakdreement (incorporated by reference to
Exhibit 10.28 to the Registrant’s Annual Report Borm 10-K for the year
ended December 31, 2006, Commission File No. B¥3+2), filed with the
Commission on April 17, 2007)

Second Lien Term Loan anduBgc Agreement with Chatham Credit
Management Ill, LLC as Agent for Chatham InvestmEond Ill, LLC and
Chatham Investment Fund QP IIl, LLC (incorporatgdréference to Exhibit
10.29(a) to the Registrant's Quarterly Report omni-d0-Q for the quarterly
period ended September 30, 2007 (Commission FileON0-23741), filed with
the Commission on November 14, 2007)

Limited Guaranty Agreementwsen Scott Dorfman and Chatham Credit
Management 1lI, LLC. (incorporated by referencebBxhibit 10.29(b) to the
Registrant’'s Quarterly Report on Form 10-Q for tiearterly period ended
September 30, 2007 (Commission File No. 000-2374i¢d with the
Commission on November 14, 2007)

Guarantor Pledge Agreemertivben Scott Dorfman and Chatham Credit
Management Ill, LLC. (incorporated by referenceBxhibit 10.29(c) to the
Registrant’'s Quarterly Report on Form 10-Q for thearterly period ended
September 30, 2007 (Commission File No. 000-2374i¢d with the
Commission on November 14, 2007)

Fourth Amended and Restated Loan and SecAdtgement between the
Registrant and Wachovia Bank, National Associatitaied March 27, 2009

Innotrac Corporation 2010 &téevard Plan (+ incorporated by reference to
Exhibit 10.32 to the Registrant’s Annual Report Borm 10-K for the year
ended December 31, 2009, Commission File No. BJ2t2), filed with the
Commission on March 31, 2010)

Consent of Grant Thornton, LLP
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*

23.2*

24.1*

31.1*

31.2*

32.1*

32.2*

Consent of BDO Seidman, LLP

Power of Attorney (included on signature @ag

Certification of Chief Executive OfficeuPsuant to Rule 13a-14(a)/15d-14(a)
Certification of Chief Financial OfficEtursuant to Rule 13a-14(a)/15d-14(a)
Certification of Chief Executive OfficRursuant to 18 U.S.C.ss.1350

Certification of principal financial officdPursuant to 18 U.S.C.ss.1350

Filed herewith.

Management contract or compensatory plan or geraent required to be filed as an exhibit.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Registhas
duly caused this Report to be signed on its behathe undersigned, thereunto duly authorized hen3tt*

day of March 2010.

INNOTRAC CORPORATION

/sl Scott D. Dorfman

Scott D. Dorfman

Chairman of the Board, President and
Chief Executive Officer

(Principal Executive Officer)

Pursuant to the requirements of Section 13 or 1&{dhe Securities Exchange Act of 1934, this Repas
been signed below by the following persons on elfdhe Registrant in the capacities indicatedtwn 3£

day of March 2010.

Know all men by these presents, that each persasevhignature appears below constitutes and agpoint
Scott D. Dorfman and George M. Hare, or eitherheint, as attorneys-in-fact, with power of substitoifi

for him in any and all capacities, to sign any admeants to this Annual Report on Form 10-K, andlto f
the same, with exhibits thereto, and other documéntconnection therewith, with the Securities and
Exchange Commission, hereby ratifying and confignatl that said attorneys-in-fact may do or cause t

be done by virtue hereof.

Signature

/sl Scott D. Dorfman

Title

Chairman of the Board, President and Chief Exeeutiv

Scott D. Dorfman

/sl George M. Hare

Officer (Principal Executive Officer)

Chief Financial Officer (Principal Accounting Oféic)

George M. Hare

/s/ Thomas J. Marano

Director

Thomas J. Marano

/s/ Bruce V. Benator

Director

Bruce V. Benator

[s/ Martin J. Blank

Director

Martin J. Blank

s/ Joel E. Marks

Director

Joel E. Marks



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated March 31, 2010y reispect to the financial statements in the Annual
Report of Innotrac Corporation on Form 10-K for §ear ended December 31, 2009. We hereby consent
to the incorporation by reference of said reporthi@ Registration Statements of Innotrac Corponatin
Forms S-8 (File No. 333-54970, effective Februgr2 @1 and File No. 333-66045, effective October 23
1998).

/s/ Grant Thornton, LLP

Atlanta, Georgia
March 31, 2010



EXHIBIT 23.2
Consent of Independent Registered Public Accountingirm

Innotrac Corporation
Atlanta, Georgia

We hereby consent to the incorporation by referémdbe Registration Statements on Form S-8 (N&8- 33
66045 and No. 333-54970) of Innotrac Corporatioroof report dated March 30, 2009, relating to the
financial statements which appears in this FornK10-

/s/ BDO Seidman, LLP

Atlanta, Georgia
March 31, 2010



EXHIBIT 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)

I, Scott D. Dorfman, certify that:

1.

2.

I have reviewed this annual report on Form 16fknnotrac Corporation;

Based on my knowledge, this report does notaior@ny untrue statement of a material fact or amit
state a material fact necessary to make the statermeade, in light of the circumstances under which
such statements were made, not misleading witteot$p the period covered by this report;

Based on my knowledge, the financial statemears, other financial information included in this
report, fairly present in all material respects fimancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this report;

The registrant’'s other certifying officer andate responsible for establishing and maintaining
disclosure controls and procedures (as definedxoh&hge Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defihin Exchange Act Rules 12a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procsdure caused such disclosure controls and
procedures to be designed under our supervisiceendare that material information relating to the
registrant, including its consolidated subsidigrissmade known to us by others within those
entities, particularly during the period in whidtist report is being prepared;

(b) Designed such internal control over financigbarting, or caused such internal control over
financial reporting to be designed under our sup&m, to provide reasonable assurance
regarding the reliability of financial reporting dthe preparation of financial reporting and the
preparation of the financial statements for extenmarposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registeadisclosure controls and procedures and presémted
this report our conclusions about the effectiveradgbte disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; and

(c

~—

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitigat
occurred during the registrant's most recent fisgarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materidfgcted, or is reasonably likely to materially
affect, the registrant’s internal control over fiicéal reporting; and

The registrant’s other certifying officer anthdve disclosed, based on our most recent evaluafion
internal control over financial reporting, to thegistrant’'s auditors and the audit committee of the
registrant’s board of directors (or persons perfogithe equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal contro
over financial reporting which are reasonably k& adversely affect the registrant’s ability to
record, process, summarize and report financiakinétion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a
significant role in the registrant’s internal cantover financial reporting.

Date: March 31, 2010

/sl Scott D. Dorfman

Scott D. Dorfman
President, Chief Executive Officer and ChairmathefBoard (Principal Executive Officer)



EXHIBIT 31.2
CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)

I, George M. Hare, certify that:

1.

2.

I have reviewed this annual report on Form 16fknnotrac Corporation;

Based on my knowledge, this report does notagor@ny untrue statement of a material fact or amit
state a material fact necessary to make the statenmmeade, in light of the circumstances under which
such statements were made, not misleading witteot$p the period covered by this report;

Based on my knowledge, the financial statemeans, other financial information included in this
report, fairly present in all material respects fimancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this report;

The registrant’s other certifying officer andate responsible for establishing and maintaining
disclosure controls and procedures (as definedxoh&hge Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defihin Exchange Act Rules 12a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedure caused such disclosure controls and
procedures to be designed under our supervisiceendare that material information relating to the
registrant, including its consolidated subsidigrissmade known to us by others within those
entities, particularly during the period in whidtist report is being prepared;

(o) Designed such internal control over financigparting, or caused such internal control over
financial reporting to be designed under our supmm, to provide reasonable assurance
regarding the reliability of financial reporting cathe preparation of financial reporting and the
preparation of the financial statements for extenmarposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registeadisclosure controls and procedures and presémted
this report our conclusions about the effectiveradgbte disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; and

(c

~—

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitigat
occurred during the registrant’'s most recent fisgarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materidlgcted, or is reasonably likely to materially
affect, the registrant’s internal control over ficéal reporting; and

The registrant’s other certifying officer anthdve disclosed, based on our most recent evaluafion
internal control over financial reporting, to thegistrant’'s auditors and the audit committee of the
registrant’s board of directors (or persons perfogithe equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal contro
over financial reporting which are reasonably k& adversely affect the registrant’s ability to
record, process, summarize and report financiarintion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a
significant role in the registrant’s internal caitover financial reporting.

Date: March 31, 2010

/s] George M. Hare

George M. Hare
Chief Financial Officer
Principal Financial Officer (Principal Accountingfi@er)



Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350

I, Scott D. Dorfman, Chief Executive Officer of lomac Corporation (the “Company”), certify, purstsm
18 U.S.C. § 1350 as adopted by § 906 of the Sasb@méey Act of 2002, that:

(1) the Annual Report on Form 10-K of the Company year ended December 31, 2009 (the
“Report”) fully complies with the requirements ofe@ion 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) the information contained in the Report faigyesents, in all material respects, the financial
condition and results of operations of the Company.

Dated: March 31, 2010

/sl Scott D. Dorfman

Scott D. Dorfman

President, Chief Executive Officer and Chairman
of the Board (Principal Executive Officer)




Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350

I, George M. Hare, Chief Financial and Principalcéenting Officer of Innotrac Corporation (the
“Company”), certify, pursuant to 18 U.S.C. § 1350salopted by § 906 of the Sarbanes-Oxley Act 02200
that:

(1) the Annual Report on Form 10-K of the Compaay the year ended December 31, 2009 (the
“Report”) fully complies with the requirements ofe@ion 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) the information contained in the Report faigyesents, in all material respects, the financial
condition and results of operations of the Company.

Dated: March 31, 2010
[s] George M. Hare

George M. Hare
Chief Financial Officer (Principal Accounting Oféic)




