
should be included in cost of goods sold.
But that never happened. This fall, FASB

reversed its decision and essentially punted.
It said that companies could put these ex-
penses into the cost of goods sold—or they
could put them someplace else on the in-
come statement. If companies put the ex-
penses someplace else, they need to break
out the exact costs and quantify them in a
footnote. Ultimately, FASB decided that com-
panies were accounting for these expenses in
so many different ways that it was too com-
plicated to create a universal standard.

So how many online retailers are going
to change their accounting practices with
the new rules scheduled to take effect for
most companies this quarter? Few, if any.
Amazon, for example, will “continue with
our current practices,” says Tim Stone, di-
rector of investor relations at Amazon,
which has been breaking out its fulfillment
costs. Drugstore.com and eToys don’t plan
to change their accounting, either.

FASB and some others argue that the

ruling provides investors with additional
clarity. But this smacks of hypocrisy. If a
group of professional accountants decided
that it’s too complicated for them to figure
out a standard, it’s simply not realistic to
expect your average investor to deduce
costs from accounting footnotes. “It’s not a
good solution,” says Roman L. Weil, a pro-
fessor of accounting at the University of
Chicago’s Graduate School of Business.
“It’s a stop-gap.” The SEC has not formally
objected to the FASB decision, but the secu-
rities regulator thinks the ruling is not
ideal. “To have two companies account for
the same thing differently cannot be the
best thing for investors,” says Scott A. Taub,
a professional accounting fellow at the SEC.

Regulators have gone out of their way
to help New Economy companies with
pledges of no taxes and light regulation.
That’s sound public policy. But with in-
vestors putting billions of dollars at risk
to help finance technology companies, it’s
essential for regulators and accountants to
do everything they can to make sure these
companies’ financial books are fair and
understandable. So far, on the issue of ful-
fillment costs, that’s not the case. /
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Trying to hide their
“lousy businesses”

Here’s a look at the top executives, directors, and other insiders who have sold
stock at several major tech companies over the past three months.

CASH ON HAND CASH USED DAYS TO DEPLETION
SEPT. 30 LAST QUARTER AT CURRENT

COMPANY (millions) (millions) BURN RATES

Wavo Corp. $0.6 $6.0 8.3
The Phoenix digital media company sold off assets to raise about $12 million in
cash, although it’s not clear how long that will last.
Prodigy Communications $4.9 $11.0 40.2
The Internet access provider is pursuing new financing and is lowering its cash
burn by making customer acquisition payments to shareholder SBC over three
years instead of immediately.
Ziplink Inc. $3.251 $4.2 70.3
The provider of Internet connectivity to Internet service providers closed down on
Nov. 17 after not being able to pay a debt to WorldCom.
Beyond.com $14.5 $18.2 71.4
The Santa Clara, Calif. e-commerce company announced in October that it had
reached an agreement for $40 million in new financing.
US Search.com $11.4 $8.8 116.5
The Los Angeles online search company restructured operations in November and
decided to lay off at least 45 people to try to become profitable more quickly.

DATA: COMPANY FILINGS, BUSINESS WEEK, STANDARD & POOR’S COMPUSTAT

Little Cash to Burn

Look Who’s Selling

CRITICAL NUMBERS OF THE MONTH

Now and Then
FORECASTS FORECASTS

MADE IN 1999 MADE IN 2000
YEAR (in billions) (in billions)
1999 $22.4 $16.8*
2000 $46.5 $29.3
2001 $79.0 $48.7
2002 $115.9 $77.7
2003 $163.9 $107.4

*ACTUAL DATA: GARTNER GROUP

NET SALES
BY INSIDERS

COMPANY (NO. OF SHARES) SELLERS
Microsoft Corp. 13,994,960 CEO Bill Gates, co-founder Paul Allen, and others
Portal Software 2,167,650 CEO John Little, venture capital backer Accel 

Partners, and others
Network 1,358,000 CEO Daniel Warmenhoven, President Thomas
Appliance Mendoze, and others
Integrated Device 1,296,165 CEO Jerry Taylor, CFO Alan Krock, and others
Technology
Clarent Corp. 1,259,348 CEO Jerry Chang, COO and CFO Richard Heaps,

and others
DATA: FIRST CALL/THOMSON FINANCIAL

As it gets tougher to raise new capital, many technology companies are
running low on cash. This is a sample of companies in a pinch.

The once-optimistic projec-
tions for how much con-
sumers would buy over 
the Internet are becoming
more conservative with the
growing troubles of online
retailers. These are Gartner
Group’s revised estimates.


