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JIM CARROLL

Dot.coms have
their own math

flood of publicity recently

Aheralded the return to Can-

ada of an entrepreneur who

had beéen involved with a U.S. In-

ternet company and now plans to

establish a Canadian Internet incu-
bator.

One newspaper reported that he
was returning from a “wildly suc-
cessful” Internet company. The use
of that phrase seemed odd: After
all, here was a company that had
sales in the most recent quarter of
only $2-million (U.S.), a loss of
$6-million and a market capitaliza-
tion of $2.6-billion.

We all know that Internet stock
values can be wacky. But in reading
this article, as a long-time char-
tered accountant, I realized ['ve
been missing the picture. Some-
time in the past five years, those
crafty folks in the “dot.com” world
have invented a new method of
analyzing and valuing companies.

When I grasped this, I undertook
a lengthy research project into the
new math associated with dot.com
companies. Study the results of this
research closely, since it will be the
best way to understand how a com-
pany in the Internet world is ]udged
to be wﬂdly successful.”

The key is that dot.com compa-
nies sometimes use the same acro-
nyms or financial phrases as old
economy companies, but they
mean something else altogether. In
other cases, they've invented en-
tirely new financial measures.
Here's what the research reveals: i

Revenue or sales. For dot.com
companies, this is a widely unused
and unnecessary financial number.
Ideally, if such a financial measure
yields a number, it should be as-
close to zero as possible.

Of course, this can be a problem
for many old economy companies

. eager to transform themselves into

dot.com companies.

Gross profit/loss. With a dot.com
company, the word profit doesn’t
even show up on the radar screen.
You’'ll only ever see the word loss.
As a measure of success, the bigger
the gross loss, the better. This will
indicate that the dot.com company
has fortitude and courage.

EPS. In the old economy, this
means earnings per share. A mean-
ingless statistic for dot.com compa-
nies, given the distinct lack of
earnings. However, the meaning of
EPS can be slightly altered to be-
come an important measure to
judge the potential success of a

-dot.com company. Closely examine

the EPSM, or earrings per square-
metre ratio. If this number is above
2, it indicates that the company
employs few people over the age of
30, which will help ensure that the
company isn't contaminated by
any old economy ideas.

Cash flow.- For old economy
companies, this was a useful mea-
sure to determine if the company
was successful as a business. A pos-
itive number was a good thing. But
for a dot.com company, make sure
this is a negative number.

Keep in mind that dot.com com-
panies use a new measure of cash
flow, known as DBNIPO — which
stands for, days before next initial
pubtic offering. Similar to the con-
cept of cash flow, this measure is
useful to dotcom staff, which
needs to determine how they can
pay for all those shiny new Porsche
911s in the parking lot.

Assets. You've got to be kidding.
Dot.com companies don't believe
in such an archaic concept. The
only assets might be a few comput-
ers, and a fridge stuffed full of
Twinkies and jolt Cola.

A better measure is the PRAISE
ratio, (which stands for, PR agen-
cies with Internet startup exper-
tise). If this number is high, it
means that the company has hired
the best agencies to help build hype
about the company'’s potential.

SE. Old economy companies
refer to it as shareholder equity.
Dot.coms refer to it as “suckers eq-
uity.”
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