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Course Description:
The purpose of this course is to study the managerial aspects of E-Commerce firms, as reflected in financial statements of publicly listed E-Commerce firms. Unique aspects of managerial control in E-commerce firms include security of systems and transactions, integrity of record keeping, employee compensation, considerations provided to suppliers, and successful marketing strategies. 

This course also addresses a set of unique financial reporting and managerial control issues that result in E-commerce firms.  Financial reporting issues affecting firms in the digital economy include how and when revenue is recognized, how expenses are recognized for the granting and exercising of employee and director stock options, and the treatment of expenditures required to build important assets such as software and brand recognition. 

The course also examines the business models that are expected to survive in the long-term, and those that are expected to disappear, and provides approaches for market valuations of E-commerce firms that are based on traffic measures, cash flows, and option theory.

Prerequisite: 

B01.1306 Financial Accounting: A User Perspective, or

B09.2301 Financial Accounting: A User Perspective

Classroom Procedures:
The basic approach to class sessions will be a combination of discussions and lectures.  A wide variety of examples will be used to discuss the different topics addressed.  Another important objective is to foster a debate with and among students.  Current events, reported in the Wall Street Journal and other financial periodicals, will be discussed. 

BlackBoard:


The course uses BlackBoard for delivery of materials, transmission of assignments, and correspondence. To log into it, you need to use your Stern E-mail ID and password. Access is provided through:

www.class.stern.nyu.edu

Grade:
Homework assignments: (best five)



      30%

Midterm Examination 




                  30%

Final Examination
     
    
                                         40%
Total





    

     100%
Late assignments will not be collected!

********************* IMPORTANT ******************************
For your assignments you need to select a publicly traded firm in the E-Commerce sector. Ask the firm to mail you the most recent annual report to shareholders, most recent 10-K Form, any 10-Q Forms since the last annual report, and the most recent proxy statement. However, you can also use materials that are available on the SEC EDGAR database 

http://www.sec.gov/cgi-bin/srch-edgar
http://www.freeedgar.com/
***************************************************************

Course Schedule

	
	Date
	Subject
	Reading

To be done before class
	Assignment

To be handed-in by designated date

	1
	9/6
	Introduction
	
	

	2
	9/13
	Business models
	Handout 1
	

	3
	9/20
	Characteristics of E-Commerce firms and unique accounting aspects
	
	1

	4
	9/27
	Priceline.com
	Financials
	

	5
	10/4
	Dr. Koop
	Financials
	2

	6
	10/11
	Compensation and retention
	
	3

	7
	10/18
	Legal issues and IP
	
	4

	8
	10/25
	Marketing strategies
	
	5

	9
	11/1
	Security of systems and transactions
	
	6

	10
	11/8
	Mid-term examination


	
	

	11
	11/15
	Valuation I


	
	

	12
	11/22
	Valuation II
	
	

	13
	11/29
	Valuation III
	FAJ Article
	7

	14
	12/6
	Transformation of Brick and Mortars to E-Commerce
	
	

	15
	
	Final examination
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Homework Assignments
Note:
All homework assignments must be transmitted through BlackBoard.  Late assignments will not be graded.  Make sure to print your name and ID on the assignment.

Assignment 1

1. Assess the business model of your firm. Which market failures does it attempt to correct?

2. Can your firm survive in the long-run as a standalone operation?

Assignment 2

1. Create an Excel spreadsheet with major quarterly revenues and expenses similar to that of Priceline in class notes.

2. Prepare an Excel spreadsheet with income statement ratios similar to that of Priceline in class notes.

3. Assess the firm’s profitability and progress towards profitability.

Assignment 3

1. Assess cash generated/used in operations.

2. Assess cash needs for capital expenditures.

3. Assess cash burn rate.

Assignment 4

1. Determine accounting methods regarding revenue recognition.

2. Does the firm have any unique accounting practices with respect to expenses?

3. Does the firm engage in issuance of warrants/options? Is it material?

4. Does the firm offer any rewards? How does it account for it?

5. Is the firm involved in any litigation?

Assignment 5

1. Using the company’s last available 10-K or Prospectus (Form 424 in the EDGAR database), examine whether stock options were granted. To whom were those options granted (executives, managers, all employees)? What is the average vesting period of the options?

2. Find the number of outstanding stocks options, warrants, convertible debt on the last 10-K. 

3. Find the number of outstanding stocks in the last 10-K.

4. Assess the potential dilution of stockholders.

5. Most of the companies are using APB 25 as the accounting principle to report employees’ stock options, in the main financial statements. Those companies need to report additional information according to FAS 123 in the notes to the financial statements. Using those notes, what was the influence of stock options given to employees on your company profit/loss using FAS 123?

Assignment 6

1. Using the company last prospectus, what was the number of employees?

2. What was the position distribution of those employees  (In what areas are they working  - Marketing? Business Development? Programmers? Journalists?  Etc.) ?

3. Does the distribution of employees fit the goals of the company as stated in the prospectus?

4. Repeat question 1 to 3 using the last 10-K of the company, if available.

Assignment 7

Valuation of US SEARCH CORP COM (SRCH)

Follow the methodology presented in class on the valuation of Priceline.com to prepare a valuation presentation for US SEARCH CORP COM (SRCH). 

Financial data is available at: http://www.freeedgar.com/  .

The company website address is: http://www.1800ussearch.com/  .

Traffic data for the domain:

	Month
	Unique Visitors-Millions

	Sep '98
	1.188

	Oct '98
	1.363

	Nov '98
	1.192

	Dec '98
	1.022

	Jan '99
	1.454

	Feb '99
	1.341

	Mar'99
	1.370

	Apr '99
	1.364

	May '99
	1.438

	Jun '99
	1.320

	Jul '99
	2.532

	Aug '99
	2.009

	Sep '99
	1.813

	Oct '99
	1.757

	Nov '99
	1.376

	Dec '99
	1.592

	Jan '00
	1.600

	Feb '00
	1.642

	Mar '00
	1.997


Remember to:

1. Describe your assumptions.

2. Present the information you used in your analysis.

In order to run a Regression in Excel (similar to those presented in Priceline valuation):

1. Choose “Tools” from the main menu.

2. Choose “Data Analysis…” (if you don’t see that option, see below “How to install Data Analysis”).

3. Choose “Regression”.

4. Enter the $ amounts (revenues, expenses, etc.) as the “Input Y Range”.

5. Enter the number of visitors as the “Input X Range”.

6. Choose a range for the regression’s results.

7. You can check the “Constant is Zero” box, if necessary.

8. Click “OK”.

How to Install “Data Analysis”:

1. Choose “Tools” from the main menu.

2. Choose “Add-Ins… ” 

3. Check the box for: “Analysis ToolPak” and “Analysis ToolPak - VBA”.

4. Click “OK”.

