
 

Overstock.com, Inc. is an American internet retailer headquartered in Midvale, Utah.  Patrick M. Byrne co-

founded Overstock.com in 1999. The company initially sold exclusively surplus and returned merchandise 

on an online e-commerce marketplace, liquidating the inventories of failed dot-com companies at below-

wholesale prices. The company has since transitioned to selling both new and closeout merchandise.  It 

sells primarily home decor, furniture, bedding, and housewares. 

 

What is Overstock’s primary line of business? 

 

Overstock's merchandise is purchased by or manufactured specifically for the company. Among their 

products are handmade goods produced for Overstock by workers in developing nations. The company also 

provides the platform wherein its partners can manage their inventory through the Overstock global supply 

chain.  
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What is Overstock’s value proposition? 

Overstock’s value proposition is “Dream Homes for All”.  In 2020, 97.8% of its revenues came from 

selling furnishings and home accessories through the Overstock.com web platform.  It has been important 

to keep this in perspective while analyzing the company’s financials, as the firm has made significant 

investments in eighteen different blockchain-related ventures through its Medici Ventures segment.  

Currently, it is not clear how these blockchain-related ventures support Overstock’s value proposition or its 

core business operations. 

 

Patrick Byrne 
 

Patrick M. Byrne is the former CEO and co-founder of the Internet retailer Overstock.com. 

Byrne received his B.A. from Dartmouth, studied at Cambridge University as a Marshall 

Scholar, and earned a PhD in Philosophy from Stanford University.  

 

He co-founded Overstock.com in 1997 and became CEO in 1999. In 2005, Byrne initiated a controversial 

campaign against "naked short selling" in which he accused a "Sith Lord" (Michael Milken/Stephen Cohen) 

and various financial firms (SAC Capital) of sabotaging Overstock's share price.   

 

Byrne is described by his critics as "… smart, charming, complex, and brilliant", and has claimed 

periodically to be working in conjunction with aspects of Federal law enforcement and/or U.S. Intelligence.  

As CEO of Overstock, Byrne appeared at times to be pursuing an agenda or agendas other than maximizing 

shareholder value.  As we looked closely at Overstock’s financials and tried to gain an understanding of the 
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company, we realized that Overstock became a platform wherein Byrne attempted to tackle systemic issues, 

and his Medici Ventures segment is evidence of that. 

 

Byrne on Naked Short Selling 
 
“I’ll never forget. … one guy got through, and I put him on the speakerphone as I was packing up a suitcase. 

And he described this very arcane thing for about 45 minutes. At the end of it I was saying, Fine buddy. I 

understand, and thanks a lot. … he could tell I was giving him the brush off, and he said, 

 

Look, I can tell you’re giving me the brush off, so I’m going to give you a series of 

predictions. And when these come true, you call me. And the predictions are: 

 

• five journalists are going to call you… and they’re gonna do hatchet jobs on you.  

• …you’re gonna find yourself the target of a federal investigation.  

• You’re going to find yourself trading on some foreign exchanges that you never 

heard of. . . you know, Bahamas and Australia and stuff.  

• And fourth, the SCC is going to start publishing a list of companies that are seeing 

a certain oddity occur in their stock. It’s called the Regulation Show of Threshold 

List. And when they start publishing that in a couple of months, there’s only . . . 

half of one percent of companies are gonna be on it, but you’re gonna be on it. 

 

Well over the next eight weeks, every one of those stories came true. In fact, on that trip that I was packing 

for, the journalists started calling me. Well, that was odd. . .. The journalists called me. We . . . we became 

the object of an FTC investigation that was sort of a very flimsy investigation that went nowhere, and they 

dropped it. We started trading on exchanges in Stuttgart and . . . Munich, Bahamas having nothing to do 

with that. And when this list came out of . . . 30 or 40 companies out of 7,000. We were on the list.  ... I 

gradually realized the guy was right.  

 

There is this crack in the financial system, and the savings of Americans are being drained out of that crack. 

There is a Harvard economist who says it may be tens of billions. It may be hundreds of billions of dollars 

that have been stolen through this crack. Now what is the crack?  

 

A normal stock trade is you’re buying stock from me, you give me money, and I’ll give you stock. That’s 

called settlement. Believe it or not there’s a loophole that exists in the system. And when the time comes 

for me to give you the stock that you bought from me, I can give you just an IOU basically for some stock.  

 

Now you or I couldn’t do this, but big hedge funds and prime brokers have ways of doing this. And all 

they’re really giving is an IOU and you never know that. You get your broker statement from Merrill Lynch 

or Morgan Stanley, and it says you got the stock. Well, no stock ever came. All you got was an IOU. . .. it 

happens only about one or two percent of the time, but . . .  what seems to have happened is some hedge 

funds have figured out how to manipulate this loophole and inject hundreds of millions or even billions of 

these what are, in effect, fake shares into the market. … you can destroy companies using this technique. 

… This is . . . it’s . . . it’s massive. It’s endemic in the system, and it’s clearly being used to manipulate.  

 

It’s clearly being targeted. And how it is targeted . . . is you go after a small company … And you just flood 

the market with fake shares of that company, and you can crack the market. … if you can do this while you 

have a couple of your fake journalists just write stories after stories banging the company, you can basically 

drop it to nothing. …Well, you can snap that life cycle . . . The company will collapse, and you can walk 

out with this market cap. And maybe you can. . . walk out with that market cap two or three times over.” 

 



Byrne on Corporate Democracy 

“…there was an article by Bob Drummond in Bloomberg Markets magazine … called The Corporate 

Voting Charade. Well, here is people on the record in the back offices of Wall Street – the transfer agents 

who count votes – that say . . .: 

 

This is positively criminal. We regularly do not have any idea who’s entitled to vote and 

who isn’t. We regularly get two to three times as many votes as there are shares. 

 

Now as crazed as all that sounds, the New York Stock Exchange did a study on 341 elections and found 

over voting in all 341. … after WorldCom and Enron … the American government solution was to … 

tighten up corporate governance. Well corporate governance in the Boards of Directors that’s based on 

corporate elections, which is built demonstrably on quicksand. … If you have all these fake shares in the 

system, and people voting the fake shares, … there aren’t even any rules… on which votes get thrown out 

and which don’t. So, the whole system is a joke.” 
 
What do they do that is different from their peers? –Blockchain Innovation 

tZERO is a blockchain-based asset exchange launched by Overstock’s Medici Ventures.  In other words, 

the company focuses on being a regularly compliant platform for the trading of tokenized securities as well 

as cryptocurrencies.   

 

In comparison to its peers, tZERO represents the most dominating venue in the secondary securities market 

available to this date.  As such, tZERO has a competitive edge and first-mover advantage if security tokens 

increase in popularity and become more commonplace in the years to come. 



With blockchain technology, the trade is the settlement, meaning settlement is instant (T+0 or tZERO), not 

trade date, plus two business days (T+2). Blockchain technology eliminates the risk exposure associated 

with unsettled positions which create 

the potential for mischief, i.e., naked 

short selling.   

 

Naked short selling occurs when short 

sellers or their brokers borrow stock to 

settle the trade two days later (T+2). 

Because of that delay in settlement and 

the lack of transparency into available 

shares, over lending can occur, meaning 

that more shares are sold than issued.  

Tzero eliminates the ability for bad 

actors to sell more shares into the 

market than were issued. 

Overstock Vs. BLOK  2018 – Present 
 

 
What is Overstock’s Life Cycle? 

Take in money 
through the 
issuance of 
debt and 

equity 
securities and 

through 
online product 

sales 

Develop online 
retailing 

platform(s)

Cultivate relationships with 
suppliers to facilitate the 

sale of products through the 
website(s)

Design order fulfillment 
and merchandise 

warehousing centers

Build logistics 
and order 
shipping 
networks

Marketing and 
customer retention 

programs

Process Customer 
orders through 

website(s)  



 



Overstock’s e-commerce retail business deals with price-competitive, new and replenishable merchandise. 

They use the Internet to aggregate both supply and demand to create an efficient marketplace for selling 

these products. Overstock provides suppliers with access to a large customer base and convenient services 

for order fulfillment, customer service, returns handling, and other services. The merchandise offered is 

from various sources including well-known, brand-name manufacturers. Overstock has two components to 

its retail business, a direct business, and a partner business.  

For the partner business, Overstock sells merchandise from manufacturers, distributors, and other 

suppliers. Overstock controls the specific good before it is transferred to the customer. These partners 

perform the same fulfillment operations as Overstock’s warehouses, such as order picking and shipping. 

However, Overstock handles returns and customer service.  

The direct business includes sales made to individual consumers and businesses from Overstock owned 

inventory and that are fulfilled primarily from the warehouse in Salt Lake City, Utah. 

The partner business enjoys a higher margin than the direct business (19-20% vs. 3-7%) so over the last 

few years, Overstock has been 

winding down the direct business 

to focus on the more profitable one.  

While giants such as Amazon and 

Wayfair have raised billions of 

dollars in capital, Overstock has 

raised barely $250MM USD and is 

struggling to obtain new sources of 

fresh capital.  

In 2018, Byrne had to resort to 

expensive sources of capital to pay 

debt that was due. His mother and 

brother, via PCL L.L.C., lent the 

company 40MM USD at an interest 

rate of 8% and the loan was secured by the headquarters.  

Also, in 2018, Overstock obtained another 100MM USD in capital when George Soros exercised a warrant 

to acquire 100MM USD worth of stocks. As for an equity raise, it has been put on hiatus indefinitely as 

Overstock’s management is not willing to dilute shareholders. 
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Who are the Stockholders? 
 

It appears that the stock of Overstock is spread out among many different institutions and individuals. 

Below is a breakdown of the stockholders who hold more than 5% and specific directors and other officer’s 

stockownership holdings. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Who are the Creditors? 
 

Overstock entered into two loans agreements in March 2020. They were a $34.5 million Senior Note, with 

an annual interest of 4.242%, and a $13 million Mezzanine Note, with an annual interest rate of 5.002%. 

The total outstanding debt for these loans at the end of 2020 was $44.2 million. Other debt obligations 

include various current and long-term leases for buildings that Overstock currently holds. 

 We compared the distribution of customer 

reviews Overstock received with those 

received by its competitors. To do so, we 

measured the percent of positive reviews to the 

percent of negative reviews for each company, 

with a lower number being worse.  

 

For instance, a score of 0.5 would mean there is 

one positive review for every two negative 

reviews. As can be seen in the chart to the right, 

Overstock scored by far the worst of all the 

companies we measured. 



Property 

Employees 

Additionally, many employees at Overstock 

seem to be dissatisfied. We found several 

recent Glassdoor reviews which are 

shocking, one example reads: 

“The company is an absolute disaster with no 

real plan. The Retail side of the business is 

always in talks to be sold so the company can 

focus on the worthless crypto side.” 

Although Overstock management makes 

positive statements about the tZERO and 

Medici Ventures businesses.  

We believe the evidence suggests that tZERO 

is struggling to gain traction in the cryptocurrency 

community.  We looked for the tZERO app in the 

Google Play store and found that adoption of tZERO 

has been limited. 

 

 
 
 



Operating Assets 

We found that RNOA was more in line with industry norms when Operating Cash was set to 10% of total 

revenues. 



 

Operating Liabilities 



Financial Liabilities 

 



 

Financial Assets 



 

Net Financial Obligations/Average Net Financial Obligations 

Online shopping was trending 

positive before the pandemic, but 

consumers were pushed to rely on 

digital retailers even more during 

Covid-19, as many physical stores 

were closed, and people opted to 

stay indoors as much as possible to 

slow the spread of the 

coronavirus.    

 

This is readily apparent in 

Overstock’s financials as 

Operating Assets grew 42.2% and 

Operating Liabilities increased 

54.6% in 2020.  Incredibly, 

Overstock’s revenues increased by an amazing 74.7% because of the impact Covid-19 had on e-commerce.   

Americans spent $791.7 billion online during 2020, up 32.4% from 2019. Meanwhile, total retail sales in 

2020 increased 3.4% from the year prior. That behavior translated to e-commerce claiming a bigger piece 

of the pie of total retail sales than before. E-commerce ended the year accounting for 14% of all U.S. sales, 

up from 11% in 2019.  



Average Net Operating Assets/Average Invested Capital 

Invested capital is the total 

amount of money raised by a 

company by issuing securities 

to equity shareholders and 

debt to bondholders, where 

the total debt and 

capital lease obligations are 

added to the amount of equity 

issued to investors.  

Companies must generate 

more in earnings than the cost 

to raise the capital provided 

by bondholders, shareholders, 

and other financing sources, or else the firm does not earn an economic profit. 

Overstock’s Return on Invested Capital is an impressive 24.16%.  However, because of the firm’s historical 

share price volatility, it has a high 4.4 beta.  This makes the cost of raising equity capital over 26% which 

exceeds its ROIC by two hundred and fifty basis points. 

https://www.investopedia.com/terms/b/bondholder.asp
https://www.investopedia.com/terms/l/lease.asp
https://www.investopedia.com/terms/e/economicprofit.asp


Net Operating Profit After Tax (NOPAT) 

We made the decision not to include other revenues and other COGS in our NOPAT calculations.  We did 

not feel like Overstock’s blockchain investments were in operational alignment with its core online retailing 

business or its value proposition—Dream Homes for All. 



 



Income on Invested Capital 

Return on Net Operating Assets (RNOA)/Return on Invested Capital (ROIC) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Free Cash Flow 

Free cash flow is a metric that investors use to help analyze the financial health of a company. It looks at 

how much cash is left over after operating expenses and capital expenditures are accounted for.  

In general, the higher the free cash flow is, the 

healthier a company is, and in a better position to 

pay dividends, pay down debt, and contribute to 

growth.  Because free cash flow is made up of a 

variety of components in the financial statement, 

understanding its composition can provide 

investors with a lot of useful information. 

 



Depending on the method used, Overstock either has low or negative Free Cash Flow.  One drawback to 

using the free cash flow method is that capital expenditures can vary dramatically from year to year and 

between different industries. That's why it's critical to measure FCF over multiple periods and against the 

backdrop of a company's industry.  

It's important to note that an exceedingly high FCF might be an indication that a company is not investing 

in its business properly, such as updating its plant and equipment. Conversely, negative FCF might not 

necessarily mean a company is in financial trouble, but rather, investing heavily in 

expanding its market share, which would likely lead to future growth. 

In Overstock’s case, we’re afraid 

that the culprit for its low Free Cash 

Flows is probably multifaceted.   

First, Overstock was attacked early 

in the growth phase of its life cycle 

by predatory naked short sellers.  

These attacks introduced artificial 

volatility into the firm’s share price 

history which resulted Overstock’s 

current beta of 4.4.  This has 

undoubtedly put a strain on the 

firm’s ability to raise capital and to 

gain the market share and 

economies of scale that it would have needed to compete with the likes of Amazon. 

Second, Byrne has utilized the resources and balance sheet of Overstock to invest in blockchain ventures 

and to pursue his crusade against Wall Street criminality.  In our opinion, these activities fall outside of his 

mandate as CEO to maximize shareholder value.  While we are sympathetic of his motives for pursuing 

such investments, the firm has not benefitted from these deviations from its online-retailing business. 

https://www.investopedia.com/terms/m/marketshare.asp


Common-Size Net Operating Profit After Tax (NOPAT) 

As a percentage of sales, Overstock’s SG&A 

expenses declined from 2018 to 2020.  However, on 

a per employee basis, SG&A is trending upward.   

Further analysis uncovered that Overstock’s high 

SG&A expense can be partly attributed to 

impairments the company made to some of its less 

successful blockchain assets which are reported as 

part of SG&A. 



Enterprise Value 

Overstock’s Debt-to-Equity ratio is 11.4%, 

and its Net Financial Rate is low at 1.95%.  

However, obtaining inexpensive debt 

financing is probably not likely without 

offering collateral. 

This is because any increase in leverage 

would likely increase the firm’s beta which 

would in turn increase its cost of equity capital 

such that any improvements in its WACC 

obtained through inexpensive debt financing 

would be offset by an increase in the firm’s 

cost of equity and by extension its WACC. 



RNOA vs. WACC 

RNOA provides useful insights into a 

company’s ability to generate profits from its 

equity resources. It distinguishes the financial 

and investment income from the operating 

income.     

Similarly, a firm’s WACC is a 

measurement of the cost of debt and 

equity expressed as a percentage, 

which tells us how much we should 

expect in return for investing in a 

company. 

If the RNOA is greater than the 

WACC, then the company is creating 

value because the company is 

investing in value-creating projects. 

However, if the RNOA is lower than 

the WACC, then the company is 

destroying value because the projects 

it is investing in are lower than the 

costs of funding these projects. 

It is interesting to note that despite 

having an RNOA that is less than its WACC, Overstock’s share price performed well in 2020 and 2021.  It 

is our opinion that most of this can be attributed to speculation surrounding the benefit that continued 

COVID-19 lockdowns might have on Overstock and other e-retailers. 



Business Segments 

  

Byrne initiated an IPO of 

Overstock.com in 2002, becoming 

one of the first companies to go 

public under the "Dutch auction" 

method, to retain a greater share of 

capital within the company rather 

than going to the investment 

banks underwriters used in 

conventional public offerings. 

Byrne has said that competing 

banks reacted against this, 

attempting to obstruct the success of 

the offering through negative 

reports and by shorting the 

company's stock.   

This initiated Byrne's long-running 

campaign against short sellers.  

Critics have observed that this campaign, which began in 2005, has distracted him from Overstock's core 

business. The company has had losses in some years, and modest profits in others.  Byrne's tenure was marked 

by a series of initiatives that were rolled out with much enthusiasm, but that were later abandoned or had 

disappointing outcomes.  

In 2013, Byrne began to invest in cryptocurrency and blockchain, and Overstock became the first major retailer 

to accept Bitcoin as a form of payment. Byrne shifted some of Overstock's balance sheet to support Tzero, billed 

as a "blockchain version of Nasdaq; Tzero's initial coin offering in 2018 was largely unsuccessful. As Bryne's 

focus on blockchain technology intensified in 2017 and 2018, Overstock incurred significant losses—$316 

million over two years, more than twice the profits ever made by the company.  



The primary concern we have with 

Overstock is how management has 

diverted resources away from fulfilling its 

value proposition into business ventures 

with dubious tenability and few synergies 

with its retail business.  Overstock’s value 

proposition statement is as follows:  

“Our goal is to provide goods to furnish 

and accessorize Dream Homes for All, 

particularly for our target customers 

who seek smart value on quality, stylish 

merchandise at competitive prices.” 
 
As is demonstrated by the graph to the left, 

Overstock’s retail business is by far its 

most successful and should be its primary focus.  We are of the opinion that the company should divest 

itself of any business segment that doesn’t directly support its core retail business.     

 



Business Segments 

 

Equities analysts list Wayfair’s 

business segments as the 

following: 

• Product Sales 

• Installation Services 

• Advertising 

• Interchange Fees 

It is interesting that Wayfair’s 

financials have considerably less 

detail in that they list only US 

and International as being the 

sources of corporate revenues. 

 

Bed, Bath & Beyond does not report any business segments in its financial statements other than its North 

American retail segment. 



Competition 

Wayfair, much like Overstock, is a home goods and furnishings e-

commerce business. While Wayfair is a larger company than 

Overstock, they actively compete for the same customers. Both 

companies offer a wide array of product options and regularly 

advertise discounts and promotions to consumers. 

 

Wayfair strictly focuses on home furniture and 

home good offerings, while Overstock offers a 

slightly broader array of products. These 

additional product offerings include electronics, 

apparel, and even health and beauty products.  

However, the bulk of Overstock’s web presence 

is geared towards its home furnishings, which is 

why we believe it to be a great comparison 

company to Wayfair. 

 

 

 



Bed Bath & Beyond Inc. operates a chain of retail stores where it sells a range of domestic merchandise, 

including bed linens and related items, bath items, and kitchen textiles; and home furnishings, such as 

kitchen and tabletop items, fine tabletop, basic housewares, general home furnishings, consumables, and 

various juvenile products.  

As of February 27, 2021, the company had 

1,020 stores, including 834 Bed Bath & 

Beyond stores in 50 states, the District of 

Columbia, Puerto Rico, and Canada; 132 

buybuy BABY stores; and 54 stores under the 

names Harmon, Harmon Face Values or Face 

Values. 

BBB also offers products through various 

Websites and applications, such as 

bedbathandbeyond.com.  The company was 

incorporated in 1971 and is headquartered in 

Union, New Jersey. 

We thought it would be interesting to include 

Bed Bath and Beyond in our analysis as a 

competitor of Overstock, because the company 

is grappling with the challenge of 

demonstrating value to its customers amid 

nimble online sellers in an omnichannel 

shopping world.  BBB is struggling to 

implement data-driven price optimization and 

processes that would help it keep up with pure-

play e-commerce retailers such as Overstock 

and Wayfair.   

 

 

 

 

 



Financial Distress 

  Overstock Wayfair 

Total liabilities to total assets 0.47 1.26 
 

The total liabilities to total 

assets ratio illustrates how 

much each company’s assets 

are financed through debt.  

Overstock’s assets are 

financed more from equity as 

compared to Wayfair. A good 

portion of Wayfair’s assets is 

financed through debt. 

 

 

  Overstock Wayfair 

Current Ratio 1.78 1.41 
 

The current ratio measures a 

company’s ability to pay any 

short-term debt that it may 

have. Therefore, a higher 

current ratio means that a 

company will have an easier 

time paying back its debt due 

within one year. At this time, 

Overstock appears to be in a better position to pay back its short-term obligations compared to Wayfair. 

 

 

 

 

 

 

 

 

 

 



  Overstock Wayfair 
EBITDA to net interest -16.39 4.39 

 

 

The EBITDA to net interest 

ratio’s purpose is to give the 

analyst a good understanding of 

how well a company can pay off 

its interest expenses. 

 Overstock’s EBITDA to net 

interest ratio is -16.39 while 

Wayfair is 4.39.  

This shows that Overstock is less 

capable of paying its interest 

expense than Wayfair. Also, the 

significant ratio disparity helps to 

illustrate that Overstock has far 

more debt than Wayfair does at 

present. 

 

Revenue Recognition 

Overstock recognizes their revenue when control of the product passes to the customer or when a service 

is provided. Otherwise, the revenue is considered unearned before the delivery of the product or service. 

The product is considered passed to the customer when the actual delivery of the product occurs from the 

shipping carrier. Due to high volumes, shipping estimates based on historical average shipping times are 

used to determine when revenue should be recognized in any given period.  



Overstock records revenue as gross when they are the principal in a transaction and has control of the 

product or service before its transfer to a customer. Still, they record revenue on a net basis when they are 

not the principal and do not have control of the product. Shipping and handling fees are included in net 

revenue, along with sales tax, discounts, and expected refunds.  

 

Overstock allows for the use of gift cards and has a Club O rewards program. The gift cards and Club O 

rewards are recognized during the period in which they are redeemed. Overstock does receive some revenue 

from its tZERO business; however, most of its revenue is derived from its online retail business. Regarding 

tZERO revenue recognition, they recognize revenue on the gross amount of consideration expected to be 

received through their broker-dealer transactions. 



What is unique about Overstock’s revenue recognition is that they use historical average shipping times 

rather than the actual shipping and delivery dates to determine when the product has been delivered. It 

makes sense to use a historical average as it would be costly and time-consuming to have to watch thousands 

of orders and their delivery dates to determine when revenue needs to be recognized. 

Management discretion is involved in the average shipping times used to determine when revenue should 

be recognized. Hypothetically, the management team could decide to change the estimated shipping and 

delivery times to recognize revenue earlier, which could increase its revenue in each period. 

 

 

 



Note 25—Business Segments 

 

Working Capital  

Accounts receivable, net, Inventories, Accounts payable, and Unearned revenue are balance sheet items 

that we will be including in our calculations of Overstock’s Working Capital. 

 

 



Overstock’s Receivable and Allowance Policy 

Overstock’s Receivable and Allowance Policy falls under the line item “sales returns allowance(s)”. Sales 

return allowances are the expected product returns that may be experienced in each period. This line item 

is determined by analyzing the actual historical returns and experience. This is unique compared to other 

businesses because Overstock is an e-commerce business that is primarily business-to-consumer focused. 

So, money is exchanged the moment that any customer goes through the checkout process, and no terms 

(ex. Net 30) are given on any transaction. Therefore, the only way that money could be lost from a sale 

would be through a refund or a chargeback. It would be safe to assume that sales returns allowances will 

continue to climb at a steady pace as many people continue to shop online due to the lingering effects of 

the pandemic and the overall shift away from brick-and-mortar store shopping. 

 

 

 

 

 



Inventory Accounting 

Overstock accounts for inventory using the FIFO method valued at the lower of cost and net realizable 

value. Inventory increased from 2019 to 2020 by ~7%, which was most likely due to the increased demand 

placed on e-commerce stores during the pandemic. However, there does not appear to be anything strange 

or out of the ordinary with Overstock’s production levels or gross margins. 

 

Overstock’s Working Capital fell 26% between 2014 and 2020.  Additionally, as we drill down into the 

components of Working Capital, we see several interesting countervailing trends.  For example, 

Overstock’s Accounts Receivable increased 59% from 2014 to 2020.  This increase would have had a 

significant impact on Working Capital, were it not offset by a -76% decrease in Inventories and a 49% 

increase in Unearned Revenue. 

 

 



 

Between 2014 and 2020, Overstock’s 

Gross Margin rose by 119% at the same 

time Inventories fell by 76%. 

 

These metrics mirror Overstock’s 

transition from its less-profitable direct 

business where it maintains inventories 

to focus on its more profitable partner 

business, where it sells merchandise 

from manufacturers, distributors, and 

other suppliers. 

 

Additionally, between 2014 and 2020, 

there is an .89 positive correlation 

coefficient between Overstock’s Gross 

Margin and its Unearned Revenue. 

 

Revenue is considered unearned before 

the delivery of the product or service. 

The product is considered passed to the 

customer when the actual delivery of the 

product occurs from the shipping carrier.   

 

It is unclear why there is currently such 

a strong correlation between Gross 

Margin and Unearned Revenue, but 

further investigation is merited. 

 



Leases 

Starting in 2019, Overstock began reporting operating leases on its balance sheet according to the FASB 

accounting rule change ASC 842. The rule change required that just about all lease activities (operating 

leases and capital leases) be reported on the balance sheet rather than operating leases left off the balance 

sheet, as was the custom before the rule change.  

The operating and finance leases listed on the balance sheet are for warehouses, office space, data centers, 

and certain equipment. Overstock’s per year assets rose by around $25 million when the rule took effect, 

and their per year liabilities rose around $28 million. By complying with this rule change, Overstock’s net 

operating assets and invested capital would have increased. Therefore, their return on net operating assets 

and return on invested capital decreased. 

 

Impairments 

In 2020 Overstock did not report any impairments or write-downs on its books. However, in 2019 and 2018, 

Overstock experienced impairment losses of $1.4 million and $6 million, respectively, related to patents 

that are held by Medici Ventures, which is Overstock’s blockchain technology portfolio of companies. 

These impairments were reported as part of Overstock’s SG&A expense.  As a result, Overstock’s SG&A 

expense is much higher on a per employee basis than its competitors.   

It is unlikely that any write-downs would be necessary for 2020 as the global Covid-19 pandemic drove 

consumers to online retailers as brick-and-motor stores were shut down, and cryptocurrencies saw a huge 

spike in prices, which are dependent on blockchain technology. 



Acquisitions 

Overstock has made many acquisitions over the last several years. The consolidated financial statements 

include the acquisition of the following companies:  

• Bitt, Inc. (completed October 20, 2020),  

• tZERO Crypto, Inc. (completed January 1, 2019),  

• Verify Investor, LLC (completed February 12, 2018,  

• Mac Warehouse, LLC (completed June 25, 2018) 

However, in February of 2020, Overstock's subsidiary Medici Land Governance ("MLG") sold shares of 

its common stock to an unrelated third party, reducing Overstock's ownership from 57% down to 35%. Due 

to this reduction in ownership, on February 22, 2020, Overstock no longer had control of MLG and 

deconsolidated its financials from Overstock's financial statements. 

On the consolidated balance sheets and statements of operations, Marketable securities at fair value, 

Goodwill, Equity securities, Equity attributable to noncontrolling interests, and Net loss attributable to 

noncontrolling interests are where Overstocks acquisitions can be found. 

The balance sheet includes equity and marketable securities at fair value of public and private entities that 

Overstock holds less than 20% interest in. The equity method is used to account for these interests on the 

financial statements. Impairments for equity securities without readily determinable fair values amount to 

$6.4 million over 2018 to 2020. $958,000 of upward adjustments were recognized in 2018 due to price 

adjustments to equity securities. 

 

 



Restricted Stock Activity Table 

Overstock does not offer employee stock options (ESO’s); rather, they offer their employees restricted 

stock. The main difference between an ESO and restricted stock is that ESO’s give the employee the option 

to buy the stock at a predetermined price, whereas restricted stock is stock shares given to an employee. 

Something unique about Overstock’s restricted stock is that their vesting period is only three years.   

It’s also interesting to note that the fair value of the stock in 2018 was $65.42, but the stock in 2019 and 

2020 was $17.80 and $10.39, respectively. Based on the current OSTK stock price (as of July 27, 2021, the 

stock price was $82.68), it is likely that the grant value will rebound to 2018 levels for the 2021 year-end. 

Rabbi Trust 

A rabbi trust is a trust created to support the non-qualified benefit obligations of employers to their 

employees. In essence, it is a non-qualified employee trust created for the benefit of both the employer and 

employee.   Overstock uses a Rabbi Trust to compensate its senior executives.  Assets held inside a Rabbi 



Trust are sheltered from taxes until they are withdrawn.  Additionally, because contributions are 

irrevocable, an employer cannot retrieve funds once they have been contributed.   

A rabbi trust protects employees from a company that is experiencing financial hardship and wants to 

remove some of the trust’s assets to meet its other obligations. For example, an employer cannot withdraw 

$50,000 from a rabbi trust to pay employee wages. A rabbi trust’s structure cannot be changed by the 

employer once it has been established, giving further protection to its beneficiaries. 

 

Conclusion:  Should You Invest in Overstock? 

Answer:  Not currently. 

Reason #1:  Overstock’s management isn’t sold on the company’s long-term prospects, as evidenced by 

the fact that they’ve repeatedly diverted resources away from the company’s core business to pursue non-

complimentary business ventures in blockchain and 

crypto. 

Reason #2:  Overstock has thus far failed to achieve 

sufficient market share for it to be able to compete 

against the other big players in its space over time.   

Reason #3:  Overstock’s cost of capital is too high.  

Despite having a 74.7% increase in revenues because 

of Covid-19 and having an RNOA of over 24% in 2020, 

the company still failed to hurdle its WACC which is an 

astronomical 26.94%. 

Reason #4:  Years of losses and tepid business performance as well as ventures into non-core business 

activities has caused distortions in the firm’s financial statements.  These distortions have made many of 

the company’s KPIs indecipherable and/or meaningless.   

Reason #5:  Overstock has a very low Free Cash Flow Yield.  

This is seen as a negative indicator, because it means 

investors are putting money into the company but not 

receiving a very good return in exchange.  

 



Addendum 

Dupont Disaggregation 

Return on Equity – Return on Assets 

ROE = Net Income/Avg. Equity

Return on Assets

Profitability

Gross Profit 
Margin

Operating 
Expense Margin

Profit Margin

Productivity

Accounts 
Receivable

Turnover

Inventory 
Turnover

Accounts 
Payable 

Turnover

Cash Conversion 
Cycle

PPE Turnover

Financial Leverage (FL)

Total Liabilities 
to Equity

Times Interest 
Earned



 

Consistent, accumulated 

retained deficits for 

Overstock and Wayfair 

accompanied by repeated 

consolidated net losses by 

both Overstock and Wayfair 

have made calculating this 

metric essentially 

meaningless. 

  

 

 

 

The contrast between the e-

retailers and the traditional 

box-store retailer is 

particularly interesting in this 

graph as the impact of the 

Covid-19 lockdowns is 

observed. 

 

 

 



Profitability 

 

We see a steep negative trend in 

BBB’s profit margin even when 

Wayfair and Overstock had a sharp 

increase.  This graph is a good 

contrast of how traditional box-

store retail struggles to compete in 

an environment that is increasingly 

moving online. 

 

 

 

 

 

 

 



 

It is interesting that while 

Overstock had the best Profit 

Margin of the three firms, it 

has the worst Operating 

Expense Margin.   

This is likely because it has 

significant overhead costs 

related to its Medici Ventures 

segments embedded in 

Operating Expenses. 

 

 

Productivity 

 



 

Wayfair has a higher overall 

A/R turnover, but Overstock’s 

has risen to an all-time high vs. 

Wayfair’s steeply declining 

A/R turnover since 2016. 

 

 

 

 

 

 

 

 

Overstock is the shining star in 

this comparison with an 

inventory turnover ratio of 

326.12 vs.  Wayfair’s 176.26 

and BBB’s dismal 3.23. 

BBB’s low turnover ratio is 

likely due to the large 

inventory required to stock all 

its retail locations. 

 

 

 



 

BBB’s business model requires 

a much larger investment in 

physical inventory.  This 

inefficiency relative to the e-

commerce businesses is 

contrast nicely in the Cash 

Conversion Cycle comparisons 

in the graph to the left. 

 

 

 

 

Financial Leverage 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

Once again, Wayfair’s 

accumulated retained 

deficits have made this 

metric less meaningful. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Altman Z-Score 

The Altman Z-score is based on five financial ratios that can be calculated from data found on a company's 

annual 10-K report. It uses profitability, leverage, liquidity, solvency, and activity to predict whether a 

company has a high probability of becoming insolvent.  In the charts above, we see mixed results for 

Overstock, improvement for Wayfair and decline for Bed, Bath and Beyond.   



Z-Score > 3:  Company is healthy | 2.99>Z-Score>1.8: Grey area | 1.80>Z-Score: Company is in financial distress 

 

 

 

 

 

 

 

The effects of the Covid-

19 lockdowns are very 

evident when comparing 

the two e-commerce 

retailers to the box retail 

chain.   

 

 

 

What is unexpected is that 

even though favorable 

effects of the Covid-19 

lockdowns are present in 

some of the Z-score 

metrics, overall, the firms 

are very close to one 

another with regards to 

their likelihood of 

insolvency. 



 

 

 

 

 

 


