Edgar Filing: OVERSTOCK.COM, INC - Form 10-Q

OVERSTOCK.COM, INC
Form 10-Q

August 04, 2016

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

},’QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2016

Or

OTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission file number: 000-49799

OVERSTOCK.COM, INC.

(Exact name of registrant as specified in its charter)

Delaware 87-0634302

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification Number)

6350 South 3000 East, Salt Lake City, Utah 84121
(Address of principal executive offices) (Zip Code)

(801) 947-3100
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), (2) has been subject to such filing requirements for the past 90 days. Yesy No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yesy Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer x

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the act). Yes o Noy

There were 25,347,999 shares of the Registrant’s common stock, par value $0.0001, outstanding on July 26, 2016.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS (UNAUDITED)
Overstock.com, Inc.
Consolidated Balance Sheets (Unaudited)

(in thousands)
June 30, December 31,

2016 2015
Assets
Current assets:
Cash and cash equivalents $122,566 $ 170,262
Restricted cash 457 430
Accounts receivable, net 19,305 16,128
Inventories, net 17,518 20,042
Prepaid inventories, net 1,218 1,311
Deferred tax assets, net 16,048 26,305
Prepaids and other current assets 17,258 13,890
Total current assets 194,370 248,368
Fixed assets, net 126,344 93,696
Precious metals 9,722 9,722
Deferred tax assets, net 41,844 37,891
Intangible assets, net 12,681 14,656
Goodwill 14,698 15,387
Other long-term assets, net 15,163 8,669
Total assets $414,822 $ 428,389
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $78,934 $ 122,705
Accrued liabilities 76,310 83,387
Deferred revenue 44,070 50,944
Finance obligations, current 2,229 1,059
Other current liabilities, net 1,360 581
Total current liabilities 202,903 258,676
Long-term debt, net 31,969 8,843
Finance obligations, non-current 8,642 4,535
Other long-term liabilities 9,515 6,974
Total liabilities 253,029 279,028
Commitments and contingencies (Note 5)
Stockholders’ equity:
Preferred stock, $0.0001 par value:
Authorized shares - 5,000
Issued and outstanding shares - none — —
Common stock, $0.0001 par value
Authorized shares - 100,000
Issued shares - 27,796 and 27,634
Outstanding shares - 25,348 and 25,234 3 3
Additional paid-in capital 372,762 370,047

Accumulated deficit (153,895 ) (166,420 )
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Accumulated other comprehensive loss

Treasury stock:

Shares at cost - 2,448 and 2,400

Equity attributable to stockholders of Overstock.com, Inc.
Equity attributable to noncontrolling interests

Total equity

Total liabilities and stockholders’ equity

(2,990 ) (1,430 )

(52,349 ) (51,747 )
163,531 150,453
(1,738 ) (1,092 )
161,793 149,361
$414,822 $ 428,389

See accompanying notes to unaudited consolidated financial statements.
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Overstock.com, Inc.
Consolidated Statements of Operations (Unaudited)

(in thousands, except per share data)

Three months

Six months ended

ended
June 30, June 30,

2016 2015 2016 2015
Revenue, net
Direct $24,630 $34,428 $51,281 $70,563
Partner and other 393,910 353,585 780,936 715,794
Total net revenue 418,540 388,013 832,217 786,357
Cost of goods sold
Direct(1) 23,098 31,235 48,504 63,762
Partner and other 319,120 283,121 630,084 573,501
Total cost of goods sold 342,218 314,356 678,588 637,263
Gross profit 76,322 73,657 153,629 149,094
Operating expenses:
Sales and marketing(1) 33,353 28,087 64,809 56,059
Technology(1) 25,800 24,059 51,510 47,146
General and administrative(1) 22,678 19,429 44,526 39,963
Litigation settlement — — (19,520 ) —
Total operating expenses 81,831 71,575 141,325 143,168
Operating income (loss) (5,509 ) 2,082 12,304 5,926
Interest income 64 38 155 81
Interest expense ® ) (8 ) (7 ) (12
Other income, net 3,992 1,163 8,148 1,768
Income (loss) before income taxes (1,458 ) 3,275 20,600 7,763
Provision (benefit) for income taxes 243 ) 1,849 8,721 3,789
Consolidated net income (loss) $(1,215) $1,426  $11,879 $3.,974
Less: Net loss attributable to noncontrolling interests (311 ) 242 ) (646 ) (433

Net income (loss) attributable to stockholders of Overstock.com, Inc. $(904 ) $1,668
Net income (loss) per common share—basic:

Net income (loss) attributable to common shares—basic $(0.04 ) $0.07
Weighted average common shares outstanding—basic 25,341 24,306
Net income (loss) per common share—diluted:

Net income (loss) attributable to common shares—diluted $(0.04 ) $0.07
Weighted average common shares outstanding—diluted 25,341 24,398
(1) Includes stock-based compensation as follows (Note 7):

Cost of goods sold — direct $80  $48 $131 $77
Sales and marketing 83 31 132 90
Technology 238 206 405 326
General and administrative 1,346 675 2,047 1,245
Total $1,747 $960 $2,715 $1,738

See accompanying notes to unaudited consolidated financial statements.
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$12,525 $4,407

$0.49 $0.18
25,311 24,260

$0.49 $0.18
25,350 24,394
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Overstock.com, Inc.
Consolidated Statements of Comprehensive Income (Loss) (Unaudited)
(in thousands)

Three months Six months ended

ended
June 30, June 30,
2016 2015 2016 2015
Consolidated net income (loss) $(1,215) $1,426 $11,879 $3,974

Other comprehensive income (loss):
Unrealized gain (loss) on cash flow hedges, net of benefit (expense) for taxes of

$349, ($351), $1,064 and $87 (540 ) 588 (1,560 ) (115 )

Other comprehensive income (loss) (540 ) 588 (1,560 ) (115 )
Comprehensive income (loss) $(1,755) $2,014 $10,319 $3,859
Less: Comprehensive loss attributable to noncontrolling interests (311 ) (242 ) (646 ) (433 )
Comprehensive income (loss) attributable to stockholders of Overstock.com,

Inc $(1,444) $2,256 $10,965 $4,292

See accompanying notes to unaudited consolidated financial statements.
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Overstock.com, Inc.

Consolidated Statements of Changes in Stockholders’ Equity (Unaudited)

(in thousands)

Equity attributable to stockholders of Overstock.com, Inc.
Number of common shares issued

Balance at beginning of period

Common stock issued upon vesting of restricted stock
Balance at end of period

Number of treasury stock shares
Balance at beginning of period
Purchases of treasury stock
Balance at end of period

Total number of outstanding shares

Common stock

Additional paid-in capital

Balance at beginning of period

Stock-based compensation to employees and directors
Balance at end of period

Accumulated deficit

Balance at beginning of period

Net income attributable to stockholders of Overstock.com, Inc.
Balance at end of period

Accumulated other comprehensive loss
Balance at beginning of period

Net other comprehensive loss

Balance at end of period

Treasury stock

Balance at beginning of period

Purchases of treasury stock

Balance at end of period

Total equity attributable to stockholders of Overstock.com, Inc.

Equity attributable to noncontrolling interests
Balance at beginning of period

Net loss attributable to noncontrolling interests
Total equity attributable to noncontrolling interests

Total equity

Six months
ended

June 30,
2016

27,634
162
27,796

2,400
48
2,448
25,348

$3

$370,047
2,715
$372,762

$(166,420)
12,525
$(153,895)

$(1,430 )
(1,560 )
$(2,990 )

$(51,747 )
(602 )
(52,349 )
$163,531

$(1,092 )
(646 )
$(1,738 )

$161,793

See accompanying notes to unaudited consolidated financial statements.
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Overstock.com, Inc.
Consolidated Statements of Cash Flows (Unaudited)
(in thousands)

Cash flows from operating activities:
Consolidated net income

Adjustments to reconcile net income to net cash (used in) provided by

operating activities:

Depreciation of fixed assets

Amortization of intangible assets

Stock-based compensation to employees and directors
Deferred income taxes, net

Amortization of debt issuance costs

Loss on investment in precious metals

Loss on investment in cryptocurrency
Ineffective portion of loss on cash flow hedge
Termination costs of cryptobond financing
Other

Changes in operating assets and liabilities, net of acquisitions:
Restricted cash

Accounts receivable, net

Inventories, net

Prepaid inventories, net

Prepaids and other current assets

Other long-term assets, net

Accounts payable

Accrued liabilities

Deferred revenue

Other long-term liabilities

Net cash (used in) provided by operating activities
Cash flows from investing activities:

Purchases of marketable securities

Sales of marketable securities

Purchases of intangible assets

Investment in precious metals

Investment in cryptocurrency

Equity method investment

Disbursement of note receivable

Cost method investments

Acquisitions of businesses, net of cash acquired

Expenditures for fixed assets, including internal-use software and

website development

Proceeds from sale of fixed assets

Net cash used in investing activities

Cash flows from financing activities:
Payments on capital lease obligations
Paydown on direct financing arrangement

Six months ended
June 30,
2016 2015

$11,879 $3,974

12,296 11,152

2,222 62
2,715 1,738
7,368 3,303
— 52
— 106
2 )3

(27 ) —

(1,169 ) 3,120
2,524 (1,320

93 766
(3,015 ) (5,347
(204 ) 425

(46,297 ) (44,004
(9,033 ) (20,599
6,874 ) (2,611
542 1,313
(26,982 ) (47,867

(7 ) (7
27 35
(1 ) (94
— (190
(3,050 ) —

(4,000 ) (7,000
1,220 —

(42,848 ) (19,039
11 22
(48,648 ) (26,273

— (362
(54 ) (151

Twelve months ended
June 30,
2016 2015

$9,125 $6,896

24,660 21,062

3,741 111

4,503 3,822

5,548 4,435

21 —

1,131 1,321

46 106

124 —

850 —

4 5

27 ) 1,000

(826 ) (215 )
) 10,010 (7,326 )

1,230 (580 )
) 994 (1,317 )

(563 ) 563

) 8,189 11,580
) 7,413 9,849
) (1,770 ) 9,612
998 1,342
) 75,401 62,266

) (14 ) (14 )

27 35
) (132 ) (175 )
— (2,496 )
— (300 )
) 38 (440 )
8,050 ) —

) (4,000 ) (7,000 )
9,381 ) —

) (83,322 ) (45,306 )
28 65
) (104,806 ) (55,631 )

) — (362 )
) 212 ) (295 )

10
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Payments on finance obligations

Payments on interest swap

Proceeds from finance obligations

Proceeds from short-term debt

Payments on short-term debt

Proceeds from long-term debt

Change in restricted cash

Proceeds from exercise of stock options

Purchase of treasury stock

Payment of debt issuance costs

Net cash provided by (used in) financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Continued on the following page

Overstock.com, Inc.

Consolidated Statements of Cash Flows (Unaudited)
(Continued)

(in thousands)

Supplemental disclosures of cash flow information:
Cash paid during the period:

Interest paid

Taxes paid

Non-cash investing and financing activities:

(797
(339
6,074

(602

27,934

) — (901

) — (396
— 11,772
500 5,000
— (750
— 33,140
75 75
270 —

) (2,362 ) (607
— (621
(2,030 ) 46,500

(47,696 ) (76,170 ) 17,095

170,262

18

1,641 105,47

75
439
) (2,368 )
) (1,031 )
(3,042 )
3,593
1 101,878

$122,566 $105,471 $122,566 $105,471

Fixed assets, including internal-use software and website development, costs financed

through accounts payable and accrued liabilities
Equipment acquired under capital lease obligations
Capitalized interest cost

Acquisition of businesses through stock issuance
Change in value of cash flow hedge

See accompanying notes to unaudited consolidated financial statements.

Six months
ended

June 30,
2016 2015
$339 $25
544 200

$8,283 $6,971

— 362
78 78
2,286 202

Twelve months

ended

June 30,
2016 2015
$538 $46
617 276

$8,283 $6,971

— 362
157 104
18,149 —
3,348 1,210

11
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Overstock.com, Inc.
Notes to Unaudited Consolidated Financial Statements

1. BASIS OF PRESENTATION
As used herein, "Overstock," "Overstock.com," "O.co," "we," "our" and similar terms include Overstock.com, Inc.
and its consolidated subsidiaries, unless the context indicates otherwise.

We have prepared the accompanying unaudited consolidated financial statements pursuant to the rules and regulations
of the Securities and Exchange Commission (“SEC”) regarding interim financial reporting. Accordingly, they do not
include all of the information and footnotes required by generally accepted accounting principles for complete
financial statements and should be read in conjunction with Management’s Discussion and Analysis of Financial
Condition and Results of Operations and our audited annual consolidated financial statements and related notes
included in our Annual Report on Form 10-K for the year ended December 31, 2015. The accompanying unaudited
consolidated financial statements reflect all adjustments, consisting only of normal recurring adjustments, which are,
in our opinion, necessary for a fair presentation of results for the interim periods presented. Preparing financial
statements requires us to make estimates and assumptions that affect the amounts that are reported in the consolidated
financial statements and accompanying disclosures. Although these estimates are based on our best knowledge of
current events and actions that we may undertake in the future, actual results may be different from the estimates. The
results of operations for the three and six months ended June 30, 2016 are not necessarily indicative of the results to
be expected for any future period or the full fiscal year.

For purposes of comparability, we reclassified certain immaterial amounts in the prior periods presented to conform
with the current year presentation.

2. ACCOUNTING POLICIES
Principles of consolidation

The accompanying consolidated financial statements include our accounts and the accounts of our wholly-owned and
majority-owned subsidiaries. All intercompany account balances and transactions have been eliminated in
consolidation.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires estimates
and assumptions that affect the reported amounts of assets and liabilities, revenues and expenses, and related
disclosures of contingent liabilities in the consolidated financial statements and accompanying notes. Estimates are
used for, but not limited to, investment valuation, receivables valuation, valuation of derivative financial instruments,
revenue recognition, sales returns, incentive discount offers, inventory valuation, depreciable lives of fixed assets and
internally-developed software, goodwill valuation, intangible asset valuation, income taxes, stock-based
compensation, performance-based compensation, and contingencies. We also used estimates in our valuation of
recently acquired intangible assets. Actual results could differ materially from these estimates.

Cash equivalents
We classify all highly liquid instruments, including instruments with a remaining maturity of three months or less at
the time of purchase, as cash equivalents. Cash equivalents were $28.1 million and $28.1 million at June 30, 2016 and

December 31, 2015, respectively.

12
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Restricted cash

We consider cash that is legally restricted and cash that is held as a compensating balance for letter of credit
arrangements as restricted cash.

Fair value of financial instruments
We account for our assets and liabilities using a hierarchy of valuation techniques based on whether the inputs to those
valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from independent

sources,

8
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while unobservable inputs reflect our market assumptions. These two types of inputs have created the fair-value
hierarchy below. This hierarchy requires us to minimize the use of unobservable inputs and to use observable market
data, if available, when determining fair value.

{.evel 1—Quoted prices for identical instruments in active markets;

Level 2—Quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments in
markets that are not active, and model-derived valuations in which all significant inputs and significant value drivers
are observable in active markets; and

Level 3—Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable.

Under GAAP, certain assets and liabilities are required to be recorded at fair value on a recurring basis. Our assets and
liabilities that are adjusted to fair value on a recurring basis are investments in money market mutual funds, trading
securities, derivative instruments, and deferred compensation liabilities.

The fair values of our investments in money market mutual funds, trading securities, and deferred compensation
liabilities are determined using quoted market prices from daily exchange traded markets on the closing price as of the
balance sheet date and are classified as Level 1. The fair values of our derivative instruments are determined using
standard valuation models. The significant inputs used in these models are readily available in public markets, or can
be derived from observable market transactions, and therefore have been classified as Level 2. Inputs used in these
standard valuation models for derivative instruments include the applicable forward rates, interest rates and discount
rates. Included in the fair value of derivative instruments is an adjustment for nonperformance risk. The adjustment for
nonperformance risk did not have a significant impact on the estimated fair value of our derivative instruments. For
additional disclosures related to our derivative instruments, see Derivative financial instruments below.

The following tables summarize our assets and liabilities measured at fair value on a recurring basis using the
following levels of inputs as of June 30, 2016 and December 31, 2015 as indicated (in thousands):

Fair Value Measurements at June

30, 2016:

Total Levell Level2 Level3

Assets:
Cash equivalents - Money market mutual funds $ 28,128 $28,128 $— $ —
Trading securities held in a “rabbi trust” (1) 49 49 — —
Total assets $28,177 $28,177 $— $ —
Liabilities:
Derivatives (2) $4,612 $— $4,612 $ —
Deferred compensation accrual “rabbi trust” (3) 51 51 — —
Total liabilities $4,663 $51 $4,612 $ —
Fair Value Measurements at December 31, 2015:
Total Level 1 Level 2 Level 3
Assets:
Cash equivalents - Money market mutual funds $ 28,102 $ 28,102 $ — $ —
Trading securities held in a “rabbi trust” (1) 68 68 — —
Total assets $ 28,170 $ 28,170 $ — $ —
Liabilities:
Derivatives (2) $ 2,356 $ — $ 2,356 $ —
Deferred compensation accrual “rabbi trust” (3) 70 70 — —
Total liabilities $ 2,426 $ 70 $ 2,356 $ —

14
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ey

— Trading securities held in a rabbi trust are included in Prepaids and other current assets and Other long-term
assets, net in the consolidated balance sheets.
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— Derivative financial instruments are included in Other current liabilities, net and Other long-term liabilities in the
consolidated balance sheets.

— Non qualified deferred compensation in a rabbi trust is included in Accrued liabilities and Other long-term
liabilities in the consolidated balance sheets.

2)
3)

Our other financial instruments, including cash, restricted cash, accounts receivable, accounts payable, accrued
liabilities, finance obligations, and long-term debt are carried at cost, which approximates their fair value.

Accounts receivable

Accounts receivable consist primarily of trade amounts due from customers in the United States and from uncleared
credit card transactions at period end. Accounts receivable are recorded at invoiced amounts and do not bear interest.

Allowance for doubtful accounts

From time to time, we grant credit to some of our business customers on normal credit terms (typically 30 days). We
perform credit evaluations of our business customers’ financial condition and payment history and maintain an
allowance for doubtful accounts receivable based upon our historical collection experience and expected collectability
of accounts receivable. The allowance for doubtful accounts receivable was $848,000 and $465,000 at June 30, 2016
and December 31, 2015, respectively.

Concentration of credit risk

Cash equivalents include short-term, highly liquid instruments with maturities at date of purchase of three months or
less. At June 30, 2016 and December 31, 2015, two banks held the majority of our cash and cash equivalents. We do
not believe that, as a result of this concentration, we are subject to any unusual financial risk beyond the normal risk
associated with commercial banking relationships.

Financial instruments that potentially subject us to significant concentrations of credit risk consist primarily of cash
equivalents and receivables. We invest our cash primarily in money market securities which are uninsured.

Valuation of inventories

Inventories, consisting of merchandise purchased for resale, are accounted for using a standard costing system which
approximates the first-in-first-out (“FIFO”) method of accounting, and are valued at the lower of cost or market. We
write down our inventory for estimated obsolescence and to lower of cost or market value based upon assumptions
about future demand and market conditions. If actual market conditions are less favorable than those projected by
management, additional inventory write-downs may be required. Once established, the original cost of the inventory

less the related inventory allowance represents the new cost basis of such products. Reversal of the allowance is
recognized only when the related inventory has been sold or scrapped.

Prepaid inventories, net
Prepaid inventories, net represent inventories paid for in advance of receipt.
Prepaids and other current assets

Prepaids and other current assets represent expenses paid prior to receipt of the related goods or services, including
advertising, license fees, maintenance, packaging, insurance, and other miscellaneous costs.

16
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Fixed assets

Fixed assets, which include assets such as technology infrastructure, internal-use software, website development,
furniture and fixtures, and leasehold improvements, are recorded at cost and depreciated using the straight-line method
over the estimated useful lives of the related assets or the term of the related capital lease, whichever is shorter, as
follows:

Life

(years)
Computer software 2-4
Computer hardware 3-4

Furniture and equipment 3-5
Leasehold improvements are amortized over the shorter of the term of the related leases or estimated useful lives.

Depreciation expense is classified within the corresponding operating expense categories on the consolidated
statements of operations as follows (in thousands):

Three months Six months ended

ended

June 30, June 30,

2016 2015 2016 2015
Cost of goods sold - direct $82  $68  $159  $133
Technology 5,882 5,457 11,802 10,456
General and administrative 143 281 335 563

Total depreciation, including internal-use software and website development $6,107 $5,806 $12,296 $11,152

Total accumulated depreciation of fixed assets was $169.2 million and $156.8 million at June 30, 2016 and
December 31, 2015, respectively.

Capitalized interest

We capitalize interest costs incurred on debt during the construction of major projects. Capitalized interest for the
three and six months ended June 30, 2016 and 2015 was not significant.

Internal-use software and website development

Included in fixed assets is the capitalized cost of internal-use software and website development, including software
used to upgrade and enhance our Website and processes supporting our business. We capitalize costs incurred during
the application development stage of internal-use software and amortize these costs over the estimated useful life of
two to three years. Costs incurred related to design or maintenance of internal-use software are expensed as incurred.

During the three months ended June 30, 2016 and 2015, we capitalized $5.4 million and $5.4 million, respectively, of
costs associated with internal-use software and website development, both developed internally and acquired
externally. Amortization of costs associated with internal-use software and website development was $3.8 million and
$3.7 million, respectively, for those respective periods. During the six months ended June 30, 2016 and 2015, we
capitalized $10.1 million and $9.4 million, respectively, of such costs and had amortization of $7.6 million and $6.9
million for those respective periods.

Cost and equity method investments

18
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At June 30, 2016, we held minority interests (less than 20%) in four privately held entities. The total aggregate
amount of these investments was approximately $11.0 million. Included in these investments is an approximately $4.0
million investment in a financial technology company that we made in April 2016. In conjunction with this investment
we agreed to make a subsequent $3.0 million investment, and a $3.0 million loan, that are contingent on the investee
reaching certain milestones. We do not know when, or if, the investee will reach such milestones. We did not acquire
a controlling interest in this investee, nor would our interest become controlling if we were to make the subsequent
investment. Based on the nature of our investment, we have a variable interest in this investee. However, because we
do not have power to direct the investee's

11
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activities, and therefore we are not the investee's primary beneficiary, we do not consolidate the investee in our
financial statements.

In June 2016, in order to maintain our proportional interest, we made a $200,000 convertible loan to one of the entities
in which we hold a cost method investment. The loan will convert to an equity interest no later than January 2018.

These investments are recognized as cost method investments included in Other long-term assets, net in our
consolidated balance sheets. Earnings from the investments are recognized to the extent of dividends received, and we
will recognize subsequent impairments to the investment if they are other than temporary. We review these
investments individually for impairment by evaluating if events or circumstances have occurred that may have a
significant adverse effect on their fair value. If such events or circumstances have occurred, we will then estimate the
fair value of the investment and determine if any decline in the fair value of the investment below its carrying value is
other-than-temporary. At June 30, 2016, the carrying amount of the investments was $11.0 million. We recognized no
impairment losses during the six months ended June 30, 2016 and the year ended 2015.

During Q1 2016, we made an approximately $2.9 million loan to an entity which will convert to a minority equity
interest in the entity during Q3 2016. The loan is not redeemable and the conversion is mandatory. We have classified
this loan in Other long term assets, net in our consolidated balance sheets. Upon conversion, we will hold a less than
20% interest in the entity and we will recognize the interest as a cost method investment.

Noncontrolling interests

During 2014, we formed Medici Inc. to develop blockchain and fintech technology. Medici Inc. is a majority owned
subsidiary of Overstock. During Q1 2016, Medici Inc. completed the acquisition of the assets of a financial
technology firm and the membership interests in two registered broker dealers, each of which was under common
control with the firm from which the financial technology assets were purchased. The former owners of that firm hold
noncontrolling interests in Medici Inc. The asset and membership interest acquisition transactions are described
further in Note 3—Acquisitions, Goodwill, and Acquired Intangible Assets. The proceeds for the acquisitions were
financed by Medici Inc. through a note payable to Overstock that bears interest at a rate that approximates the Federal
Funds Rate. Medici Inc. is included in our consolidated financial statements. Intercompany transactions have been
eliminated and the amounts of contributions and gains or losses that are attributable to the noncontrolling interests are
disclosed in our consolidated financial statements.

Leases

We account for lease agreements as either operating or capital leases depending on certain defined criteria. In certain
of our lease agreements, we receive rent holidays and other incentives. We recognize lease costs on a straight-line
basis without regard to deferred payment terms, such as rent holidays, that defer the commencement date of required
payments. Additionally, tenant improvement allowances are amortized as a reduction in rent expense over the term of
the lease. Leasehold improvements are capitalized at cost and amortized over the lesser of their expected useful life or
the life of the lease, without assuming renewal features, if any, are exercised.

Treasury stock

We account for treasury stock under the cost method and include treasury stock as a component of stockholders’
equity.

Precious metals
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Our precious metals consisted of $5.7 million in gold and $4.0 million in silver at June 30, 2016 and December 31,
2015. We store our precious metals at an off-site secure facility. Because these assets consist of actual precious
metals, rather than financial instruments, we account for them as an investment initially recorded at cost (including
transaction fees) and then adjusted to the lower of cost or market based on an average unit cost. On an interim basis,
we recognize decreases in the value of these assets caused by market declines. Subsequent increases in the value of
these assets through market price recoveries during the same fiscal year are recognized in the later interim period, but
may not exceed the total previously recognized decreases in value during the same year. Gains or losses resulting from
changes in the value of our precious metal assets are recorded in Other income, net in our consolidated statements of
operations. There were no recorded gains or losses on
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investments in precious metals for the three and six months ended June 30, 2016. We recorded a $52,000 loss on
investments in precious metals for the three and six months ended June 30, 2015.

Goodwill

Goodwill represents the excess of the purchase price paid over the fair value of the net assets acquired in business
combinations. Goodwill is not amortized but is tested for impairment at least annually. When evaluating whether
goodwill is impaired, we make a qualitative assessment to determine if it is more likely than not that its fair value is
less than its carrying amount. If the qualitative assessment determines that it is more likely than not that its fair value
is less than its carrying amount, we compare the fair value of the reporting unit to which the goodwill is assigned to its
carrying amount. If the carrying amount exceeds its fair value, then the amount of the impairment loss must be
measured. The impairment loss, if any, is calculated by comparing the implied fair value of the goodwill to its
carrying amount. In calculating the implied fair value of goodwill, the fair value of the reporting unit is allocated to
the other assets and liabilities within the reporting unit based on estimated fair value. The excess of the fair value of a
reporting unit over the amount allocated to its other assets and liabilities is the implied fair value of goodwill. An
impairment loss is recognized when the carrying amount of goodwill exceeds its implied fair value.

In accordance with this guidance, we test for impairment of goodwill annually or when we deem that a triggering
event has occurred. There were no impairments to goodwill recorded during the six months ended June 30, 2016 or
the year ended December 31, 2015.

During the six months ended June 30, 2016, we recognized a $688,000 adjustment in goodwill related to a business
combination as described in Note 3—Acquisitions, Goodwill, and Acquired Intangible Assets. The change in goodwill
relates to a non-reportable segment, included in Other as described in Note 8—Business Segments.

Intangible assets other than goodwill

We capitalize and amortize intangible assets other than goodwill over their estimated useful lives unless such lives are
indefinite. Intangible assets other than goodwill acquired separately from third-parties are capitalized at cost while
such assets acquired as part of a business combination are capitalized at their acquisition-date fair value. Intangible
assets other than goodwill are amortized using the straight line method of amortization over their useful lives, with the
exception of certain intangibles (such as acquired technology, customer relationships, and trade names) which are
amortized using an accelerated method of amortization based on cash flows. These assets are reviewed for impairment
whenever events or changes in circumstances indicate that their carrying amount may not be recoverable as described
below under Impairment of long-lived assets.

During the six months ended June 30, 2016, we acquired $224,000 of intangible assets other than goodwill related to a
business combination as described in Note 3—Acquisitions, Goodwill, and Acquired Intangible Assets. Aggregate
amortization expense for intangible assets other than goodwill was $1.1 million and $32,000 for the three months
ended June 30, 2016 and 2015, respectively. For the six months ended June 30, 2016 and 2015, the aggregate
amortization expense for intangible assets other than goodwill was $2.2 million and $62,000, respectively.

Impairment of long-lived assets

We review property and equipment and other long-lived assets, including intangible assets other than goodwill, for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset group may not
be recoverable. Recoverability is measured by comparison of the assets’ carrying amount to future undiscounted net
cash flows the asset group is expected to generate. Cash flow forecasts are based on trends of historical performance
and management’s estimate of future performance, giving consideration to existing and anticipated competitive and
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economic conditions. If such asset group is considered to be impaired, the impairment to be recognized is measured
by the amount by which the carrying amount of the assets exceeds their fair values. There were no impairments to
long-lived assets recorded during the six months ended June 30, 2016 or the year ended December 31, 2015.

Cryptocurrency holdings

We hold cryptocurrency-denominated assets such as bitcoin and we include them in other current assets in our
Consolidated Balance Sheets. Cryptocurrency-denominated assets were $256,000 and $226,000 at June 30, 2016 and
December 31, 2015, respectively, and are recorded at the lower of cost or market based on an average unit cost. On an

interim
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basis, we recognize decreases in the value of these assets caused by market declines. Subsequent increases in the value
of these assets through market price recoveries during the same fiscal year are recognized in the later interim period,
but may not exceed the total previously recognized decreases in value during the same year. Gains or losses resulting
from changes in the value of our cryptocurrency assets are recorded in Other income, net in our consolidated
statements of operations. There were no recorded gains or losses on cryptocurrency holdings during the six months
ended June 30, 2016. Losses on cryptocurrency holdings were $106,000 during the six months ended June 30, 2015.

Other long-term assets

Other long-term assets consist primarily of cost and equity method investments (see Cost and equity method
investments above) and long-term prepaid expenses.

Derivative financial instruments

In 2014, we entered into a loan agreement in connection with the construction of our new corporate headquarters. We
began borrowing under the facility in October 2015. Because amounts borrowed on the loan will carry a variable
LIBOR-based interest rate, we will be affected by changes in certain market conditions. These changes in market
conditions may adversely impact our financial performance, and as such, we use derivatives as a risk management tool
to mitigate the potential impact of these changes. We do not enter into derivatives for speculative or trading purposes.
The primary market risk we manage through the use of derivative instruments is interest rate risk on the amounts we
expect to borrow under the loan agreement relating to our new headquarters. To manage that risk, we use interest rate
swap agreements. An interest rate swap agreement is a contract between two parties to exchange cash flows based on
underlying notional amounts and indices. Our interest rate swaps entitle us to pay amounts based on a fixed rate in
exchange for receipt of amounts based on variable rates. The notional amounts under our hedges were $39.4 million
and $20.5 million at June 30, 2016 and December 31, 2015, respectively.

Our derivatives are carried at fair value in our consolidated balance sheets in Other current liabilities, net and Other
long-term liabilities on a gross basis. The accounting for gains and losses that result from changes in the fair values of
derivative instruments depends on whether the derivatives have been designated and qualify as hedging instruments
under GAAP. Our derivatives have been designated and qualify as cash flow hedges. We formally designated and
documented, at inception, the financial instruments as hedges of specific underlying exposures, the risk management
objectives, and the strategy for undertaking the hedging transactions. In addition, we formally assess, both at the
inception and at least quarterly thereafter, whether the financial instruments used in hedging transactions are effective
at offsetting changes in the cash flows of the related underlying exposures. To the extent that the hedges are effective,
the changes in fair values of our cash flow hedges are recorded in Accumulated other comprehensive income (loss).
Any ineffective portion is immediately recognized into earnings. The estimated net amount of the existing gains or
losses that are reported in accumulated other comprehensive income at June 30, 2016 that is expected to be
reclassified into earnings within the next 12 months is not material.

We determine the fair values of our derivatives based on quoted market prices or using standard valuation models (see
Fair value of financial instruments above). The notional amounts of the derivative financial instruments do not
necessarily represent amounts exchanged by the parties and, therefore, are not a direct measure of our exposure to the
financial risks described above. The amounts exchanged are calculated by reference to the notional amounts and by
other terms of the derivatives, such as interest rates.

The following table shows the effect of derivative financial instruments that were designated as accounting hedges for
the period indicated (in thousands):
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Amount Amount
Amount of of gain of gain
gain (loss) (loss) (loss)
recognized reclassified recognized

Location of gain (loss) reclassified Location of gain (loss)

Cash flow in OCI on from in

o from Accumulated OCI into recognized in income on .

hedges derivative income (effective portion) Accumumteéi:rivative (ineffective portion) fneome
(effective OClI into on
portion) income derivative
net of tax (effective (ineffective

portion) portion)

Three months

ended June 30,

2016

ir;z;est rate $ (1,020 ) Interest expense $ —Other income (expense) $ —

Six months

ended June 30,

2016

ir;z;est rate $ (1,560 ) Interest expense $ —Other income (expense) $ —

The following table provides the outstanding notional balances and fair values of derivative financial instruments that
were designated as accounting hedges outstanding positions for the dates indicated, and recorded gains/(losses) during
the periods indicated (in thousands):

Gains
Beginnin (losses) Endin
. Expiration  Outstanding Fair £ € recorded o€
Cash flow hedges Location in balance sheet . gains . ns
date notional  value during
(losses) . (losses)
period
(D

Three months ended

June 30, 2016
Current and Other
Interest rate swap long-term liabilities 2023 $39,433  $(4,683) $(3,991 ) $(692 ) $(4,683)

Six months ended June

30, 2016
Current and Other
Interest rate swap long-term liabilities 2023 $39,433 $(4,683) $(2,397 ) $(2,286) $(4,683)

(1) — Gains (losses) recorded during the period are presented gross of the related tax impact.
Revenue recognition
We derive our revenue primarily from direct revenue and partner revenue from merchandise sales. We also earn

revenue from advertising on our website and from other pages. We have organized our operations into two principal
segments based on the primary source of revenue: direct revenue and partner revenue (see Note 8—Business Segments).
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Revenue is recognized when the following revenue recognition criteria are met: (1) persuasive evidence of an
arrangement exists; (2) delivery has occurred or the service has been provided; (3) the selling price or fee revenue
earned is fixed or determinable; and (4) collection of the resulting receivable is reasonably assured. Revenue related to
merchandise sales is recognized upon delivery to our customers. As we ship high volumes of packages through
multiple carriers, it is not practical for us to track the actual delivery date of each shipment. Therefore, we use
estimates to determine which shipments are delivered and, therefore, recognized as revenue at the end of the period.
Our delivery date estimates are based on average shipping transit times, which are calculated using the following
factors: (i) the type of shipping carrier (as carriers have different in-transit times); (ii) the fulfillment source (either our
warehouses, those warehouses we control, or those of our partners); (iii) the delivery destination; and (iv) actual
transit time experience, which shows that delivery date is typically one to eight business days from the date of
shipment. We review and update our estimates on a quarterly basis based on our actual transit time experience.
However, actual shipping times may differ from our estimates.

We evaluate the criteria outlined in ASC Topic 605-45, Principal Agent Considerations, in determining whether it is
appropriate to record the gross amount of product sales and related costs or the net amount earned as commissions.
When we are the primary obligor in a transaction, are subject to inventory risk, have latitude in establishing prices and
selecting suppliers,
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or have several but not all of these indicators, revenue is recorded gross. If we are not the primary obligor in the
transaction and amounts earned are determined using a fixed percentage, revenue is recorded on a net basis. Currently,
the majority of both direct revenue and partner revenue is recorded on a gross basis, as we are the primary obligor. We
present revenue net of sales taxes.

We periodically provide incentive offers to our customers to encourage purchases. Such offers include current
discount offers, such as percentage discounts off current purchases and other similar offers, which, when used by
customers, are treated as a reduction of revenue.

Direct revenue

Direct revenue is derived from merchandise sales of our owned inventory to individual consumers and businesses.
Direct revenue comes from merchandise sales that occur primarily through our Website, but may also occur through
offline and other channels.

Partner and other revenue

Partner and other revenue is derived primarily from merchandise sales of inventory owned by our partners which they
generally ship directly to our consumers and businesses. Partner and other revenue comes from merchandise sales that
occur primarily through our Website, but may also occur through offline and other channels.

Club O loyalty program

We have a customer loyalty program called Club O Gold for which we sell annual memberships. We also introduced
an introductory customer loyalty program called Club O Silver for customers who agree to receive promotional
emails. For Club O Gold memberships, we record membership fees as deferred revenue and we recognize revenue
ratably over the membership period. Both the Club O Gold and Club O Silver loyalty programs allow members to
earn Club O Reward dollars for qualifying purchases made on our Website. We also have a co-branded credit card
program (see Co-branded credit card program below for more information). Co-branded cardholders are also Club O
Gold members and earn additional reward dollars for purchases made on our Website, and from other merchants.

We account for these transactions as multiple element arrangements and allocate revenue to the elements using their
relative fair values. We include the value of reward dollars earned in deferred revenue and we record it as a reduction
of revenue at the time the reward dollars are earned.

Club O Reward dollars earned may be redeemed on future purchases made through our Website. Club O Gold
membership reward dollars expire 90 days after the customer’s Club O Gold membership expires. Club O Silver
reward dollars expire 90 days after they are earned if no additional qualifying purchases are made during that period.
We recognize revenue for Club O Reward dollars when customers redeem their reward dollars as part of a purchase
on our Website. When Club O Reward dollars expire, we recognize rew