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PROSPECTUS

LENDINGTREE, INC.

25,000,000 SHARES OF COMMON STOCK

This prospectus relates to the resale by Paul Revere Capital Partners,
Inc., a British Virgin Islands Corporation, of up to 25,000,000 shares of common
stock that may be issued through a common stock purchase agreement with Paul
Revere, as further described in this prospectus. The total number of shares of
common stock that may be issued through the common stock purchase agreement and
sold by Paul Revere would constitute 133% of our issued and outstanding common
stock as of March 31, 2001. However, the agreement provides that we may not sell
more than 3,728,750 shares of common stock, or 19.9% of our issued and
outstanding common stock as of March 7, 2001, the date of the common stock
purchase agreement, unless and until we receive the prior approval of our
stockholders as required pursuant to NASD Rule 4350(i) (1) (D). We will receive
the net sale price of any common stock that we sell through the common stock
purchase agreement and Paul Revere may resell those shares pursuant to this
prospectus. The price at which we will sell the shares to Paul Revere will be
equal to 95% of the average of the volume weighted average price of our common
stock over the twenty-two trading days immediately prior to the date the shares
are issued. The registration of shares of our common stock that may be offered
pursuant to this prospectus does not necessarily mean that any of these shares
will ultimately be offered and sold.

Paul Revere is an "underwriter" within the meaning of the Securities
Act of 1933 in connection with its sales.

Our common stock is listed on the Nasdaqg National Market System under
the symbol "TREE." The last reported sales price for our common stock on the
Nasdag National Market on June 27, 2001 was $6.05 per share.

THE SECURITIES OFFERED HEREBY INVOLVE A HIGH DEGREE OF RISK.
SEE "RISK FACTORS" BEGINNING ON PAGE 11.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES
AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

The date of this prospectus is July 6, 2001.
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PROSPECTUS SUMMARY

This summary is not complete and does not contain all of the
information that you should consider before investing in our common stock. You
should read the entire prospectus carefully, including the more detailed
information regarding LendingTree, the risks of purchasing our common stock
discussed under "Risk Factors," and our financial statements and the
accompanying notes.

LENDINGTREE, INC.
OVERVIEW

We offer an Internet-based lending exchange for consumers and lenders.
We attract consumer demand to the exchange through our proprietary website
www.lendingtree.com, as well as through private-label and co-branded exchanges
enabled by our technology platform, Lend-XSM. In addition, through our website,
we provide access to other services related to owning, maintaining or buying and
selling a home, including a network of real estate brokers.

We also license and host our Lend-X technology for use by other
businesses, enabling them to create their own customized co-branded or
private—-label lending exchanges. Through these Lend-X partnerships, we can earn
revenue both from technology fees related to customization, licensing and
hosting the third-party exchange, as well as fees from network sources including
transmission fees, closed-loan fees and brokerage fees.

Consumers begin the LendingTree process on www.lendingtree.com by
completing a simple online information request, referred to as a qualification
form. Data from the qualification form, along with a credit score calculated
from credit reports retrieved by the system, is compared to the underwriting
criteria of lenders in our lender network. We currently have more than 100
participating lenders in our network. Consumers can receive up to four loan
offers in response to a single credit request and then compare, review and
accept the offer that best suits their needs. We believe that our participating
lenders can generate new business that meets their specific underwriting
criteria at a substantially lower cost of acquisition than they can through
traditional marketing channels. Our exchange encompasses most consumer credit
categories, including mortgages, home equity loans, automobile loans, credit
cards and personal loans.

We are not a lender. Rather, we are a lending exchange that seeks to
drive efficiency and cost savings in the consumer credit markets for both
consumers and lenders. We earn revenue from lenders that pay fees for every
qualification form that meets their underwriting criteria and is transmitted to
them, called transmission fees, and for loans that they close, called
closed-loan fees. Our website is powered by our lending exchange technology
platform, Lend-X.

We were incorporated in the state of Delaware on June 7, 1996 and began
serving consumers across the United States on July 1, 1998. Our principal
executive offices are located at 11115 Rushmore Drive, Charlotte, North Carolina
28277, and our telephone number is (704) 541-5351.
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RECENT DEVELOPMENTS
FIRST QUARTER RESULTS

During the first quarter of 2001, LendingTree recognized revenue of
$12.3 million, which was nearly $3 million, or 28%, greater than the prior
quarter and nearly 200% greater than the first quarter of 2000. Our net loss for
the first quarter of 2001 was $10.2 million, or $0.52 per share, which is
approximately $5.0 million, or 32%, less than our net loss for the prior
quarter. As of March 31, 2001, LendingTree had approximately $16.5 million in
cash, cash equivalents and restricted investments available.

MARCH 2001 FINANCING TRANSACTIONS

In March 2001, we consummated a series of debt and equity financing
transactions which are summarized below.

Private Equity-Line. On March 7, 2001, we entered into a common stock
purchase agreement with Paul Revere Capital Partners, Ltd. for the potential
future issuance and sale of up to $24.0 million of our common stock, subject to
restrictions and other obligations that are described throughout this
prospectus. Under this arrangement, we, at our sole discretion, may exercise up
to 24 drawdowns, pursuant to which Paul Revere is obligated to purchase that
number of shares of our common stock specified in the drawdown notice. We are
limited with respect to how often we can exercise a drawdown and the amount of
each drawdown.

Exercise of Specialty Finance Partners Equity Rights Certificate

On September 29, 2000, Capital Z Partners, our largest stockholder,
through its affiliate, Specialty Finance Partners, purchased an equity rights
certificate from us for $10 million. Pursuant to its terms, this equity rights
certificate was converted into 2,857,143 shares of our 8% convertible preferred
stock in conjunction with the March 2001 closing of the 8% convertible preferred
stock financing described below. Specialty Finance Partners also received a
commitment fee warrant to purchase 135,000 shares of our common stock with an
initial exercise price of $7.975 per share, which was reduced to $3.762 per
share in conjunction with the closing of the 8% convertible preferred stock
financing.

8% Convertible Preferred Stock. On March 7, 2001, we entered into a
preferred stock purchase agreement with various investors, pursuant to which we
issued and sold, on March 20, 2001, 3,700,001 shares of series A 8% convertible
preferred stock for $12.95 million, or $3.50 per share, in cash. In addition, we
also sold 200,000 shares of 8% convertible preferred stock to our Chief
Executive Officer for $700,000 through a loan he obtained from us. In connection
with this transaction, we received commitments from two other investors,
including our Chief Financial Officer, to purchase an additional 128,751 shares
on April 30, 2001 for a total consideration of $450,000 plus accumulated but
unpaid dividends to the date of such closing. We completed the sale of the
additional 128,751 shares on April 30, 2001. In conjunction with the closing of
the 8% convertible preferred stock transaction, Specialty Finance Partners's
equity rights certificate, which is described above, was converted into
2,857,143 shares of 8% convertible preferred stock at an effective conversion
rate equal to $3.50 per share.

ULLICO Revolving Line of Credit. On March 7, 2001, we entered into a
two-year $5.0 million revolving credit agreement with ULLICO. Borrowings under
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the revolving credit agreement are secured by substantially all of our assets.
Interest on borrowings accrues at 6% per annum in cash and additional interest
in the form of 5-year warrants to purchase our common stock with an exercise
price of $.01 per share. The number of interest warrants ULLICO will be entitled
to receive is based on the average loan amount outstanding multiplied by 14% per
annum and divided by $3.99. In addition, as a commitment fee, we issued ULLICO
warrants to purchase 40,000 shares of our common stock with an exercise price of
$.01 per share.

Freddie Mac Revolving Loan. On March 7, 2001, we entered into a
two-year $2.5 million revolving loan agreement with Freddie Mac and amended the
terms of our existing software licensing arrangement with Freddie Mac. Interest
on borrowings accrues at 10% per annum in cash and additional interest at the
rate of 10% per annum payable in the form of 5-year warrants to purchase our
common stock with an exercise price of $.01 per share. The number of interest
warrants Freddie Mac will be entitled to receive is based on an average amount
outstanding on the revolving line of credit multiplied by 10% per annum divided
by $3.99. In addition, as a commitment fee, we issued Freddie Mac warrants to
purchase 12,500 shares of our common stock with an exercise price of $.01 per
share.

THE OFFERING

This prospectus covers up to 25,000,000 shares of LendingTree common
stock which may be sold by the selling stockholder, Paul Revere Capital
Partners, Ltd, a British Virgin Islands Corporation. The number of shares
subject to this prospectus represents 133% of our issued and outstanding common
stock as of March 31, 2000. To our knowledge, Paul Revere does not own any of
our securities and has had no material relationship with us during the past
three years, other than as set forth in the following paragraph. In accordance
with the common stock purchase agreement and NASD Rule 4350(i) (1) (D), we will
not be able to sell more than approximately 3,728,750 shares, or 19.9% of our
issued and outstanding shares on March 7, 2001, unless and until we receive the
prior approval of our stockholders. If we are able to issue additional shares
pursuant to the common stock purchase agreement after all of the shares
registered under this prospectus are issued, we may choose to file another
registration statement registering additional shares for resale issued pursuant
to the common stock purchase agreement based on our need to raise money at that
time.

On March 7, 2001, we entered into a common stock purchase agreement
with Paul Revere for the future issuance and sale of shares of our common
stock. This common stock purchase agreement establishes what is sometimes termed
an equity line of credit or an equity drawdown facility. Under this arrangement,
we, at our sole discretion, may make up to 24 drawdown requests over a two year
period, pursuant to which Paul Revere is obligated to purchase up to $24 million
of our common stock, at prices that will vary based on the market price of our
common stock, but will be below the market price of our common stock. Because
there is no way to determine how many shares, if any, we will eventually issue
and sell to Paul Revere and because the rules of the Nasdag National Market
require that we obtain stockholder approval prior to issuing 20% or more of the
shares of common stock outstanding on March 7, 2001, we are seeking the approval
of our stockholders at our annual meeting to enable us, should the need arise,
to issue shares in such amount or above. If we do not receive stockholder
approval, we may nonetheless issue shares up to such 20% amount under the equity
line agreement.

In general, if we elect to sell shares or draw down on the equity
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facility, the minimum amount we can draw down at any one time is $100,000 and
the maximum amount will be the greater of $1,000,000 or 20% of the weighted
average price of our common stock for the 22 days prior to the date we request a
drawdown multiplied by the total trading volume of our common stock for such 22
day period. We can make one drawdown request every 22 trading days, up to a
maximum of 24 drawdowns during the two-year period of the agreement, provided
that we cannot sell more than $24 million worth of shares in total under the
facility and may in practice only be able to sell a much lower amount.

The total number of shares that may be issued under the facility will
depend on a number of factors, including the market price and trading volume of
our common stock during each drawdown period. The purchase price for any shares

issued under the facility will be equal to 95% of the volume-weighted average
price of our common stock over the 22 day period following our drawdown request.
The proceeds we receive from each drawdown will also be reduced by a 4% fee
payable to Ladenburg Thalmann & Co., the placement agent that introduced Paul
Revere to us, and a $1,000 escrow fee. If, after we make a drawdown request, the
price of our common stock drops below the minimum threshold price that we
specify in the drawdown request, we will not be obligated to sell shares to Paul
Revere below such minimum threshold price. The threshold price will be
established by our pricing committee at the time of each drawdown request and
will never be less than $0.75 per share.

SUMMARY FINANCIAL DATA

The following table sets forth summary financial and balance sheet data
for our business. The statement of operations data for the quarters ended March
31, 2000 and 2001 and the balance sheet data as of March 31, 2001 are unaudited.
The statement of operations data for the years ended December 31, 1998, 1999 and
2000, and the balance sheet data as of December 31, 1999 and 2000, are derived
from, and are qualified by reference to, our financial statements which have
been audited by PricewaterhouseCoopers LLP and are included in this prospectus.
Historical results are not necessarily indicative of the results to be expected
in the future.

YEAR ENDED DECEMBER 31,

1998
STATEMENT OF OPERATIONS DATA:
Revenue:
LS < S 273
Lend—X t£eChNOlOogy vt vttt ittt it ettt ettt e eeeeeeee e 136

TOLAl FEVENUE & it ittt ittt ettt et eeeeeee e eeaeaaeeens 409

(IN THOUSANDS, EX



Edgar Filing: LENDINGTREE INC - Form 424B2

Cost of revenue:

N WO LK vttt ittt i et e et i e e e e e 235
Lend—X t£eChnNOlogy v vttt ittt it it ettt et eeeeeeee e 149
Total coSt Of revenue .......iiiiiitiiiiinnnneeeeennnn 384
GroSs Profit ittt it e e e e e e e e e e e e e 25
Operating Expenses:
Product development . ... ..ttt iiii ettt tneeeeeeeenneeeenns 1,051
Marketing and advertising .........cuiiiiiiiiiiiiiiiien 2,494
Sales, general and administrative ............ ... ... 2,955
Total operating EXPENSES . i v vttt eeeeeeeaneneeenns 6,500
Loss from operations ...ttt ittt et e e e e e (6,475)
Interest 1INCOME, NEL .. ittt ittt it ettt ettt eeeeaenens 41
Loss on impaired investment .......... ..ttt -
Miscellaneous expense, Net ... ...ttt teeeeneeeeanns -
Accretion and dividends related to preferred stock ..... (24)
Net loss attributable to common stockholders ............... S (6,485)
Basic and diluted net loss per common share ................ S (1.88)
Weighted average shares used in computing basic and
diluted net loss per common share ........c.oeeieeeeennenenns. 3,435

BALANCE SHEET DATA:

Cash and cash equivalents,
Working capital
e B = = =
Long-term capital lease obligations .......c. ittt eeeneneennn
Mandatorily redeemable preferred stock
Convertible preferred stock
Total stockholders' equity

(deficit)

10
10

RISK FACTORS

Any investment in our common stock involves a high degree of risk.

2,209 7
312 1
2,521 9
4,443 21
1,109 2
18,528 56
10,056 28
29,693 87
(25,250) (66
505 2
_— (1
(2,816) (2
$(27,561) $ (68
S (7.74) S
3,560 16
AS OF DECEMBER 31,
1999 2000
(IN THOU
$ 29,472 $ 12,71
26,474 7,93
33,767 37,95
— 84
59,118 -
27,737 23,69
You
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should consider carefully the following information about these risks, together
with the other information contained in this prospectus, before you decide to
buy our common stock. If any of the following risks actually occur, our
business, financial condition or results of operations would likely suffer. In
this case, the market price of our common stock could decline, and you may lose
all or part of the money you paid to buy our common stock.

RISKS RELATED TO OUR FINANCIAL CONDITION

IF WE ARE UNABLE TO OBTAIN ADDITIONAL FUNDS FROM OTHER FINANCINGS WE MAY HAVE TO
SIGNIFICANTLY CURTAIL THE SCOPE OF OUR OPERATIONS AND ALTER OUR BUSINESS MODEL.

We must achieve profitability for our business model to succeed. Prior
to accomplishing this goal, we may need to raise additional funds, from equity
or debt sources. Our cash requirements are substantial, and, despite the fact
that we have raised approximately $13.4 million in a recent preferred stock
transaction and have $7.5 million available under our revolving credit
facilities, amounts available under the equity line may still not be sufficient
to meet our cash needs in the future. In addition, business and economic
conditions may make it unfeasible or undesirable to draw down under the common
stock purchase agreement at every opportunity, and drawdowns are available only
once every 22 trading days. If additional financing is not available when
required or is not available on acceptable terms, we may be unable to continue
our operations at current levels. In addition, any failure to raise additional
funds in the future may result in our inability to successfully promote our
brand name, develop or enhance our Lend-X technology or other services, take
advantage of business opportunities or respond to competitive pressures, any of
which could have a material adverse effect on our financial condition and
results of operations.

OUR BUSINESS MODEL IS UNPROVEN AND COULD FAIL.

Our business model and profit potential are unproven and we cannot
assure you that we will be able to become profitable. To achieve profitability
in our exchange segment, our revenue per consumer must consistently exceed not
only the costs of attracting a consumer to our website, but also the costs of
inducing the consumer to use our services. Historically, this has not been the
case. Our revenue model depends heavily on revenue generated from lenders
participating in our network who pay us fees based upon their receipt of credit
requests, and fees based upon loan closings. We also license our Lend-X
technology to other companies, who can create single and multi-lender online
exchanges. To become profitable, we must achieve and maintain broad market
acceptance of our service by both lenders and consumers who have traditionally
used other means to lend and borrow money. In

11
11

addition, we must attract a sufficient number of consumers with credit profiles
that our lenders target. Our online lending exchange model may not gain or
maintain the widespread acceptance necessary to support our business, in which
case we may find it necessary to alter our business model. We cannot accurately
predict what, if any, changes we would make to our business model in response to
the uncertainties in the online lending market. These changes might include
shifting all or a portion of our fees to consumers or reducing fees currently
charged to lenders to expand volume more quickly. Shifting fees to consumers may
not be feasible, as other companies may be able to offer comparable services
with no fees. If we are not able to anticipate and adapt to changes in the
industry or if our business model is not successful, we may be unable to expand
our business and the value of your investment could be significantly reduced.
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WE HAVE A HISTORY OF LOSSES AND EXPECT LOSSES FOR 2001.

We have never been profitable. We incurred losses from operations of
approximately $66.1 million in 2000. As of December 31, 2000, we had an accumu-
lated net deficit of approximately $98.1 million. We anticipate that our future
expense levels will continue to exceed future revenue based on our operating
plans for 2001. We may find it necessary to accelerate expenditures relating to
our sales and marketing efforts or otherwise increase our financial commitment
to creating and maintaining brand awareness among consumers and lenders. If our
revenue grows at a slower rate than we anticipate, or if our spending levels
exceed our expectations or cannot be adjusted to reflect slower revenue growth,
we may not achieve or sustain profitability.

OUR LIMITED OPERATING HISTORY MAKES OUR BUSINESS AND PROSPECTS DIFFICULT TO
EVALUATE.

We have a limited operating history. We were formed in 1996 and began
serving consumers across the United States in July 1998. There is no significant
historical basis to assess how we will respond to competitive, economic or
technological challenges. Our business and prospects must be considered in
light of the risks and uncertainties frequently encountered by companies in the
early stages of development, particularly companies like ours, that operate in
new and rapidly developing online exchanges. Our failure to address these risks
and uncertainties could materially impact our results of operations and
financial condition.

OUR OPERATING RESULTS MAY BE NEGATIVELY IMPACTED BY FLUCTUATIONS IN INTEREST
RATES.

During the fiscal year ended December 31, 2000, revenue earned from
mortgage lenders, traditionally a market segment that is greatly impacted by
changes in interest rates, represented approximately 38% of our total revenue.
While interest rates were rising from January 2000 through July 2000 and
relatively steady from

12
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July 2000 through December 2000, our business continued to show increases in
website traffic, transmitted qualification forms for mortgages and revenue from
closed-loan fees for mortgages over the corresponding periods of 1999. However,
during future periods of rising interest rates we may experience a decline in
consumer traffic to our website and during periods of robust credit demand,
typically associated with falling interest rates, lenders may have less
incentive to use our exchange. Either of these events could reduce our revenue
and we cannot assess the effects of interest rates on our business over a broad
range of interest rate environments.

SUBSTANTIALLY ALL OF OUR ASSETS ARE PLEDGED UNDER AN EXISTING REVOLVING CREDIT
ARRANGEMENT AND CAPITAL LEASE OBLIGATIONS, AND WE MAY BE REQUIRED TO COLLATER-
ALIZE THE BALANCE OF ONE OF OUR CAPITAL LEASES WITH CASH.

Substantially all of our assets are pledged under the ULLICO revolving
credit arrangement and existing capital lease obligations. A covenant in one of
our capital lease agreements requires that we maintain a cash balance of not
less than $5 million throughout the term of the lease. If our cash balance falls
below $5 million at the end of a period, we will be required to collateralize
the balance of the lease with cash.

In addition, important components of our intellectual property are
subject to an amended software customization, license and services agreement by
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and between LendingTree and the Federal Home Loan Mortgage Corporation, pursuant
to which our code software will be released to Freddie Mac from escrow if we
fail to meet specified repayment obligations, financial covenants or reporting
requirements.

RISKS RELATED TO OUR MARKETS AND STRATEGY

OUR FUTURE SUCCESS IS DEPENDENT UPON INCREASED ACCEPTANCE OF THE INTERNET BY
CONSUMERS AND LENDERS AS A MEDIUM FOR LENDING.

If consumer and lender acceptance of our online exchange does not
increase, our business will not succeed and the value of your investment may be
adversely affected. The online lending market is new and rapidly developing. The
adoption of online lending in general, and our exchange in particular, requires
the acceptance of a new way of conducting business, exchanging information and
applying for credit by consumers, as well as acceptance by lenders that have
historically relied upon traditional lending methods. As a result, we cannot be
sure that we will be able to compete effectively with traditional borrowing and
lending methods.

LENDERS IN OUR NETWORK ARE NOT PRECLUDED FROM OFFERING CONSUMER CREDIT PRODUCTS
OUTSIDE OUR EXCHANGE.

13
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If a significant number of our potential consumers are able to obtain
loans from our participating lenders without utilizing our service, our ability
to generate revenue may be limited. Because we do not have exclusive
relationships with the lenders whose loan products are offered on our online
exchange, consumers may obtain offers and loans from these lenders without using
our service. Our lenders can offer their products directly to consumers through
brokers, mass marketing campaigns, or through other traditional methods of
credit distribution. These lenders can also offer their products over the
Internet without using our Lend-X technology, either directly to prospective
borrowers, through one or more of our online competitors, or both.

IF OUR PARTICIPATING LENDERS DO NOT PROVIDE COMPETITIVE LEVELS OF SERVICE TO
CONSUMERS, OUR BRAND WILL BE HARMED AND OUR ABILITY TO ATTRACT CONSUMERS TO OUR
WEBSITE WILL BE LIMITED.

Our ability to provide a high-quality borrowing experience depends in
part on consumers receiving competitive levels of convenience, customer service,
pricing terms and responsiveness from our participating lenders. If our
participating lenders do not provide consumers with competitive levels of
convenience, customer service, price and responsiveness, the value of our brand
may be harmed, our ability to attract consumers to our website may be limited
and the number of consumers using our service may decline.

WE MAY NOT BE ABLE TO MANAGE OUR EXPANDING OPERATIONS EFFECTIVELY.

We have recently experienced a period of rapid expansion. In order to
execute our business plan, we must continue to expand significantly. Our
inability to expand our operations in an efficient manner could cause our
expenses to grow disproportionately to our revenue, or revenue to decline or
grow more slowly than expected, or could otherwise have a material adverse
effect on our business and the value of your investment. Our anticipated future
growth, combined with the requirements we now face as a public company, will
continue to place a significant strain on our management, systems and resources.
We will need to continue to expand and maintain close coordination among our
technical, accounting, finance and sales and marketing departments. We may not

10
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succeed in these efforts.
OUR QUARTERLY OPERATING RESULTS ARE NOT AN INDICATION OF OUR FUTURE RESULTS.

Our quarterly operating results may fluctuate significantly in the
future as a result of a variety of factors that affect our revenue or expenses
in any particular quarter. Our quarterly results will fluctuate in part based on
the demand for and supply of consumer loans which are a function of seasonal and
other fluctuations in interest rates and related economic factors, all of which
are outside of our control. These temporary fluctuations could adversely affect
our business.

14
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In addition, we expect that as our business matures we will experience
seasonal fluctuations in our operating results as a result of fluctuations in
consumer credit markets during the year. For example, home buying behavior is
seasonal. Typically there are a greater number of mortgage closings during the
second and third quarters of a year as compared to the first and fourth
quarters. Because of our limited operating history, it has not been possible for
us to assess the impact of seasonal effects on our business.

IF WE ARE UNABLE TO MAINTAIN OUR BRAND RECOGNITION, CONSUMER AND LENDER DEMAND
FOR OUR SERVICE MAY DWINDLE.

If we fail to promote and maintain our brand successfully, or incur
significant expenses in promoting our brand and fail to generate a corresponding
increase in revenue as a result of its branding efforts, our business could be
materially adversely affected. We believe we have successfully built a
recognizable brand. We believe that continuing to build and maintain brand
awareness of the LendingTree exchange and Lend-X is critical to achieving
increased demand for our service. Brand recognition is a key differentiating
factor among providers of online lending services, and we believe it will be
increasingly important as competition intensifies. In order to increase our
brand awareness, we must succeed in our marketing efforts, provide high-quality
services and increase the number of consumers using our exchange. If visitors to
our website do not perceive our existing service to be of high quality or if we
alter or modify our existing service, introduce new services or enter into new
business ventures that are not favorably received, the value of our brand could
be diluted, which could decrease the attractiveness of our service to consumers
and lenders.

WE CANNOT ASSURE YOU THAT ANY ACQUISITIONS WE MAY ELECT TO MAKE WILL BE
SUCCESSFUL.

Our future results of operations may be dependent, in part, upon the
ability of our management to assimilate the operations of any acquisitions and
to oversee these expanded operations. Our ability to manage any acquisitions
will depend upon a number of factors, including our capital resources, our
ability to retain key employees and our ability to control operating and
production costs. We cannot assure you that we will be successful in these
efforts or that these efforts may not, in certain circumstances, adversely
affect our operating results.

OUR BUSINESS COULD SUFFER IF WE LOSE THE SERVICES OF MR. LEBDA.

If we lose the services of Douglas Lebda, our founder, Chief Executive
Officer, and a director, our ability to expand our business may be seriously
compromised. Mr. Lebda has been instrumental in determining our strategic
direction and

11
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focus and in promoting the concept of an Internet-based lending exchange for
consumers and lenders. We do not maintain key person insurance on Mr. Lebda.

RISKS RELATED TO THE INTERNET AND OUR TECHNOLOGY INFRASTRUCTURE

WE MAY EXPERIENCE REDUCED VISITOR TRAFFIC, REDUCED REVENUE AND HARM TO OUR
REPUTATION IN THE EVENT OF UNEXPECTED NETWORK INTERRUPTIONS CAUSED BY SYSTEM
FATILURES.

Any significant failure to maintain the satisfactory performance,
reliability, security and availability of our website, filtering systems or
network infrastructure may cause significant harm to our reputation, our ability
to attract and maintain a high volume of visitors to our website, and to attract
and retain participating consumers and lenders. Our revenue depends in large
part on the number of credit requests submitted by consumers. Any system
interruptions that result in the inability of consumers to submit these credit
requests, or more generally the unavailability of our service offerings, could
have an adverse impact on our revenue. In addition, we believe that consumers
who have a negative experience with our website may be reluctant to return to
our website or recommend LendingTree to other potential consumers.

In the past, our website has experienced outages and decreased
performance. In the worst such instance to date, in 1999 we experienced a
service outage for a period of approximately nine hours due to a database
software failure. If similar outages occur in the future, they may severely harm
our reputation and our ability to offer our service. Our computer hardware is
located in leased facilities in Beltsville, Maryland. A backup system is located
in Cupertino, California. If both of these locations experienced a system
failure, the performance of our website would be harmed. These systems are also
vulnerable to damage from fire, floods, power loss, telecommunications failures,
break-ins and similar events. Our insurance policies may not compensate us for
any losses that may occur as a result of any failures or interruptions in our
systems. Any extended period of disruptions could materially adversely affect
our business, results of operations and financial condition.

BREACHES OF OUR NETWORK SECURITY COULD SUBJECT US TO INCREASED OPERATING COSTS
AS WELL AS LITIGATION AND OTHER LIABILITIES.

Any penetration of our network security or other misappropriation of
our users' personal information could cause interruptions in our operations and
subject us to liability. Claims against us could also be based on other misuses
of personal information, such as for unauthorized marketing purposes. These
claims could result in litigation and financial liability. Security breaches
could also damage our reputation. We rely on licensed encryption and
authentication technology to effect secure
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transmission of confidential information. It is possible that advances in
computer capabilities, new discoveries or other developments could result in a
compromise or breach of the technology that we use to protect consumer
transaction data. We cannot guarantee that our security measures will prevent
security breaches. We may be required to expend significant capital and other
resources to protect against and remedy any potential or existing security
breaches and their consequences.
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FAILURE TO PROTECT OUR INTELLECTUAL PROPERTY RIGHTS COULD IMPAIR OUR ABILITY TO
COMPETE EFFECTIVELY.

Failure to protect our intellectual property could harm our brand and
our reputation, devalue our content in the eyes of our customers and adversely
affect our ability to compete effectively. Further, enforcing or defending
LendingTree's intellectual property rights, including our service marks, patent
applications, copyrights and trade secrets, could result in the expenditure of
significant financial and managerial resources. We regard our intellectual
property as critical to LendingTree's success. To protect the rights to
LendingTree's intellectual property, we rely on a combination of patent,
trademark and copyright law, trade secret protection, confidentiality
agreements, and other contractual arrangements with our employees, affiliates,
clients and others. The protective steps we have taken may be inadequate to
deter misappropriation of our proprietary information. We may be unable to
detect the unauthorized use of, or take appropriate steps to enforce, our
intellectual property rights. We have applied for a U.S. patent and filed a
Patent Cooperation Treaty international patent application on our Lend-X
technology and its online loan market process. While the number of software and
business method patents issued by the U.S. Patent and Trademark Office has been
growing substantially in recent years, there is still a significant degree of
uncertainty associated with these patents. It is possible that our patent
applications will be denied or granted in a very limited manner such that they
offer little or no basis for us to deter competitors from employing similar
technology or processes or allow us to defend against third party claims of
patent infringement.

RISKS RELATED TO LEGAL AND REGULATORY UNCERTAINTY

As an online lending exchange we may be liable as a result of
information retrieved from our website or the websites of businesses with which
we maintain relationships.

We may be subject to legal claims relating to information that is
published or made available on our website and the other websites linked to it.
Our service may subject us to potential liabilities or claims resulting from:

- Lost or misdirected messages from our network lenders,
consumers or vendors;
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- Illegal or fraudulent use of e-mail; or

- Interruptions or delays in transmission of qualification forms
or lenders' offers.

In addition, we could incur significant costs in investigating and
defending such claims, even if LendingTree ultimately is not found liable. If
any of these events occur, our business could be materially adversely affected.

FAILURE TO COMPLY WITH LAWS GOVERNING LENDINGTREE'S SERVICE OR MATERIAL CHANGES
IN THE REGULATORY ENVIRONMENT RELATING TO THE INTERNET COULD HAVE A MATERIAL
ADVERSE EFFECT ON OUR BUSINESS.

The loan products and services available through our website and the
real estate agent referral and other business relationships in which we operate
essentially as a non-processing mortgage broker, are subject to extensive
regulation by various federal and state governmental authorities. Because of
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uncertainties as to the applicability of some of these laws and regulations to
the Internet and, more specifically, to our business, and considering our
business has evolved and expanded in a relatively short period of time, we may
not always have been, and may not always be, in compliance with applicable
federal and state laws and regulations. Failure to comply with the laws and
regulatory requirements of federal and state regulatory authorities may result
in, among other things, revocation of required licenses or registrations, loss
of approved status, termination of contracts without compensation, loss of
exempt status, indemnification liability to lenders and others doing business
with us, administrative enforcement actions and fines, class action lawsuits,
cease and desist orders, and civil and criminal liability. The occurrence of one
or more of these events could materially affect our business and results of
operations.

MANY STATES REQUIRE US TO OBTAIN LICENSES TO OFFER MANY OF OUR PRODUCTS AND WE
HAVE NOT OBTAINED THOSE LICENSES IN EVERY STATE.

Many, but not all, states require licenses to solicit or broker to
residents of those states, loans secured by residential mortgages and other
consumer loans, including credit card, automobile and personal loans. We are
currently neither licensed nor able to accept credit requests for all loan
products in every state. We are not currently accepting credit requests for loan
products from residents of states in which we are not licensed to provide those
products. In many of the states in which we are licensed, we are subject to
examination by regulators.

In addition, we are required to obtain real estate broker licenses,
additional mortgage broker licenses and individual call center personnel
licenses in numerous states. Failure to obtain these licenses and approvals
could prevent us from receiving fees from the real estate agent referral and
mortgage services programs we offer and may subject us to the types of fines,
forfeitures and litigation discussed above.
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As a computer loan origination system or mortgage broker conducting
business through the Internet, we face an additional level of regulatory risk
given that most of the laws governing lending transactions have not been
substantially revised or updated to fully accommodate electronic commerce. Until
these laws, rules and regulations are revised to clarify their applicability to
transactions conducted through electronic commerce, any company providing
loan-related services through the Internet or other means of electronic commerce
will face compliance uncertainty. Federal law, for example, generally prohibits
the payment or receipt of referral fees in connection with residential mortgage
loan transactions. The applicability of referral fee prohibitions to the
compensation provisions of fee advertising, marketing, distribution and
cyberspace rental arrangements used by online companies like us may have the
effect of reducing the types and amounts of fees that we may charge or pay in
connection with real estate-secured products.

BECAUSE SOME STATE REGULATIONS IMPOSE FILING OBLIGATIONS ON SOME OF OUR LARGEST
STOCKHOLDERS AND CUSTOMERS, IF ANY OF THESE PARTIES FAIL TO COMPLY WITH THESE
FILING OBLIGATIONS, WE MAY BE UNABLE TO OBTAIN OR MAINTAIN NECESSARY LICENSES IN
THESE STATES FOR REASONS BEYOND OUR CONTROL.

Regulations promulgated by some states may impose compliance
obligations on any person who acquires 10% or more of our common stock,
including requiring that person to periodically file financial and other
personal and business information. If any person acquires 10% or more of
LendingTree's common stock and refuses or fails to comply with these
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requirements, we may not be able to obtain a license and existing licensing
arrangements in particular states may be jeopardized. The inability to obtain,
or the loss of, required licenses could have a material adverse effect on our
operations or financial condition.

The parties conducting business with us, such as lenders and other
website operators, similarly may be subject to federal and state regulation.
These parties act as independent contractors and not as our agents in their
solicitations and transactions with consumers. Consequently, we cannot ensure
that these entities will comply with applicable laws and regulations at all
times. Failure on the part of a lender or other website operator to comply with
these laws or regulations could result in, among other things, claims of
vicarious liability or a negative impact on our reputation. The occurrence of
one or more of these events could materially adversely affect our business,
results of operation and financial condition.

REGULATION OF THE INTERNET IS UNSETTLED, AND FUTURE REGULATIONS COULD INHIBIT
THE GROWTH OF THE INTERNET, DECREASE THE NUMBER OF VISITORS TO LENDINGTREE'S
WEBSITE OR OTHERWISE MATERIALLY ADVERSELY AFFECT OUR BUSINESS.

Existing laws and regulations specifically regulate communications and
commerce on the Internet. Additional laws and regulations that address issues
such as user privacy, pricing, online content regulation, online real estate
referral services,
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taxation, and the characteristics and quality of online products and services
are under consideration by federal, state and local governments and agencies.
Several telecommunications companies have petitioned the Federal Communications
Commission to regulate Internet service providers and online service providers
in a manner similar to the regulation of long distance telephone carriers and to
impose access fees on such companies. This regulation, if imposed, could
increase the cost of transmitting data over the Internet.

Moreover, it may take years to determine the extent to which existing
laws relating to issues such as intellectual property ownership and infringement
and personal privacy are applicable to the Internet. Many of these laws were
adopted prior to the advent of the Internet and related technologies and, as a
result, do not contemplate or address the unique issues of the Internet and
related technologies. The Federal Trade Commission and government agencies in
certain states have been investigating Internet companies regarding their use of
personal information. We could incur additional expenses if any new regulations
regarding the use of personal information are introduced or if these agencies
choose to investigate our privacy practices. Any new laws or regulations
relating to the Internet, or new application or interpretation of existing laws,
could inhibit the growth of the Internet as a medium for commerce or credit
procurement which could, in turn, decrease the demand for our service or
otherwise materially adversely affect our business, results of operation and
financial condition.

WE MAY BE LIMITED OR RESTRICTED IN THE WAY WE ESTABLISH AND MAINTAIN OUR ONLINE
RELATIONSHIPS BY LAWS GENERALLY APPLICABLE TO OUR BUSINESS.

The Real Estate Settlement Procedures Act, or RESPA, and related
regulations generally prohibit the payment or receipt of fees or any other item
of value for the referral of a real estate-secured loan to a loan broker or
lender. RESPA and the related regulations also prohibit fee shares or splits or
unearned fees in connection with the provision of residential real estate
settlement services, including mortgage brokerage and lending services.
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Notwithstanding these prohibitions, RESPA permits payments for goods or
facilities furnished or for services actually performed, so long as those
payments bear a reasonable relationship to the market value of the goods,
facilities or services provided. Failure to comply with RESPA may result in,
among other things, administrative enforcement actions, class action lawsuits,
cease and desist orders and civil and criminal liability.

The mortgage and home equity products offered through LendingTree's
exchange are residential real estate secured loans subject to these provisions
of RESPA. Consequently, our online relationships with lenders, other companies
and websites on which we offer services are subject to RESPA's prohibitions on
payment or receipt of referral fees for referrals and for unearned fees or fee
splits. We believe that we have structured these relationships to comply with
RESPA. The applicability of RESPA's referral fee and fee splitting prohibitions
to these types of Internet-based
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relationships, however, is unclear and the appropriate regulatory agency has
provided limited guidance to date on the subject.

RISKS RELATED TO THIS OFFERING, OUR STOCK PRICE AND CORPORATE CONTROL

OUR COMMON STOCK PURCHASE AGREEMENT WITH PAUL REVERE AND THE ISSUANCE OF SHARES
TO PAUL REVERE THEREUNDER MAY CAUSE SIGNIFICANT DILUTION TO OUR STOCKHOLDERS
AND, TOGETHER WITH GUIDANCE WE ISSUE TO ANALYSTS AND THE FINANCIAL COMMUNITY,
MAY HAVE AN ADVERSE IMPACT ON THE MARKET PRICE OF OUR COMMON STOCK.

The resale by Paul Revere of the common stock that it purchases from us
will increase the number of our publicly traded shares, which could depress the
market price of our common stock. Moreover, as all the shares we sell to Paul
Revere will be available for immediate resale, the mere prospect of our sales to
it could depress the market price for our common stock. The shares of our common
stock issuable to Paul Revere under the equity line facility will be sold at a
5% discount to the volume-weighted average daily price of our common stock
during the applicable drawdown period and the proceeds paid to us upon each
drawdown will be net of a 4% placement fee to our placement agent, Ladenburg
Thalmann, and an escrow agent fee of $1,000. If we were to require Paul Revere
to purchase our common stock at a time when our stock price is low, our existing
common stockholders will experience substantial dilution. The issuance of shares
to Paul Revere will therefore dilute the equity interest of existing
stockholders and could have an adverse effect on the market price of our common
stock.

The perceived risk of dilution may cause our stockholders to sell their
shares, which would contribute to a downward movement in the stock price of our
common stock. Moreover, the perceived risk of dilution and the resulting
downward pressure on our stock price could encourage investors to engage in
short sales of our common stock. By increasing the number of shares offered for
sale, material amounts of short selling could further contribute to progressive
price declines in our common stock.

In addition, from time to time, we issue guidance to analysts and the
financial community regarding our projected results for future periods and
revisions to guidance previously issued. The dissemination of guidance or
revisions to guidance previously issued may increase the volatility of our stock
price.

SALES OF SUBSTANTIAL AMOUNTS OF OUR COMMON STOCK IN THE PUBLIC MARKET, INCLUD-
ING SHARES ISSUABLE UPON THE CONVERSION OF SHARES OF 8% CONVERTIBLE PREFERRED
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STOCK, COULD REDUCE THE VALUE OF YOUR INVESTMENT.

Sales of a substantial number of shares of our common stock in the
public market could cause a reduction in the market price of our common stock. A
substantial
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number of our outstanding shares of common stock will become eligible for resale
in the public market within one year. As of March 31, 2001, we had 18,737,441
common shares issued and outstanding. We also had shares of 8% convertible
preferred stock, convertible into 6,757,144 shares of common stock, outstanding
at March 31, 2001. Because the 8% convertible preferred stock accrues dividends
at 8% per annum, the accrued dividends will result in additional shares of
common stock being issued upon conversion of shares of 8% convertible preferred
stock. In addition, the price protection provisions of the 8% convertible
preferred stock may result in an upward adjustment to the number of shares of
common stock issuable upon conversion of the 8% convertible preferred stock,
which would result in further dilution to our common stockholders. The shares of
8% convertible preferred stock are not convertible unless and until we receive
the approval of our stockholders, which we anticipate will occur at our annual
meeting of stockholders in May 2001.

At March 31, 2001, we also had outstanding 5,009,944 stock options to
purchase shares and 1,045,385 warrants to purchase shares. Moreover, we may
issue additional shares in acquisitions and may grant additional stock options
to our employees, officers, directors and consultants under our stock option
plan. Any substantial sales of such shares, including shares to be registered
for resale in connection with our March 2001 financing transactions or shares
held by our principal investors, officers, directors, HomeSpace Services, Inc.
or other affiliates, my cause our stock price to decline.

HOLDERS OF OUR RECENTLY ISSUED 8% CONVERTIBLE PREFERRED STOCK HAVE SIGNIFICANTLY
GREATER RIGHTS AND PREFERENCES THAN OUR COMMON STOCKHOLDERS.

The holders of our 8% convertible preferred stock have rights and
preferences that are senior to those of our common stockholders in many
significant respects. The existence of these rights and preferences may, in a
given situation, result in a diminution in the value of your investment in our
common stock. Among the preferential rights afforded to the holders of our 8%
convertible preferred stock are the following:

- Dividends and Distributions. Dividends must be paid to the
holders of the 8% convertible preferred stock prior to and in
preference to the common stock.

- Redemption Premium. We are required to redeem all shares of 8%
convertible preferred stock that remain outstanding on March
20, 2006 at a 5% premium to the then current "stated value"
per share, which equals $3.50 per share, plus accrued
dividends. If a significant portion of the 8% convertible
preferred stock remains outstanding on March 20, 2006, all or
substantially all of our assets may be necessary to fund this
redemption.
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- Price Protection. In certain circumstances, the economic value
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of the investment in our 8% convertible preferred stock is
protected against future sales of common stock by us at prices
below $3.50 per share. If we sell additional securities at a
price below $3.50 per share, the price at which the 8%
convertible preferred stock converts into common stock may be
adjusted downward, which would automatically entitle these
holders to receive additional shares of common stock upon
conversion. No such protection exists with respect to our
common stock.

- Protective Provisions. So long as more than 1,377,143 shares
of our 8% convertible preferred stock are outstanding, we are
restricted from engaging in a variety of corporate actions
without the consent of 68.5% of the shares of 8% convertible
preferred stock then outstanding. These provisions may impede
management's ability to conclude transactions that it believes
to be in the best interests of all stockholders.

- Liquidation Preference. In the event LendingTree is liquidated
or dissolves, the holders of our 8% convertible preferred
stock will be entitled to receive a liquidation preference
equal to 105% of the then current stated value per share,
before any distributions may be made to holders of our common
stock.

- Change in Control. Upon a merger or change in control, holders
of our 8% convertible preferred stock may have the right to
receive the greater of the ligquidation preference described
above or the consideration that they would have received if
they had converted their shares of 8% convertible preferred
stock into common stock immediately prior to the consummation
of the merger or change in control event. In a non-cash
transaction, the holders of 8% convertible preferred stock may
effectively require that the counterparty to such transaction
redeem the convertible preferred stock for a cash amount equal
to the liquidation preference. These provisions may inhibit
our ability to consummate a merger or change in control
transaction and will likely reduce the proceeds of any such
transaction to our common stockholders.

Any of the foregoing rights and preferences may, in a given situation,
disadvantage the holders of our common stock and may reduce the market price of
our common stock.

IF OUR COMMON STOCK PRICE DROPS SIGNIFICANTLY, WE MAY BE DELISTED FROM THE
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NASDAQ NATIONAL MARKET, WHICH COULD ELIMINATE THE TRADING MARKET FOR OUR COMMON
STOCK.

Our common stock is quoted on the Nasdag National Market. In order to
continue to be included in the Nasdaqg National Market, a company must meet
Nasdaqg's maintenance criteria. The maintenance criteria most applicable to us
requires a minimum bid price of $1.00 per share, $4,000,000 in net tangible
assets and $5,000,000 market value of the public float. The public float
excludes shares held directly or indirectly by any of our officers, directors
and holders of 10% or more of our outstanding common stock. As of December 31,
2000, we had approximately $17.5 million of net tangible assets, the market
value of our public float, excluding these persons, was approximately $9.2
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million and the lowest bid price of our common stock since February 16, 2000 was
$1.781. We cannot assure you that we will continue to meet these listing
criteria. The issuance by us of shares of common stock to Paul Revere, or the
subsequent resale by Paul Revere of those shares, in either case at a discount
to the market price, may reduce the trading price of our common stock to a level
below the Nasdag minimum bid price requirement. Failure to meet these
maintenance criteria may result in the delisting of our common stock from The
Nasdag National