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Developing your playbook… for buying and holding stocks like Amazon.com 

This compilation of articles isn’t about a vision of the retail industry’s future my 
brother, Motley Fool co-founder David Gardner, had all the way back in 1997. It’s not 
about the gains he made in Amazon.com stock. It’s not even about David Gardner.

Rather, this book is about what it takes to transform your personal fortune (regardless 
of your age, your income, and the size of your portfolio right now as you read this)  
by confidently identifying… then buying and holding shares of companies like 
Amazon.com.

What makes companies like Amazon.com so special?

It can be summed up in two words: rule breaking…

Think about how every so often someone comes along and changes the way 
something is done, because, quite simply, it needs to happen. It’s as if the world 
yearns for that specific innovation at that exact moment. Take, for instance, painting 
before and after Picasso, the electric guitar before and after Jimi Hendrix, football 
offense pre- and post-Bill Walsh. 

Of course, companies do the same thing: Ford and the assembly line, Google and 
Internet search, Tesla and electric vehicles, Amazon.com and e-commerce. These 
massive and unprecedented shifts in process are called disruptive innovations, and 
they are some of, if not the, most important characteristics of rule breaking. 

I would argue that the vast majority of great companies in America today have been 
disruptive in a key way at some point in their life cycle. For some, like Amazon.com 
and Google, the disruption was early on. For others, like GEICO and 3M, it was an 
inflection point in a longer corporate history. And for others still, like Apple and Ford, 
it was both.

Introduction 
by Motley Fool co-founder Tom Gardner
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The key for individual investors is recognizing the importance of having some portion 
of your portfolio dedicated to rule breaking companies—regardless of where you are 
in your investing life cycle. Whether you’re just starting out and you have a modest 
portfolio. Or you’re further along with a sizable nest egg… 

It’s important to keep two things in mind. First, you don’t have to buy at the bottom or 
at the exact moment of the disruption to realize a life-changing investment like the 
one David made in Amazon.com stock. And second, gains like this—an investment 
that goes up over 100 times in value—are possible only if you hold on for the long 
haul. Think 10 years, at a minimum. 

Because as David and I wrote in our book Rule Breakers, Rule Makers in 1999, “the 
best investments of all involve buying a Rule Breaker and holding it all the way 
through to its becoming a Rule Maker and beyond. It only takes one of these in a 
lifetime to make an investor rich.”

For proof, I give you David’s firsthand account…
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April 23, 2010 
Our Philosophy: 6 Signs of a Rule Breaker

04/23/10

Before we go all the way back to 1997 and the beginning of Motley Fool co-founder 
David Gardner’s astonishing Amazon.com (NASDAQ: AMZN) investment, let’s first look 
at the important lessons we learned along the way. Because Amazon.com taught us a 
great deal about rule breaking and honed David Gardner’s and his team’s approach 
to identifying businesses, companies, and opportunities that have the potential to 
change the world.

And potential is an important term here. Because not all rule breaking companies 
break through and establish themselves as dominant, forward-looking leaders of 
their industry or niche. There are inevitable misses, of which David Gardner has had 
a few. Of course, he learned from these instances. And they, too, inform his stock 
picking philosophy.



Page 4 Breaking All the Rules

http://www.fool.com

In 1992, I was 26 and already spending my fair share of time online. For several years, I’d been a 

satisfied customer of America Online. Although I liked the service, I decided not to buy shares of 

the company at the initial public offering that year. I thought I’d wait a while. (Idiot.)

I kicked myself for two years while the stock quadrupled. In the spring of ‘94, I followed my in-

stincts and became an AOL shareholder -- in spite of an article in a major financial publication that 

declared AOL grossly overvalued and predicted that the stock would decline by 35%.

The following year, the stock dropped 25% or more three times. And then in 1996, shares ab-

sorbed a drop of 65%! Despite these setbacks, the company went on to wreak havoc on both 

business and journalistic establishments, en route to putting up some of the best returns available 

during a decade of great investment returns.

Even with all the temporary downturns, and even though the stock is today down from its all-time 

high, my initial investment has still increased about 34 times overall -- which amounts to an annu-

alized return of 25%.

We’d all love to find the next AOL or whatever. That goes without saying.

But how can ordinary investors like you and me -- a couple of regular Fools -- find the next great 

company? It’s not impossible. If you can train your eyes to spot innovative companies breaking the 

rules in their industries, you increase your odds dramatically.

You can’t score if you don’t shoot

The Wise of Wall Street would chalk up AOL’s 25% annualized gains to luck. “No one can really 

identify the great companies of the next generation,” they’d say. Growth stocks are too risky; it’s 

best to avoid that style of investing altogether and let a Street “expert” manage your investments.

I disagree. Investing in great companies early in their high-growth stages and then holding them 

for the long term will provide the highest possible returns. Period.

We call those companies Rule Breakers. Our investment service of the same name seeks out the 

great growth stocks of tomorrow -- the potential AOLs -- before the Street catches on.

Think big, but keep an eye on the basics.

April 23, 2010  
Our Philosophy: 6 Signs of a Rule Breaker

Think big, but keep an  
eye on the basics.
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Boiled down, I look for six signs of a potential Rule Breaker:

Sign No. 1: Top dog and first mover in an important, emerging industry

Top dogs are active, fast-moving market leaders. In 1994, AOL was a top dog. Some years earlier, 

Microsoft was a top dog before making its impressive run. First movers seize a temporary edge 

over the competition and then exploit that advantage. These companies come from emerging in-

dustries -- for example, from biotechnology today or e-commerce a few years back -- because it’s 

unlikely that the railroad or meatpacking industries have much room left to run.

Rule Breakers are not hidden; they are right before our eyes, and they bring a disruptive technolo-

gy, clever and effective marketing, or a brand-new business model to this little backwater planet of 

ours. They rattle our capitalistic foundations.

Sign No. 2: Sustainable advantage gained through business momentum, patent  
protection, visionary leadership, or inept competitors

Can the company protect the advantage it obtained from its first-mover status? Netflix, for exam-

ple, is absolutely dominating online video rental and is consolidating its power over the entire rent-

al industry. It will be very difficult for bricks-and-mortar competitors like Blockbuster and Hollywood 

Video to catch up.

Sign No. 3: Strong past price appreciation

Sometimes, the best investments appear overvalued. I bought AOL after it quadrupled. Was Tiger 

Woods unknown before he joined the professional tour and started winning majors? Was Michael 

Jordan unheralded when he joined the Chicago Bulls after his junior year at North Carolina? No 

and no.

Sign No. 4: Good management and smart backing

This is the most important attribute of all -- and it might be the most difficult to get right. Few would 

disagree that visionary leaders are behind the greatest companies of our generation.

eBay’s Pierre Omidyar, for example, had the foresight and technical expertise to create the com-

pany, and as the business grew, he hired talented managers such as Meg Whitman and John Do-

nahue to run eBay’s day-to-day operations. He still serves as Chairman, while Donahue has made 

some smart restructuring moves, such as selling Skype.

Investors should also be prepared to learn about the venture backers of a young company (eBay 

had Benchmark Capital backing them). If the very best venture capital firms are behind a company, 

maybe you should be, too.

April 23, 2010  
Our Philosophy: 6 Signs of a Rule Breaker (Continued)
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Sign No. 5: Strong consumer appeal

Rule Breaking companies provide products or services that improve the quality of people’s lives. 

For years, Nike dominated the world of athletic goods. But then along came Under Armour, which 

has taken personal athletic apparel to new levels of performance and consumer satisfaction.

Sign No. 6: You must find documented proof that it is overvalued, according to the  

financial media

This is the easiest one of all to identify. Every day, the Wall Street poohbahs declare that this or 

that stock is overvalued. Google shares begin trading publicly, and the naysayers predict anoth-

er tech “meltdown.” Even today, with the vast majority of stocks having taken huge hits, there are 

some companies with improving fundamentals that Wall Street is afraid to touch because they ap-

pear more expensive than others.

If a company’s growing earnings lead to an increasing valuation, someone somewhere will surely 

argue that the company is overvalued. The reason this is valuable is that it keeps people out of 

a stock. Later on, as the company proves out its position as a profitable, even dominant, leader, 

then the skeptics finally buy -- which can give you serious appreciation as an early investor in Rule 

Breaker stocks!

Before they were blue chips

So there you have it. Those are the characteristics I look for in tomorrow’s landscape-changing 

companies.

It’s essential to our strategy to identify great companies early in their growth cycles. Then we hold 

for the long term. Indeed, many of the best examples of Rule Breakers are today’s blue-chip com-

panies. You may recognize a few:

Company Date Initial Investment Current Value** Return Compound Annual

Growth Rate

Microsoft 1988 $1,000 $88,510 8,851% 23%

Amgen  
(Nasdaq: AMGN)

1986 1,000 $143,200 14,220% 23%

Cisco  
(Nasdaq: CSCO)

1992 $1,000 $451,690 45,169% 24%

Data from Yahoo! Finance.

*Two years after the company went public. 
**All prices adjusted for splits and dividends. 

Each of these companies had the six signs of a Rule Breaker at one point in its growth cycle -- and 

each posted fantastic returns as a result. There are other not-as-famous companies out there -- 

April 23, 2010  
Our Philosophy: 6 Signs of a Rule Breaker (Continued)

It’s essential to our 
strategy to identify great 
companies early in their 
growth cycles. Then we hold 
them for the long term.

http://www.fool.com
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hundreds of them -- that once were poised for the limelight but now are forgotten. In most cases, 

the flameouts and the fakers significantly lacked one or more of the signs we pointed to above.

There is no trade-off

With detailed information on more than 5,000 publicly traded companies, the stock market can’t 

help being fairly efficient. But the market doesn’t have all of the information, does it? Many people 

insist on following the rules laid down by Wall Street or by the latest “this is the way to invest” fad 

investment book, regardless of how banal or unsuccessful these prescribed rules behave  

in practice.

There’s our opportunity. My team of analysts at our Motley Fool Rule Breakers investment service 

searches obsessively for these opportunities. Each month, we give you two new Rule Breaking 

ideas that we believe are worth holding onto over the long run and will have superior returns to  

the market.

And one last thing. As big-time Rule Breaker Steve Jobs told Stanford graduates: “Stay hungry. 

Stay Foolish.”

April 23, 2010  
Our Philosophy: 6 Signs of a Rule Breaker (Continued)

http://www.fool.com
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September 8, 1997 
Original Amazon.com Recommendation

Where exactly does the road to 100-bagger returns start? In David Gardner’s case, 
it starts with a simple (but powerful) realization: “Online commerce is growing at an 
incredible rate, and we certainly don’t think that is going to change anytime soon.”

Sixteen years and hundreds of billions of dollars of e-commerce profit later, that 
statement hasn’t just turned out to be true…it’s turned out to be the defining truth  
of the modern shopping landscape. With e-commerce now accounting for a sizable—
and growing—chunk of the global retail market, the vulnerability of brick-and- 
mortar business is now a familiar concept to both Wall Street and Main Street alike.

09/08/97
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September 8, 1997  
Original Amazon.com Recommendation 

The Biz 

Amazon.com doesn’t call itself “Earth’s Biggest Bookstore” without good reason

Amazon.com’s Internet “sales floor” offers 2.5 million titles; the largest chain book store offers 

170,000 titles; the average mall store, only 25,000. Of Amazon’s offerings, 1.5 million books are 

in-print books, and one million are the most popular -- and harder to get -- out of print titles.

In the latest quarter ended June 30th, 1997, customer accounts at Amazon.com grew to 610,000, 

an increase of 79% from 340,000 at the end of March. Alongside with customer account acquisi-

tion, it’s great to see that repeat customers accounted for more than 50% of orders placed during 

the quarter ended in June.

People tend to see book selling as a low margin, commodity business, and point to Barnes & No-

ble and Borders Books as examples. Amazon has low overhead compared to these retail giants, 

though, which are building coffee-serving mega-stores for every city in which they want to sell. As 

one Fool on our message boards wrote of the coffee bars, wooden tables, and air conditioning at 

retail stores, “I love Barnes & Noble. I go there to browse. I go to Amazon.com to buy.” Of course 

not everybody is going to shop like this. We enjoy browsing AND buying books at Barnes & Noble 

as much as the next guy, but for out of print or difficult to find books, or when there isn’t time to 

head out to the store, we’re clicking our way to Amazon.com -- to the one location that it owns.

Amazon doesn’t need to worry about building a new store every time that it wants to gain more 

sales, or increase market share. The company operates out of bare-bones headquarters in 

Seattle, and it is also opening a new storage facility on the East Coast. In fact, it would be impos-

sible to offer 2.5 million titles any other way. Amazon’s retail store is constructed of programming 

language, and little more. It’s held up by servers and networks. It reaches every corner of the earth 

with little effort. Amazon will never need to “break ground” in order to expand its “shelf offerings.” 

Selling its books over the Internet only, the company only needs to worry, essentially, about one 

thing: to SELL, baby, SELL -- and in great volume.

Most of Amazon.com’s books are ordered directly from distributors or publishers and sent to cus-

tomers within two to three days, but with a new policy the company aims to have 95% of books to 

customers within one day.

I love Barnes & Noble.  
I go there to browse. I go 
to Amazon.c om to buy.
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Strategic Agreements...

In the latest quarter the company made significant progress in setting itself up for greater future 

sales: Amazon signed deals with three of the largest search engines on the Web, those of Ya-

hoo!, AOL, and Excite. All three of these sites will offer Amazon.com as the place to go to buy 

books from their search engines. Also, Amazon was granted a button on AOL.com’s homepage 

-- the most visited page on the Web. The deal with AOL is three years long. AOL has nine million 

members, and just added another 2.6 million with the acquisition of CompuServe. Amazon.com 

also signed a deal with Prodigy.com to be the exclusive bookseller on that site’s shopping network, 

as well.

AMZN also allows anyone on the Web to sell books through Amazon.com, and pays them a com-

mission to do so. This allows for Web pages of any interest to link readers to books at Amazon on 

their topic of interest. The Web site operators are then paid a commission for the sales that result. 

This is one smart and “open” way that Amazon is using the Web in order to make it its home --  

all of it.

The Competition...

Competition in the bookselling world is a given, with Barnes & Noble and Borders being two large 

names that are working to build a presence in the retail Web business as well. But the established 

reputations of these companies may hurt as much as help, when it comes to Internet retail. Neither 

company is thought of as the online firm from which to buy books. Already Amazon.com is filling 

that “mindspace” with consumers. Amazon has the early lead in having the most complete services 

and product offerings on the Web, while Borders won’t be up and running until around Christmas 

time, and Barnes & Noble’s selection pales in comparison, offering 1.5 million titles fewer than 

Amazon.com. Importantly, Amazon only needs to worry about its online business, not its hundreds 

of retail locations as well (and the costs involved). At least in theory this means that Amazon.com 

can sell books at a discount to the competition and still maintain its margin goals. The company 

sells books at up to a 40% discount.

Perhaps most important for online book sellers is the community that they build. Amazon.com 

readers are encouraged to post their own reviews on books, and authors are encouraged to write 

to readers, as well, and share their thoughts. The ongoing conversation is creating community 

-- people are talking more and learning more at Amazon.com than they ever might by hanging out 

at a coffee table in Borders. Sure, your chances of finding a good date are better at Borders or 

Barnes & Noble, but you can still go there for that. Of course, Barnes & Noble is working to build 

online community, too, using many of the features that Amazon.com has used. There is no monop-

September 8, 1997  
Original Amazon.com Recommendation (Continued)

Al l told, the book industry 
is enormous and can stand 
some competition. 

http://www.fool.com
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oly on community, but possession of mindshare and market leadership are essential to building the 

best and largest community, and Amazon.com has the early advantage.

All told, the book industry is enormous and can stand some competition. The Internet arguably 

represents the best way in which the world can find and buy books, easily and quickly. Online 

commerce is growing at an incredible rate, and we certainly don’t think that is going to change 

anytime soon. It only continues to grow larger. Meanwhile, is Amazon.com going to continue to sell 

only books as the years go by? Already the company has addressed the possibility of branching 

into other specialties as well, with music being one option. The company also has other means to 

make money, including advertising, which it certainly plans to pursue after it has its retail business 

at the desired level.

Financials
Sales growth has beaten expectations, while profits should come in time

Historical numbers are hard to come by, as they don’t exist in any meaningful sample size for Ama-

zon. The best we can do is look two years back, where we find sales in 1996 of $15.8 million ($8.4 

million of which came in the December quarter). Sales so far for 1997 are a robust $43.9 million -- 

and that’s in just the first six months alone. In fact, let’s just list out sequential quarter-over-quarter 

revenue growth, to get some sense as to why The Motley Fool is interested in this company:

Sept. 1996:   $4.2 million

Dec. 1996:    $8.4 million

Mar. 1997:  $16.0 million

Jun. 1997:   $27.9 million

Of course, Fools don’t just look at sales numbers. We’ve always espoused the importance of 

profits and margins. However, we’re dealing here with a company whose founder stated three 

years ago (and quite intelligently, we might add) that shareholders shouldn’t expect profits for five 

years. “We’re not focused on trying to make the company profitable,” Bezos stated in the Upside 

interview. “If we’re profitable anytime in the short term it’ll just be an accident.” The company is in-

stead focused on maximizing its customers, its repeat purchases, and the reach of its brand name. 

We’re not going to sit around expecting profits this year or next, because we’re looking 5-10 years 

ahead, not a few quarters.

It’s still worth noting that in its most recent quarter, Amazon.com lost $6.7 million on its $28 million 

of sales. If the company were to do that quarter after quarter, it’d eat through its $56 million in cash 

on its balance sheet in little over two years. However, expenses as a percentage of sales are  

expected to decrease as sales increase, both as a result of economies of scale and of the compa-

September 8, 1997  
Original Amazon.com Recommendation (Continued)

http://www.fool.com
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September 8, 1997  
Original Amazon.com Recommendation (Continued)

The Motley Fool’s message 
board on Amazon.com has 
a few people whose posts 
consistently cry that this 
stock is FAR overvalued. 

ny paring back discretionary expenses as the business matures.

Amazon is actually ahead of its own sales projections, putting revenues of $150 million for the year 

not out of the question. Foolish minds would then hope for $300 million next year, on the way to 

the company hitting its goal of $1 billion in annual sales at the turn of the century. At some point 

along this quick road of growth it’s expected that the company will turn profitable. There, good 

Fool, is much of the risk involved -- expected to turn profitable. And even if the company does turn 

profitable, the stock isn’t exactly cheap, depending on what you compare it to. This investment is 

only suited for Fools with a diversified portfolio. Let’s look more closely...

Valuation...

The Motley Fool’s message board on Amazon.com has a few people whose posts consistently  

cry that this stock is FAR overvalued. From our point of view, these posts have yet to give concrete 

reasons why that might be so, other than the authors’ admittance of being short the stock. This 

rather reminds us of similar cries regarding America Online, Iomega, and Yahoo! ever since  

those stocks entered the public spotlight. What unites those three is their continuing status as 

market leaders.

Other posts on our Amazon.com message folder make Foolish arguments FOR this stock, and  

in places we found that opinion mirrored our own. Of the well-known Internet-related stocks, 

Amazon has grown sales most impressively. It bears repeating that in the last four quarters sales 

have increased from $4 million, to $8 million, to $16 million, and in the latest quarter to $28 million. 

Trailing twelve-month sales total $56.5 million. The company raised $50 million in its Initial Public 

Offering (IPO) completed in May of 1997, and management has been using the money for  

expansion and marketing. Around the Washington D.C. metropolitan area, we’ve heard several 

Amazon.com radio ads over the past weeks. As of June 30th, Amazon.com had $56 million in  

cash and zero long-term debt.

Being alone in what it does (as the only exclusively online bookseller), and in a new industry 

niche, Amazon obviously doesn’t lend itself to traditional valuations. The company can’t anticipate 

earnings for the next few years, and the scant three analysts on the stock expect losses of $1.37 

and $1.28 for the next two years. Those are guesses though, and we bet that estimates will surely 

change one way or another. What’s more important from our point of view right now is the compa-

ny’s sales growth, and its gross and eventual operating margins. Revenue has grown faster than 

anticipated, and gross margins have been around 20%, and should eventually mature around or 

above that level. As sales volume increases so should the company’s position with suppliers, and 

costs should decline.
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Amazon is currently spending 10% of sales on “product development” -- which includes Web 

site content and hardware (the company aims to buy only the best technology). As sales mature, 

though, this expense should drop to 3% to 4% of sales. Also, in the latest quarter the company 

spent $7.7 million, or 28% of sales, on marketing and sales expenses. This expense is expected to 

decline to between 11% and 14% of sales as the business matures.

While it’s difficult to estimate what the company’s eventual operating and net margins might be, the 

potential for substantial profit rests with sales volume. Having penned agreements with all of the 

major Internet search engines and with AOL, Amazon is having no problem increasing sales vol-

ume. That will happen as the Internet grows, too. To what degree the company will be profitable is 

our main concern, but one that can’t realistically be answered. As stated, the company has a goal 

of achieving one billion in sales around the turn of the century. What sort of profit will be attached 

to the bottom line of those sales is not for us to guess. We invested in America Online and Iomega 

when both companies were losing money. We invested on a belief in the business models and 

the future potential for earnings -- using an “if you build it, they will come” mentality, and intelligent 

faith. We can see that people certainly are coming to Amazon.com and that profits should result 

in a matter of time. Our best two investments to date were bought when both companies were not 

profitable, but when both possessed -- in our mind -- tremendous potential. The same holds true 

for Amazon.com.

The Price-To-Sales Ratio...

When valuing companies that are yet to be profitable, one often looks to sales growth, and one 

popular valuation measure is the price-to-sales ratio. Internet stocks have especially been granted 

rich valuations compared to sales, in part because the perceived growth opportunity is so vast and 

difficult to measure. Internet search engines like Yahoo! and Excite make most of their money on 

advertising revenue (and as we’ll mention later, Amazon.com should be selling ad space as well, 

before long), but online commerce itself, we feel, has been underestimated. 

Amazon has shown the ability to grow revenues faster and in greater volumes than the leading 

search engines in just four short quarters. While search engines swap ad banners and ring up rev-

enue, Amazon.com is moving actual product. Gross margins of course are not near the levels that 

advertising revenues allow, but sales volume itself is impressive. Add to that the lack of competi-

tors (all the online sites are fighting for advertiser dollars, but only two large sites are selling books) 

and the increased marketing by Amazon, alongside the several new strategic agreements, and  

we believe (call us geniuses, we know this is a tough call) that sales will continue to grow  

impressively. Growth estimates for Internet commerce as a whole vary across the board, but all 

estimates call for sales in the multi-billions of dollars early in the next century.

September 8, 1997  
Original Amazon.com Recommendation (Continued)
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For lack of better, let’s see how Amazon stacks up against other Internet stocks growing at similar 

-- but slower -- rates, looking on a price-to-sales basis.

As of September 8, 1997:

Internet-related companies       Trailing    Market Price  Revenue Cap Sales
Lycos    ($33)       $17.3mm    $452mm     26
Excite    ($25)      $27.5mm    $420mm     15.3
Yahoo!    ($48)      $37.1mm    $2054mm     55.3
Amazon.com   ($36)  $56.5mm    $856mm     15.1

Amazon.com has the best revenue growth and least expensive price-to-sales ratio of the group.  

Of course, the valuations granted are partially the result of the perceived margins that each com-

pany will accomplish when they are profitable, but even so, we feel that much of the lower valua-

tion at Amazon has to do with the surprise sales growth the company has experienced. Amazon 

has grown sales over 3,000% since the last fiscal year, and 600% in the last four quarters. But 

comparing the stock to three other “richly” valued stocks and then calling it the least rich of the four 

is far from a Foolish way to surmise a stock’s potential. Look at Amazon.com by itself:

The company has an $856 million market cap. The week before, when we first began to write this 

report, it had a $678 million market cap. The market has given it almost another $200 million in 

value over the past week. Is the market crazy?

Well, if management can reach its stated goal of $1 billion in revenue around the year 2000, and if 

the stock trades at 1.7 times sales by then, we’d be looking at a double in stock price -- a double 

in little over a couple of years. If sales continue to surprise and the stock continues to trade on a 

revenue-driven basis, it could double sooner. Even though most traditional book retailers rarely 

sell at more than one times sales, those are mature businesses with very thin margins. The growth 

rate and possible margins at Amazon make it different from the traditional retailer (though there 

is risk involved in that statement, and we’re aware of that risk). The company’s ability to increase 

revenue through advertising as well, and to add new lines of business without having to build new 

retail locations... well, simply, the Internet makes the financial model and the expenses involved 

much different from that of a “concrete and wood” built operation. If Amazon.com can capitalize on 

the brand name that it is already building, build a strong repeat-purchase community, and run a 

profitable operation into the next century, then... well... let’s save that for the next section.

The Future
The virtual community... a new business model

To be able to invest in Amazon or any Internet company with little to no existing profits, you must 

make an effort to picture the future. Fortunately, we find this easier than usual as we’re in this par-

ticular business ourselves. But even completely apart from our own experience, projections about 

September 8, 1997  
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the Internet do seem rather easier to make than many other emerging businesses. Contrast this 

with biotechnology, for instance, where you’re not even sure if your company will discover a cure, 

let alone turn such a discovery into a cost-effective product that has sufficient marketing and dis-

tribution to create a dynamic business. With a company like Amazon, you can see quite obviously 

from the trailing sales growth that it’s a much more likely bet to succeed. But because the market-

place will always search for the right price somewhere between the techno-affectionate bulls and 

the techno-averse bears, that leaves AMZN investors much room to make (or lose) money.

In the recently published Net Gain, scribed by McKinsey consultants John Hagel and Arthur 

Armstrong, Amazon.com is one of a handful of businesses credited with a new, emerging busi-

ness model: that of the “virtual community.” These are companies that are bringing people of like 

interests together via the online medium, creating unusually strong ties business-to-customer and 

customer-to-customer. The upshot is strong repeat business, loyalty, and brand-building at speeds 

previously unheard of, all thanks to the communications ability of the Internet.

Amazon is about more than just books, you see. It’s about people at least as much -- the “right” 

people, the people with whom you probably share more in common (reading the same books) than 

most of the people you encounter in your “unvirtual community” of the day-to-day world. When you 

visit Amazon, you de facto benefit from your encounters with the other people who use the site. 

Take the example of customer book reviews. You can click on any book at Amazon and find out 

what others who’ve already read it thought. From their reviews, you can gauge their own sophisti-

cation (or lack of it) and their suitability to your own tastes; by skimming over all the reviews, you’ll 

be taking the pulse of the community and informing yourself before you buy in a more powerful 

way than ever before.

The dynamic is very much the same here in Fooldom, as The Motley Fool message boards offer 

tremendous value through Fool-to-Fool interaction, creating what could almost be called “stock re-

views.” It’s always nice to know what “THEY” (the proverbial “they”) are saying about your stocks, 

particularly when “they” includes people who are extremely knowledgeable or adept at analyzing 

or discussing a given company’s business. That same experience of browsing and shopping exists 

at Amazon. To understand this and foresee where it might go, one only need use a little imagina-

tion, mixing in a dollop of common sense.

For instance, what tools might Amazon build into its site to exploit the value of its “virtual commu-

nity” and build its business? Here’s one example, and this one isn’t even from the future -- it’s al-

ready happening at Amazon.com. For every single book purchased in its store, Amazon shows you 

the three most popular other books obtained by the purchasing community at large. This provides 

September 8, 1997  
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a great “communal mindshare” method of locating books you may never have known about but 

will probably enjoy. We can attest to this personally, as we’ve purchased (and enjoyed!) additional 

books from Amazon we’d never otherwise have heard of. (So many darn books out there...)

More to the point, what additional revenue streams might Amazon’s “virtual community” offer it 

in future, that it doesn’t currently enjoy? Well, what about advertising? When you bring together 

enough people who share the same interest or trait, you not only can offer them the very books 

they most want... you can also advertise in a highly targeted way. In fact, take the words of founder 

Bezos himself, in a recent print interview from Upside magazine: “Maybe one of the things that we 

can do is when you come in and if you search for books on kayaks, we’ll show you the list of 225 

books we have on kayaks, but we’ll also show you an advertisement for a company that sells  

kayaks. And you can click on that and go to their Web site and buy a kayak.” Amazon ends up 

selling not just books to its virtual community -- it ends up selling advertising and ergo additional 

products (other people’s products). Other people’s products, yes, but what’s to say that  

Amazon couldn’t eventually take a cut of its hypothetical kayak dealer’s sales, as well, given 

enough volume?

An investment in Amazon or a company like it necessitates just this sort of imaginative projection, 

informed by a good old-fashioned Foolish common sense.

You see why we think Amazon.com is going to be huge?

The Risks
A new frontier, fellow Fools...

The stock is extremely volatile. Following the inevitable hype surrounding its May 15th initial 

public offering the stock had been priced at $18 but opened at $29.25... within a couple of weeks, 

AMZN would touch its 1997 low of $15.75. A month and a half later (mid-July), Amazon.com had 

shot back over $30 to a new high before surrendering more value back to $23 in August. As for 

September, we just saw a new all-time high ($32) established last week. Then today, the stock (ex-

tremely disappointingly, from our point of view) skyrockets up $6 on heavy volume, as it appears 

some institutional holder is buying in. We’re not dissuaded, as we’re investing for the long term.

Anyway, suffice it to say that these shares bounce about like a jet ski over whitecaps.

A second thing to watch out for: Apart from the volatility, it’s very hard to come up with good 

and reliable valuations with a company like this one. With Yahoo! now valued at $2 billion, for 

instance... well, how do you value Yahoo!?! Great question. Despite trading at 56 times sales, per-

haps the company is STILL undervalued (recent market action would suggest that). If this is true, 

we certainly feel comfortable paying 15 times sales for Amazon.

September 8, 1997  
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Do you feel comfortable paying 15 times sales for anything?

These are the sorts of questions every investor must ask himself as he builds his own investment 

portfolio. (As always, the Fool Portfolio represents our decisions for our own money -- nobody 

else’s.) Amazon could lose half of its value overnight. In a bad market, it could drop 80%. It could 

also double in short order. Especially in situations in which valuation is difficult, you expose your-

self to additional risks as an investor.

OK, we’ve talked about a volatility high enough to scare some investors off. And we’ve talked 

about the lack of standard valuation models, which could put these shares down on the canvas for 

an eight-count if the business changes or becomes threatened. What else might one watch out for?

Related to the first two, the “float” on Amazon.com (8 million shares) is not large. Likewise, aver-

age daily trading volume of 150,000 shares is also not high. Earlier, we mentioned that daily dollar 

volume was over $5 million. While this is certainly above the minimum we consider, it’s not large in 

the greater Wall Street context. We view that as a plus as much as a minus. For those who wish to 

avoid less liquid and volatile small caps, however, this will be a minus.

Finally, the specter of competition is an obvious one. We believe Amazon.com has a significant leg 

up on its Internet competitors, but it’s competing with some great companies, and may compete 

with more and more great companies in the future. Again, we believe the book retail industry is 

a huge one, and it’s estimated to be growing over 20% annually, so it should be fully capable of 

creating success for Amazon and its big competitors. However, if the industry stopped growing and 

it all became a zero-sum game, Amazon could lose out if it’s undercapitalized relative to  

the competition.

Conclusion

The popularity of our online following combined with the thinner float in these shares could cause 

this stock to jump tomorrow morning, so we may or may not purchase it Tuesday. Following a 

new high set last Friday, the stock was up a sickening $6 per share today on no news... given this 

(especially given this), it’s hard to know what tomorrow holds. We will of course be purchasing 

the stock at some point in the next five days, as is our covenant. Whether any other Fool should 

buy into the teeth of this rocket ride is of course up to each individual. You must know your risk 

tolerance, and you must know how this (or any) investment fits into your portfolio.

When we find something we like, we generally don’t worry too much about “timing” the market.  

We buy, and we hold. Fool on!

September 8, 1997  
Original Amazon.com Recommendation (Continued)
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September 22, 1997 
Amazon Jumps 40%

09/22/97

A mere two weeks after his initial recommendation, David’s e-commerce upstart 
was already off to the races—up from $36 to a cool $54. And while that sweet little 
pop had plenty of Fools smiling, it also drew a fair share of hand-wringing. After 
all, sudden price appreciation makes a stock (gasp!) “volatile”… and once a stock is 
volatile, isn’t it time to sell?

But as David made clear in the following Rule Breakers portfolio report, what a stock 
has done in the past is just that: the past. So rather than exiting his position and 
taking his gains off the table, he doubled down on his commitment to hold on for the 
long run. After all,  and as he explained to his millions of readers, he didn’t just want 
to own Amazon.com—he wanted to own Amazon.com’s future. 
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September 22, 1997  
Amazon Jumps 40% 

First off, today’s big winner, AMAZON.COM. In the midst, no doubt, of an ongoing short squeeze, 

little AMZN tallied another gain of $6.81, closing at a bid of $54.06 (another new high). Amazon is 

now up 41% from our purchase of two Tuesdays ago.

“Forty-one percent in less than two weeks?!” you ask, jaw dropping. Well, heck, our jaws are drop-

ping too. The Fool Portfolio’s growth-stock approach involves buying market leaders in dynamical-

ly growing industries and holding them for as long as that remains the case. We do not set “target 

prices” and jump out of the market when we hit them. We focus not on market pricing but on the 

underlying business, with a real bias toward consumer-friendly companies with strong name-

brands. Amazon.com appears to be one such company which almost perfectly fits that bill, and 

that’s why we Fools bought the darned thing.

What appears to have happened in the past week is that an ongoing short squeeze, coupled with 

Morgan Stanley initiating coverage with bullish comments Friday, has caused this stock to spiral 

dramatically upwards. As long-term investors, we couldn’t care less. Certainly, few people have 

bigger smiles on their faces than we, when Amazon rises another $7 after having risen $7 on  

Friday. It’s always great to see the market bid up one’s stocks. At the same time, the present action 

is almost completely irrelevant to us because we have no wish to exit this position anytime soon.

We received one or another e-mail today saying, “Great pick, guys!” Others read, “Sell now, before 

the short squeeze ends and the price collapses.” And we read many messages that fall in between 

these two positions. Whatever is to be said of the merits of these opinions, they’re all examples of 

short-term thinking. In that regard, they have utterly no bearing on our intentions to buy and hold 

for the long term the biggest of Internet book retailers (with 65% of the market). We’re at the top of 

the second inning in this company’s history, and they scored several runs in the first.

The reasons we bought Amazon were all laid out in our purchase report, and as you might imag-

ine, little has changed operationally in the past two weeks. I’ve now read any number of posts to 

our Amazon.com message folder about how this company is absurdly valued relative to its larger 

offline competitors. Making no presumption to have the be-all-end-all valuation tool for AMZN,  

I will point out that these posts spend lots of energy evaluating the past, forgetting of course that 

the stock market puts its present price on the future. With Amazon trading at over 20 times sales, 

Amazon is now up 41% 
from our purchase of  
two Tuesdays ago.
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that’s a steep price right now. At the same time (and as we’ve pointed out in the past), companies 

like AOL (early on) and Yahoo! (in the present) have traded at sales multiples upwards of 50 times.

From our Foolish point of view, this stock could fall $15 tomorrow and we wouldn’t care; we’re not 

selling tomorrow. It could rise another $15 tomorrow and you’d see us still stand pat. If this irks 

you, dear reader, you are more likely a trader. That’s OK with us, but please remember the inves-

tor’s different mentality.

Our growth-stock approach may look both good and bad when you look at Iomega, during its 

1995-96 market climb. We received notes saying sell at (a split-adjusted) $2, sell at $5, sell at $10, 

sell(!) at $20, sell(!!) at $30, sell(!!!) at $40, and sell(!!!!) at $50 (and every price in between then 

and now ever since!). Had we acted when we first received those notes, we’d have given away tre-

mendous gains. Had we acted at the top, we’ve have exited at a tidy profit compared to where we 

stand today, but paid substantial cap-gains taxes. When the stock went back as low as $12 (large-

ly based on negative and misleading articles in the print press), we remained patient  

because there’s been no fundamental change in the story: IOM remains one of those “market  

leaders in dynamically growing industries” that we’ll hold “as long as that remains the case.”

One day, we expect that potential sale at the 1996 high (which would’ve been pure luck) to look 

like a mistake. We could be wrong; you know where our money is, regardless.

Amazon is in the Fool Portfolio to stay, barring unforeseen and dramatically different circumstanc-

es. Let the market price the stock where it will. One thing you can be sure... you’ll see a ton of  

volatility over the near term. This stock is not for the faint of heart!

Stay Foolish!

September 22, 1997  
Amazon Jumps 40% (Continued)



Breaking All the Rules  Page XX

500

687

875

1062

1250

1437

1625

1812

2000

AMZN S&P

S&P

0

50

100

150

200

250

300

350

400

1997   1998   1999   2000  2001   2002   2003   2004   2005   2006   2007  2008   2009   2010   2011   2012   2013 2014

Breaking All the Rules  Page 21

October 29, 1997 
Amazon Overheated?

Optionality—ever heard of it? 

When Wall Street started hopping on David’s Amazon.com bandwagon, it raised more 
than a few eyebrows in traditionally-minded investment circles. At $60 a share and 
a price-to-sales multiple that would make Evel Knievel blush, this upstart bookseller 
seemed to be getting way ahead of itself. 

Unless, of course, you didn’t believe it was really a bookseller. As David explains 
below, the most attractive aspect of a truly spectacular growth stock isn’t what it does 
today, but rather what it could do tomorrow. That love of and faith in Amazon.com’s 
optionality—all the profitable directions it could and would take its business model in 
over the years to come—kept David tethered to the stock while others yelled “sell!”.

10/29/97
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AMAZON.COM was the beneficiary of a reiterated STRONG BUY rating from Alex, Brown, the 

mid-Atlantic firm stepping up strong and saying GO GET IT to its legion of brokers (and, by exten-

sion, account holders). Insofar as we purchased this stock 69 percentage points lower on Septem-

ber 9th, we’re obviously grateful to AB for its support. And the skeptics and bears may at this point 

be throwing up their arms in extreme paranoia, sensing some sort of ongoing plot, some unholy 

alliance, among Wall Street brokerage firms to juice up the stocks of all “Internet plays.”

STRONG BUY on Amazon at $60? At a market cap beginning to approach that of massive offline 

competitor Borders Group?! Certainly, I’ll admit that Amazon has zoomed into the black more  

quickly than we were counting on after our initial buy.

Alex, Brown may have some reasons for why this is so. But because such reports are not made 

available to the general reading public -- not everyone as Foolish as we -- we can only speculate. 

Actually, rather than speculate, I think it’s helpful to return to some initial consideration given in our buy report.

A primary bearish argument involves stating that the company’s average-looking gross margins 

(the gross profits as a percentage of sales) are going to drop as price wars set in and Amazon’s 

business becomes commoditized. But we believe strongly, and state emphatically, that Amazon will 

incorporate advertising revenues into its future business model. This will increase margins beyond 

what you’d expect in the traditional bookselling business. Because it’s not yet “visible,” this expec-

tation cannot be gleaned from any reference to past numbers, for those investing using a rear-view 

mirror. But driving forward using the rear-view mirror -- or should I say, shorting forward using the 

rear-view mirror -- seems a hazardous modus operandi.

Indeed, Amazon should earn HIGHLY TARGETED, high “CPM” advertising rates. It presently earns 

zero dollars this way, now. But as the guys in Seattle continue to gather more information about 

repeat customers like me, and continue to make their site THE place to buy books (as they clearly 

have -- and then eventually, I think, other stuff), you’ll find a higher-margin new-world business mod-

el evolving out of what many skeptics seem to regard as a dull, low-margin, commodity business.

We therefore expect that even if this stock is ahead of itself in the near term (short covering contin-

ues to help, as well as brokerage recs), at the present price it should offer superior appreciation for 

investors looking -- as we are -- 10 years and more ahead.

Fool on!

October 29, 1997 
Amazon Overheated?
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June 1, 1999  
Amazon.BOMB? Not Likely.

In the summer of 1999, Barron’s magazine took an elaborate jab at Amazon.com. The 
magazine’s unimaginatively titled “AMAZON.BOMB” story put one of the Rule Breaker 
Portfolio’s star performers squarely in the sights of bearish investors the world over.

Needless to say, David was thrilled.

As he explained in this June Portfolio Report, sometimes the best news a Rule-
Breaking growth investor can get comes in the form of “contrary indicators”, 
otherwise known as “opposing opinions from people whose opinions are often 
wrong.” Warren Buffet had expressed the same sentiment years earlier, when he 
suggested that investors should “be fearful when others are greedy and greedy when 
others are fearful.” And just like the Oracle of Omaha, David (and those smart enough 
to invest alongside him) would be rewarded handsomely for that contrarian outlook 
in the long-run.

06/01/99
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The Rule Breaker portfolio suffered one of its poorer days of 1999, dropping a solid nickel in value 

(down 5.56%). That was about double the Nasdaq’s two cents (off 2.37%). The S&P 500 fared bet-

ter than both, off 0.58%.

The general malaise all May surrounding those of our Rule Breakers that primarily exploit Internet 

technology continued. On this, the first day of June, our portfolio remains up 26.39% for the year, 

well ahead of the S&P 500 (up 5.61%), largely due to the performance of these companies.

I guess I feel OK about that, as our goal is to beat the market year in and year out, even if we don’t 

always finish at our highs. In fact, it won’t be every year that we maintain such a lead over the 

market despite watching a large holding like Amazon.com lose more than 50% of its value. That’s 

exactly what has happened in the past several weeks.

Such volatility will always characterize the revolutionary companies of which we become part own-

ers through our long-term investment purchases. Volatility, thy name is BreakerPort. Comes with 

the territory. It’s always been this way, and it always will be, for richer and poorer. That’s why our 

approach is not for everyone -- in fact, it’s not for most people. It’s only for those who can stare at 

a company they own as it loses half of its value and say, “No biggie. Because I continue to believe 

in this one for the long term.”

Does that mean, by the way, that Fools always react this way? Of course not. The Foolish ap-

proach involves keeping your eyes peeled as you watch your company and its competitors, and 

the way its industry is involving. It’s about being a student of businesses (not stock prices), picking 

the best ones with the most staying power, and then staying. Staying, until (if ever) your business 

loses its staying power and violates the reasons you bought it in the first place. It’s at that point 

that you re-evaluate.

Back to Amazon, it lost 10% of its value today, ostensibly in reaction to the predictable routine jab 

from Barron’s. Predictable? Certainly. Every 3-4 months, that august retro-thinking publication  

singles out Amazon for strongly-worded, misplaced mockery. That mockery was a bit more strong-

ly-worded than usual this time around -- putting “AMAZON.BOMB” on the cover, with a scary  

cartoonish depiction of founder Jeff Bezos’s face sitting inside a bomb.

June 1, 1999  
Amazon.BOMB? Not Likely.

Amazon.BOMB?  
Gimme  a break.  
No time soon.
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The sheer lack of wit of the title reminds me of sports fans who (for instance) say things like “the 

Boston Red Sux,” instead of “the Boston Red Sox.” It’s the easy tweaking of a name to express 

easy criticism. It would be as if I titled today’s writeup mentioning Barron’s this way:

Bear-On’s Wrong Again

It is my hope, discriminating reader, that you would think less of me for using such a title, just as 

I think less of any publication that hopes to stay relevant when it goes 36-point with “AMAZON.

BOMB.” Perhaps my point is too subtle, or hazily conveyed. I hope not.

Have I read the Barron’s article? No, I have not. And I doubt I will. Without being bullheaded about 

this, I expect that they make the same points they always do, about low barriers to entry (“anyone 

can do this”), insurmountable competition, incalculable P/E ratio, and “Net frenzy.” In other words... 

the very same points that Barron’s consistently makes in criticism, starting with America Online 

back in 1994. (You know the result, since.)

Of course, if you find something compelling about the article that is outside of these (or the few 

other criticisms consistently leveled at the company since it came public in 1997), please con-

tribute those to our Rule Breaker Portfolio message board. I enjoy thinking about this stuff, and I 

particularly like challenges to my thinking as I Foolishly maintain an open mind, as always. The 

regular arguments, though, will not suffice. They were made just as repetitively and passionately 

two years ago when we bought Amazon at $6.50, and are therefore quite obviously irrelevant to 

the market’s thinking.

Though the stock has been halved in the past month, it remains up some 15 times our purchase 

less than two years ago.

Remember that cover stories like the one this weekend have, in the past, been fantastic contrary 

indicators. If this tradition continues, Amazon.com would be a sweet buy today at $106.

Amazon.Bomb? Gimme a break. No time soon.

Fool on.

June 1, 1999  
Amazon.BOMB? Not Likely. (Continued)
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December 29, 1999 
$1,000,000 by 2000? 

It’s a cold day in Alexandria, Virginia. The markets are about to close down in 
preparation for New Years weekend. And investors everywhere are thinking about  
a hardy meal, a warm bed, and what they’ll wear to ring in the new millennium. 
Except for David Gardner. With the Rule Breakers Portfolio—founded six short years 
ago with a scant $50,000 of he and his brother’s money—now within striking distance 
of a cool million, the world’s most forward-thinking growth investor only has one 
thing on his mind: growing and spreading Foolish wealth, in Y2K and beyond.

12/29/99



Breaking All the Rules  Page 27

http://www.fool.com

It should never even have been possible. But earlier this year, with this portfolio up over 80%, 

we weren’t THAT far from a million dollars. At the time, we dared to dream that we might hit 

$1,000,000 by 2000.

But with scanty few trading hours remaining in the nineties, it looks like we’ll not make it. It would 

take quite a wild swing. Anyone wanna bid America Online up $33 tomorrow? Or Amazon.com up 

$51.50 by 1 p.m. Friday? How about Celera up another quick $215? (After the past two weeks 

since our buy announcement, it almost seems possible.)

Hey, Goodyear Tire rose 7% today. If it could jump another $468 tomorrow, we’d hit a million as 

well. Goodyear.com?

Or perhaps we can get all of these working together and catch a cresting 15.7% wave. That’d put 

us at a million dollars, as well. 

One million dollars. A thousand thousand spankers. A veritable boatload of greenbacks -- two 

loads, depending on the size of the boat.

So will this last written reflection of the nineties for me be about money? In a way. But it’s not about 

money for money’s sake. Nay, dear Fools -- that’s greed. You see, Foolishness views money as 

synonymous with OPPORTUNITY. Every extra dollar is an extra opportunity -- an opportunity to 

serve beloved, family, school, church, business, beggar. Or yourself. Nothing wrong with that; in 

moderation, there are a lot of things right with that. 

Every extra dollar is an extra opportunity. Do you view money this way?

In August of 1994, we began with $50,000 of our own money. The aim was to demonstrate to the 

world what was our own deeply held faith: Namely, that a portfolio of common stocks selected ac-

cording to simple Foolish principles could beat the Wall Street fat cats at their own game. We’re 

simply private little-guy investors -- not a drop of institutional blood in us -- taught by our parents, 

by our own reading, and by our experience as consumers and lovers of business. And there’s not 

much more magic to it than that.

An improbable five years later has seen our money multiply by 17 times in value, and how has 

December 29, 1999  
$1,000,000 by 2000? 

Foolishness views  
money as synonymous  
with opportunity.
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the money been made? Largely through the blood, sweat, and tears of others. That’s the miracle 

of the stock market that we can become part owners of businesses run by others. If we make the 

right selections -- if we punch our tickets at the right booths -- we will become rich.

But what is wealth if not to be used?

And why bother using it, if not for good?

The single most powerful movie of the nineties -- so long as the rest of the media is going to  

soak us in “best of the nineties” ratings, I can do it too -- was, for me, Schindler’s List. I love that 

movie, and ended “Rule Breakers”, “Rule Makers” with it. Oskar Schindler, industrialist entrepre-

neur, eventually turns his business into money, and that money into a currency to save lives. True 

story. And that for me is the capitalist dream. It is to take risks in investing (in your own business 

and/or that of others), be right (preferably against the odds), and in the face of that prosperity -- 

that wild prosperity -- to turn around and use it for others. 

Can Foolishness be put any more succinctly? For many, that is foolishness, foolishness in the 

eyes of the world. But for many of us, it is what provides the most satisfaction of all.  

It is Foolishness.

Folly forever!

December 29, 1999  
$1,000,000 by 2000? 

Y2K
is upon us!
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January 4, 2000 
Moderation 

“If you can keep your head when all about you are losing theirs…”

So begins Rudyard Kipling’s famous poem, “If”. And so began, in spirit, David 
Gardner’s greeting to the new millenium’s stock market. With the Rule Breaker 
Portfolio already showing significant volatility in what would prove to be the first 
year of the “dot-com crash”, the world’s foremost technology investor could have 
panicked. He could have cited stormy waters ahead, and advised his millions of 
readers to get out of the market. To take the money stocks like Amazon.com (up over 
500% since his original recommendation) had generated and run.

In short, he could have flinched. But when all others about him were just starting 
to lose their head, David Gardner went on record in support of keeping calm and 
investing on. And as anyone who held on for the next 500% in returns (and the next 
500%...and the next 500%...) will tell you, it was advice that paid off in spades.

01/04/00
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“We didn’t tell ‘em about the gain, yesterday? What?!”

Those were my thoughts as I perused Jeff Fischer’s BreakerPort recap yesterday.

We’re not into celebrating daily performance, here at The Motley Fool, knowing full well that a day 

is really only just a day.

But...

...it was the first market day of the year 2000

...Celera rose 33 bucks, or 25%

...AOL and Amazon, our two biggest holdings, each rose about 10%

...our overall portfolio rose, on the first trading day of the year, in excess of 11% -- an entire year’s 

worth of average market return obtained with no effort, in a single day! Possibly our best day ever. 

(Haven’t checked the record books.)

If this wasn’t worth mentioning, I had thought, what is?

Until today.

Pfffffft.

The Rule Breaker Portfolio dropped about 6.7% Tuesday, worse than the Nasdaq’s stiff 5.55% 

drop and quite a lot worse than the S&P 500, which had no great day itself surrendering 3.83%.

A day’s worth of market commentary is worth very little in the grander scheme, but if you’re going 

to spend some time looking at individual days, I suppose it makes sense to look at the ones where 

stocks move by 5% or more either way.

Tide goes in, tide goes out.

It could happen this entire year. Are you prepared for that? 

What if, amid all the excitement and hype (by the way, “hype” can be a positive word, too; it always 

seems like it has such a negative connotation, but Michael Jordan was the most hyped basketball 

player of all time and Michael Jordan also not coincidentally happens to be the best player of all-

time), what if during the crescendo that the year 2000 represents in so many peoples’ minds (new 

millennium, the FUTURE, high technology, revolution) -- what if the market actually bombed this year?

January 4, 2000 
Moderation 

If you’re on margin, if  
you’re investing in ways 
that make you yourself 
nervous, stop. Now.
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What if the market steadily dives 20% by the end of March, rises to an overall loss of 6% by  

August, and then closes out the year falling away at the finish, down a solid 23% for Y2K?

Will your life be different?

Will the choices you make with your money, particularly the choices concerning your spending and 

your way of life, have to change?

Significantly?

I can honestly say mine will not, significantly. The Foolish investor is investing his or her own  

money, not sitting on anyone else’s money (margin) in any significant amount. The Foolish investor 

is invested in great businesses, and feels a part owner of them. The Foolish investor, further, is 

only investing money that he or she will not need for at least five years, preferably five decades. 

But, at least five years.

If you’re on margin, if you’re investing in ways that make you yourself nervous, stop. Now. Be-

cause if the year 2000 proves the first market year in the past six NOT to have sported 20% gains 

-- NOT to have sported any gains at all -- but in fact to have sported a LOSS of 25%, you will 

greatly regret the brief dally you had with stocks.

I know people who’ve sworn off the stock market because they were taking ridiculous risks on  

margin or with options or investing in penny stocks or investing in stuff they didn’t at all under-

stand, and when it whacks them up the side of the head and bruises them for the following several 

years of their lives, they let that bruise bruise them forever. Previous huge fans of the stock market 

-- or, their own rather strange version of it -- they swear it off altogether. Extremists to the end.

I am not particularly stoic -- I have not read Marcus Aurelius’s Meditations (which I suppose should 

be undertaken dispassionately) -- but I do believe in moderation. Erasmus, that Fool, was infat-

uated with the Latin phrase Festina lente, “make haste slowly.” He scrawled it over doors, and 

in different places in his daily life. I think it takes that kind of balance, that kind of moderation, to 

achieve true success in life for you and for those you love.

All that said, perhaps now the market goes up 20% for a SIXTH consecutive year. I’d certainly not 

object. But I’m not banking on it, either.

And thanks, Jeff, for not over-celebrating yesterday. Neither will I under-celebrate today. The  

markets got thrown for a loop, but hey, thank God we have markets!

Fool on.

January 4, 2000 
Moderation (Continued)

http://www.fool.com
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April 12, 2000 
Market Tanks. Life is Beautiful.  

It’s April of 2000. There are more losses in the once-invulnerable stock market.  
More hysteria from the once-cheerleading media. More fear in the hearts of  
once-confident everyday investors.

In the midst of such bearish doom and gloom, only a born Fool would stay  
the bullish course…

04/12/00
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Well, I was going to write on Starbucks today...

but... well...

The market got shellacked again today. And so did our Rule Breakers along with it. The Nasdaq 

put up a 7% loss, we were shrunk 6%, the Motley Fool NOW 50 declined 3%, and the S&P 500 

capitulated 2%.

These darned “New Economy” stocks! They’re killing us! AAAaaaaaaaiiiiieeeeee.

Oops, sorry. I don’t mean to be the one playing a sarcastic and frivolous note as the concert 

hall audience waves good-bye to 7% of its assets while the performance plays. Then again, my 

perspective is one that has seen the market go up 200% in the past five years. And so, my dear 

Fools, 7% doesn’t count much for me -- either way.

Oh, I know, I know, the media at large are no doubt breathlessly reporting the day’s events. Not 

just the financial media. The mainstream media. Dan Rather. Blue in the cheeks, with wild, rolling 

eyes, they tell us that today was the biggest point drop blah-de-blah, one of the worst percentage 

moves blah-de-blah. In history! “And what does it all mean?” they’ll say, generally with the not-so-

subtle implication that things must surely go from bad to worse and that finally, oh finally, finally, 

finally, “The Great Bull Market has ended.”

You know, those are the same ones who asked us to think it “ended” the last bad week we had on 

the market -- a month or so ago.

Or a couple times last year.

Or the summer before that. That inscrutable “bull market”!

That’s what they’ll say. Here’s what I say -- what WE’LL say if these words resonate with you and 

you’d like to adopt them for your own:

Whoopie.

As the “asphyxiating” smoke clears at the end of a “furious” down day, the S&P now sits flat for the 

year. Our NOW 50? Up. For 2000, the Nasdaq’s off 7% -- having begun the day as the S&P 500 

closed it: flat for the year.

Are you panicking? You are? Do you have a memory? Any real sense of perspective? I knew you 

April 12, 2000 
Market Tanks. Life is Beautiful.  

Are you panicking?  
You are? Do you have  
a memory? Any real  
sense of perspective?  
I knew you did !
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did! To succeed as an investor, you’ll need these things and more. Equanimity earns you extra 

plaudits.

Ladies, gentlemen, and Fools, the market could get flattened a lot worse than this over any given 

month or year, and maybe it’ll be this very month, or this year. Our Rule Breakers won’t be treat-

ed too kindly in such an environment -- they usually aren’t. We now show a year 2000 return of 

-14.42%, which is never very enjoyable but doesn’t hold a candle to the embarrassment of riches 

that we and many of you have to show for ourselves these past many moons.

Oh, and you thought I meant from the stock market? No, I meant life in general. Life is beautiful.

April 12, 2000 
Market Tanks. Life is Beautiful. (Continued) 
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April 17, 2000 
Does Price Matter?   

What do Twinkies, typewriters, and elderly church acquaintances all have  
in common?

Here’s a hint: David addresses all three—not to mention the myth of “price per 
share”—in his explanation of why staying in the market always makes sense.

04/17/00
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A meditation on Twinkies 

I will not pay any price for any given thing, ever, sorry. On the other hand, price doesn’t 

matter much. Price per share really doesn’t matter, and many investors are badly misled by 

their belief that low-priced stocks are good, and high-priced stocks are not. And price as a 

valuation consideration is also overrated and doesn’t matter so much to me as an investor. 

That’s because I believe our incredibly liquid, increasingly democratized markets today  

reflect rational prices. 

Have you bought stock in the past four months -- before last week? You probably feel some sense 

of regret. An older woman I barely know came up to me after church yesterday and said, with a 

hint of a smile on her face, “Now what do you think of the stock market?”

My answer was that I think the same of it now as I did before. The stock market is our opportu-

nity to become part owners of companies. Our challenge is always to find the best companies, 

purchase as much of them as we can in a diversified (but not over-diversified) portfolio, and look 

to add to those holdings over time. The challenge is and will always be to determine what are the 

best companies: the best managed, the most profitable, the most defensible, the most compre-

hensible and dependable. The long-term shareholder tends to be psychologically well-prepared for 

market fluctuations, particularly since he isn’t expecting to take his money out of the market for at 

least five years at the very minimum.

She expressed regret that she hadn’t bought more of a certain bond yielding 7 3/4% -- presumably 

she had instead put the money into stocks. I can understand it, and up to a point, feel it. We all 

have a sense of regret at having bought something that quickly turns down or, alternately, not hav-

ing bought enough of something that quickly goes up.

You can beat yourself silly with this mentality. In fact, you can manage never to feel satisfied. For 

every loser, you think, “I was so stupid. I should have avoided that, or at least gotten out of it soon-

er.” For every winner, you think, “If only I had bought more....” This way madness lies.

Over the past week, we’ve had an interesting talk on the Rule Breaker Strategies discussion board 

about price, prompted mostly by some very good questions from Heihojin. “Does price matter?” 

is the root of his question. Are we as Rule Breaker investors not at all concerned with the market 

price for a given potential investment?

April 17, 2000 
Does Price Matter?

For every loser, you think,  
“I was so stupid. I should 
have avoided that, or 
at least gotten out of it 
sooner.” For every winner, 
you think, “If only I had 
bought more....”  This way 
madness lies.
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That little three-word question packs a lot of punch. Let’s unpack it.

First of all, price matters. No one will pay $1000 for a freshly baked Twinkie -- unless they were 

starving to death, let us say, and they had the money, and it was the only option. But if you walked 

into your local supermarket and found Twinkies selling for $1000, you would not buy and neither 

would anyone else. There would be no market for the things. Price matters.

But second, price doesn’t matter. We frequently get calls to our radio show from people who are 

convinced that high-priced shares (a stock at $276, let us say) are not as good a buy as low-priced 

shares (a stock at $12). But price per share is just a function of how many shares are outstanding, 

not how good or bad this investment is. Studies have shown that lower-priced stocks are generally 

more volatile than higher-priced stocks, but volatility cuts both ways. In the end, you are becoming 

part owner of a company, and share price (and number of shares you hold) are almost complete-

ly irrelevant. We’re talking here about one of the great red herrings of our time, befuddling more 

investors than perhaps any other. (The confusion over stock splits being a “good thing” has its root 

in this misunderstanding.) So here, price does NOT matter.

Third, we come to valuation. When we use price to indicate “valuation,” does price matter? Well, 

our first point about Twinkies speaks directly to this point, to valuation. You see, the price you find 

quoted for Twinkies in your supermarket is generally “the right one.” It has been optimized to gen-

erate the right number of Twinkies supplied for the number of Twinkies demanded. If Twinkies were 

priced at $1000, there would be no demand despite the millions of Twinkies supplied. If Twinkies 

were priced at one cent, there would be so much demand that there would shortly be no Twinkies 

on the shelves. Note in both cases that the Twinkie manufacturer will be put out of business -- in 

the first place, because of no sales, and in the second, because of huge losses.

That’s the backdrop for my thinking on stock market prices. If stock market prices were “wrong,” 

we would see either no one trading stocks (the $1000 Twinkie problem) or everyone buying all 

available shares immediately and not selling (the one-cent Twinkie problem). But contrary to these 

illiquid situations, today the Nasdaq traded 2.5 billion shares and the New York Stock Exchange 

traded 1.2 billion shares. Let’s just pretend that the average stock price on the public markets is 

$40 per share. That means about $150 billion traded today on the stock market. In order to induce 

that kind of volume between buyers and sellers, your prices have to be tightly optimized -- they 

have to be very like the Twinkie at the “right price.”

No prices are perfect, of course, and prices fluctuate dramatically on the stock market, far more 

than for Twinkies. But that’s because stock market prices are reacting to near-term perceptions of 

April 17, 2000 
Does Price Matter? (Continued)
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changes in value... and not past or present value, but expected future values.

Given all of this, I accept the prices I see on the market as mostly “fair.” That’s another way of say-

ing that on the public markets, there are NO Twinkies for sale at $1000 or one cent, just as at your 

grocery store. Stock market pricing is very much like grocery store pricing -- set by a thousand fac-

tors. And while Wall Street fluctuates far more, its prices still always reflect the agreement of tens 

of thousands of buyers and sellers who are shaking hands to buy, or sell -- or even just hold -- at 

whatever the price is this moment. Like many, I too have seen rinky-dink third-tier companies get 

bid up on the Nasdaq after their IPOs, and have thought, “No way I’m paying that.” And I wouldn’t. 

But in general, I wouldn’t want to become a long-term part owner of those companies anyway, so 

even if you quoted me a very “attractive” price, I still wouldn’t bother.

To conclude, as a long-term shareholder I do not find valuation arguments, per se, to be compel-

ling reasons to buy stocks. I remember hearing from a “value” investor (these are terms I don’t 

care much for -- same thing goes for “growth” investor), how screamingly undervalued Smith  

Corona was, in the early ‘90s. (Yes, the typewriter company.) It was “way below its historical P/E,” 

“trading near book value,” the market was ignoring it, etc. My thought at the time was that Smith 

Corona was accurately priced. Its metrics SHOULD have shown what they did, because the mar-

ket looks forward (to new sorts of keyboards, no?). Most valuation measures befuddle people be-

cause they are backward-looking... for the simple reason that they are typically predicated on real 

“hard” numbers, which the future doesn’t offer. Smith Corona, needless to say, hasn’t done too  

well since.

So on the one hand, price matters, very much! I will not pay any price for any given thing, ever, 

sorry. On the other hand, price doesn’t matter much. Price per share really doesn’t matter, and 

many investors are badly misled by their belief that low-priced stocks are good, and high-priced 

are not. And price as a valuation consideration is also overrated and doesn’t matter so much to me 

as an investor. That’s because I believe our incredibly liquid, increasingly democratized markets 

today reflect rational prices.

Completely rational? No, never. But rational enough. If prices were truly irrational they would quick-

ly be “corrected” by a flood of buyers or sellers who would suddenly come in, take advantage of 

that arbitrage by buying or selling in massive amounts, and we would have rationality again. That’s 

the way market prices work for oil futures, lemons, and stocks. And Twinkies.

April 17, 2000 
Does Price Matter? (Continued)

C ompletely rational?  
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October 25, 2000 
Amazon: The New Colossus  

Looking back on the tail-end of the twentieth century, it’s a safe bet that historians 
will point to the birth of the Internet as one of mankind’s greatest technological 
triumphs.

But here’s the part historians will probably miss: the Internet sure brought a lot of 
rough to accompany its diamonds. The dot-com bubble accommodated real stinkers 
in absolutely every industry the market has to offer. And with Wall Street happily 
slapping a buy rating on every offering with “.com” tacked on at the end, it’s no 
wonder that the dawn of the digital age left a bad taste in many an investor’s mouth.

So how did David Gardner separate the wheat from the chaff—or rather, the wheat 
from the Pets.com? Simple: instead of analyzing new business models with new 
metrics, he held them up to the same common-sense standards that have guided 
good investors for nearly a century.

10/25/00
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Amazon has taken a big hit in the “dot-com meltdown,” but it has fared far better than many 

others. As the top dog, its business has continued to perform quite well. Yesterday’s Q3 re-

sults may have brought Amazon around a corner, though many challenges await.

. . . Give me your tired, your poor 

Your huddled equities yearning to breath free, 

The wretched refuse of your teeming markets. 

Send these, the homeless, tempest-tossed, to me. 

I lift my lamp beside the golden opening bell.

Our epigraph for today’s column reads very similarly to Emma Lazarus’s sonnet “The New Co-

lossus,” a portion of which is inscribed on the plinth of the Statue of Liberty. Those words above, 

or something very like them, have represented an inspirational beacon welcoming and warming 

those who for decades have traveled an ocean or two to immigrate into the United States. Today 

I invoke a rejiggered version of Emma Lazarus’s words as a welcoming and warming beacon to 

those who have shared, along with us, the risk and pain of being an Amazon.com shareholder 

through the “dot-com meltdown.”

It is as true of this period of American business history as it is ANY chapter of business histo-

ry: Many tried, and few will succeed. I continue to believe Amazon.com will be one of those who 

emerge from the “wretched refuse” of dot-com paper shares and create tangible value over the 

coming years.

This ain’t DrKoop.com. This ain’t Boo.com.

But this isn’t your father’s WalMart, either.

Following Yahoo!, eBay, America Online, and Amazon.com, a host of second-, third-, and eventu-

ally fourth-tier copycats threw up websites, raised money, blew it on advertising, and confirmed for 

us their third- or fourth-tier status by eventually scurrying back from whence they came.

The process continues. What will be left are the sustainable enterprises that, ironically and not 

coincidentally, were for the most part the first-movers. The others (in Amazon’s space that’s eToys, 

CDNow, etc.) enjoyed a similar multiple to the top dogs for a while, but with a shift in the market-

October 25, 2000 
Amazon: The New Colossus  

I continue to believe 
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place’s demands -- now for probable profitability, rather than market share or “eyeballs” or “clicks” 

-- the tide receded quickly and left many in the sand. Though Amazon.com is down from $113 to 

below $32 as of this writing -- about a quarter of its high -- eToys as one example is down from $86 

to $4 -- one twentieth of its high.

There was certainly too much venture capital for a while (which is a good problem to have, if 

you’re going to have problems), and extremely low interest rates, which drove up the valuation of 

everything. Now that everything’s down 50% or more, only a few true-blue entities maintain a mar-

ket cap or heft that is at all worth noticing.

Heck, at least eToys still has a market cap of about half a billion. Many of its follow-on peers are 

but a fraction of that, if they’re still in business.

Yes, for a long time there were many “huddled equities,” arriving in boatloads across the good 

Ocean of Hope. They had heard the story of riches; they had already mapped the Seven Cities of 

Gold; they were prepared to take the risks necessary to enter this New World, this New Economy. 

Today, most are truly tired and poor, huddled, all yearning for someone to notice or validate them.

As I gazed at Amazon.com’s third-quarter operating results, released late yesterday, I didn’t real-

ly know what the market would make of them. We have watched what was a 20-bagger for this 

portfolio decline to -- as of yesterday’s close -- a return of nine times our money in three years. It 

hasn’t always been rational, in either direction. Hey, nine times your money in three years is noth-

ing to sneeze at -- in fact, it’s one of the best investments we’ve ever made. But given the risk we 

took to purchase Amazon, and given how much higher it has been in the past, these shares have 

certainly looked “homeless, tempest-tossed.” What is now evident today is that Amazon.com’s re-

port of lower-than-expected losses and higher-than-expected revenues is a story that Wall Street 

needed to hear, wanted to hear.

That’s evident because there were no leaks, as sometimes seems to accompany surprises, so we 

see a pristine view of the sentiment regarding the quarterly report. Amazon declined about a half 

point yesterday below $30, with the wraps clearly left on the announcement. Today, up some 8% 

as of this writing, it appears Amazon.com may have turned a corner. Not “The Corner.” Amazon 

has many, many challenges before it still, primarily to demonstrate that it can actually profit from 

its redoubtable brand name and present base of 25 million e-commerce customers. But this is not 

and never has been a “made-in-the-shade” automatic moneymaker as an investment -- just as 

Amazon.com still has yet to make money.

October 25, 2000 
Amazon: The New Colossus (Continued)  
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But the story of a company that broke the rules, flew its large craft spectacularly high into the very 

riskiest thin air, and (this is the part yet unknown) managed to land the thing halfway around the 

globe later on and justify a market cap in the tens of billions (the market cap is $11 billion today) -- 

that story looks a little more believable this morning.

With The New Colossus, we lift our lamps.

October 25, 2000 
Amazon: The New Colossus (Continued)  
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December 7, 2000 
“What if the market actually bombed this year?” 

2000 was a tough year. The Nasdaq took a haircut of more than 30%, and the Rule 
Breaker Portfolio didn’t fare any better. 

But where others saw their cue to abandon ship (“Sayanora—I’m going back 
to bonds!”), the co-founder of the Motley Fool saw a market that was offering 
exceptional deals on exceptional companies everywhere he looked. That’s why his 
final missive of the first year of the new millennium, sent out to millions of bubble-
battered investors around the world, can be condensed into a single, visionary battle 
cry: “The market is on sale. I remain a buyer.”

12/07/00
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Occasionally, it’s worth looking backwards.

That doesn’t mean fixating one’s gaze in the rear-view mirror, or worrying too much about the past. 

It does mean that in the midst of all our thinking and acting, we do well actually to reflect on the  

results and consequences of all that thinking and acting.

Earlier this year, I wrote something I want to look back on today for perspective. It was the very  

beginning of the year. It was, in fact, my first Rule Breaker recap. Remember the Year 2000 bug, 

the funniest, laugh-out-loud riot of a shaggy dog story you ever heard of? We were only just then 

figuring out that the people who’d been stockpiling canned goods on newly purchased Idaho  

farmland had, um, overreacted a little bit. On the day previous to my recap, January 3, Celera had  

risen $33 per share (a gain of 25% at the time).

Together with gains of 10% for both America Online and Amazon, this portfolio therefore started 

the year 2000 up in excess of 11%, on just the first day. But the next day, January 4, saw our port-

folio drop 6.7%. Whammo -- an advance indicator of the volatility we would see this year, and (as it 

turns out) the very poor performance we would endure. Given that volatility, I wrote a simple essay 

entitled “Moderation” on January 4.

It is this piece of writing, this water under the proverbial bridge, that I wish to bring up for reconsid-

eration, as the points that I struggle to make in my meandering way hold as true today as they did 

on January 4, 2000:

....What if, amid all the excitement and hype... what if during the crescendo that the year 

2000 represents in so many peoples’ minds (new millennium, the FUTURE, high  

technology, revolution) -- what if the market actually bombed this year?

What if the market steadily dives 20% by the end of March, rises to an overall loss of 6% 

by August, and then closes out the year falling away at the finish, down a solid 23% for 

Y2K?

Will your life be different?

Will the choices you make with your money, particularly the choices concerning your 

spending and your way of life, have to change?

December 7, 2000 
“What if the market actually bombed this year?” 

... you’l l recognize that 
periods like the one we’ve 
lived through this year 
provide us opportunities 
to purchase our same 
stocks, or the same index 
fund (what have you), 
at signif icantly reduced 
prices. The market is on 
sale. I remain a buyer.
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Significantly?

I can honestly say mine will not, significantly. The Foolish investor is investing his or her 

own money, not sitting on anyone else’s money (margin) in any significant amount. The 

Foolish investor is invested in great businesses, and feels a part owner of them. The Fool-

ish investor, further, is only investing money that he or she will not need for at least five 

years, preferably five decades. But, at least five years....

If you’re on margin, if you’re investing in ways that make you nervous, stop. Now. Because 

if the year 2000 proves to be the first market year in the past six NOT to have sported 20% 

gains -- NOT to have sported any gains at all -- but in fact to have sported a LOSS of 25%, 

you will greatly regret the brief dalliance you had with stocks.

I know people who’ve sworn off the stock market because they were taking ridiculous risks 

on margin or with options or investing in penny stocks or investing in stuff they didn’t at all 

understand, and when it whacks them upside of the head and bruises them for the follow-

ing several years of their lives, they let that bruise bruise them forever. Previous huge fans 

of the stock market -- or, their own rather strange version of it -- they swear it off altogeth-

er. Extremists to the end.

I am not particularly stoic -- I have not read Marcus Aurelius’s Meditations (which I  

suppose should be undertaken dispassionately) -- but I do believe in moderation.  

Erasmus, that Fool, was infatuated with the Latin phrase Festina lente, “make haste  

slowly.” He scrawled it over doors, and in different places in his daily life. I think it takes 

that kind of balance, that kind of moderation, to achieve true success in life for you and for 

those you love.

All that said, perhaps now the market goes up 20% for a SIXTH consecutive year. I’d  

certainly not object. But I’m not banking on it, either.

Now down some 40% for the year 2000, I can say -- wiser but no Wiser -- that the year 2000 has 

indeed strummed an unhappy tune for most investors. But the lessons of Moderation endure. 

While in retrospect we’d all love to have timed the market perfectly -- buying and selling at all the 

right points -- we know this notion to be as alluring and as unsustainable as a flash of St. Elmo’s 

fire. It’s magical unrealism. Some will play that game, and I wish them luck; we will not.

If you are constantly, moderately, saving and investing a portion of your paycheck every two 

weeks, you’ll recognize that periods like the one we’ve lived through this year provide us  

December 7, 2000 
“What if the market actually bombed this year?” (Continued) 
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opportunities to purchase our same stocks, or the same index fund (what have you), at significant-

ly reduced prices. The market is on sale. I remain a buyer.

But even after the Nasdaq has lost a third of its value in a single calendar year, again I ask you, 

“Will your life be different? Will the choices you make with your money, particularly the choices 

concerning your spending and your way of life, have to change?”

I hope that you are shaking your head with me tonight, “No.” Foolish investing wouldn’t allow us 

any other answer.

Occasionally, it is worth looking backwards.

December 7, 2000 
“What if the market actually bombed this year?” (Continued) 
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January 3, 2001 
Managing Investment Expectations

The Motley Fool’s Chief Rule Breaker entered 2001 with more resolve than ever. 
Resolve that great companies like Amazon.com still made great buys… that the 
media’s biggest bears were still wrong… and, most importantly, that the market  
would still generate a heaping plate of long-term income for those who approached  
it with bite-sized expectations.

01/03/01
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It is important to manage your expectations. In investing, that means not expecting huge 

gains every year. If you go into investing knowing that you’re going to fall sometimes, then 

it’s not so bad when you do. Don’t let those falls dissuade you from pursuing your goals 

and spotting opportunity when it presents itself.

Before getting into tonight’s recap, I’ll mention that Alan Greenspan and the Federal Open Market 

Committee gave our portfolio a boost today, along with the market in general, with a surprise  

50 basis point cut in the federal funds interest rate. For more on that news, see Bill Mann’s  

commentary.

Who predicted that the Fed would act today? No one that I know of. It’s days like this that convince 

us that we can’t time the market.

*     *     *  

Envisioning the world as a building, C.S. Lewis wrote that half of us think it’s a prison, and the 

other half think it’s a five-star hotel. Those of us who think it’s a prison can’t believe how happy we 

are! Those of us who think it’s a five-star hotel, on the other hand, mostly just complain.

Our expectations, Lewis is pointing out, mean a great deal. In no small way they determine our 

reactions, our feelings.

Now perhaps you’re new to this whole investment thing, and have heard how bad the stock mar-

ket’s been recently, maybe even losing a bit yourself. Or maybe you’re a seasoned old hack who’d 

just like a New Year’s picker-upper a day after the Nasdaq’s seventh-worst daily percentage drop. 

If so, remember this: The stock market’s annualized historical return is a shade over 10%. Some 

years we have seen returns well over that, while others -- and these periods can persist over some 

time -- feature returns well below that. In some cases, “returns” itself is a misnomer. Because after 

a year like 2000, the money I gave to the market now seems in retrospect to have been some bi-

zarre form of charity -- a charity with much less psychic reward than some others!

Brian Lund calculated that the real money in this portfolio (my real money, actually, now that you 

mention it) sits about $500,000 lower than it did just one year ago. That’s definitely not something 

to brag about at cocktail parties. Indeed, it’s at least arguable that such experiences -- and maybe 

you’ve had one too -- induce neurochemical reactions that inhibit one’s desire to attend such  

cocktail parties.

January 3, 2001 
Managing Investment Expectations
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I sometimes pity myself this way until I remind myself that, of course, we’re all in a great big prison 

here, and no one gets out alive. The more we keep reminding ourselves of these things, in fact, 

the better we and our lives will be. We’ll look around and appreciate that it really isn’t so bad a pris-

on, as prisons go. And our limited time within might as well be spent meaningfully.

I’m writing about expectations today, the five-star and the prison-like. Particularly, the expectations 

of my fellow Rule Breaker investors. If you’re a Breaker of Rules with some of your investment 

money, your expectations are just plain different from other folks’. As you strap on your plate mail 

and readjust your visor for maximum visibility, you go into battle absolutely knowing that you’re 

going to get unhorsed, rudely beaten about the head with a stick or a sword, whacked... some of 

the time. But let’s put the emphasis on the right word: “whacked.” Actually, let’s put the emphasis 

on an even more important word there: “know,” as in you know. Because the road to dynamically 

higher long-term investment returns ain’t paved with cotton candy, and no one investing in stocks, 

particularly in volatile stocks, should expect smooth marble. Making money in the stock market 

over the long term is rough and messy. 

For a Rule Breaker investor looking to reach the investor’s Elysium, a good suit of mental armor -- 

that is, persistence disciplined by realistic expectations -- is a sine qua non. Remember Bunyan’s 

pilgrim, who endured the Slough of Despond, the Hill Difficulty, the Valley of Humiliation, and the 

River of Death before he finally reached his Celestial City.

If you take all that poetry and put it into numbers you get something like this: In 1998, this portfolio 

returned 199%. Two years later, in the year 2000, we sagged 53%. Yesterday we dropped 6% in 

just one day alone. Those are staggering figures. We are indeed imprisoned by volatility, a volatility 

that is both out of the ordinary and yet no big surprise to me personally. I’ve expected it. While I 

didn’t know that yesterday would be horrible and today would be great, I knew that there would be 

ups and downs on the road.

We began by pointing out that your expectations determine your reactions. Now let me observe 

something just as important: Your reactions tend to govern your next actions. That’s just human 

nature, to alter or mend our ways based on the feelings created by past action. For example, if 

your reactions to the stock market of 2000 have shaken your previous convictions, now might be 

a great time to make changes in your investment allocation or strategy. However, you should also 

realize that your next actions can be unduly and unhelpfully influenced by your most recent, short-

term reactions -- which are quite negative if you’re like most of us. Many will have a tendency to 

want to swear off the stock market typically just before the best opportunities to buy in.

January 3, 2001 
Managing Investment Expectations (Continued)
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A few years ago, I came across a great mathematical equation, which seems apropos of our topic: 

Happiness equals reality divided by expectations.  

Let’s notate it, for mnemonic purposes:

H = r / e

Our meditation today has been on that little “e,” which is in the important position of denominator. 

If you keep the “reality” numerator constant and jigger around with the “e,” you can see what that 

does to happiness.

And speaking of market expectations, I think they may be as low now as they were high a year 

ago. The pundits seemed as sure that Amazon.com deserved its high valuation a year ago as they 

now seem sure it deserves its comparatively low valuation today. The concept of owning a “dot-

com portfolio” sounds laughable, at present; you must be a yahoo if you own Yahoo!. But doesn’t 

that indicate a good time to be looking to buy?

To sum up, your expectations determine your reactions. And your reactions determine your next 

actions. So I say set good expectations and lead the good life. “Good expectations” mean some-

thing different for each of us, so I won’t presume to speak here for anyone. I’ll just remind you of 

what happens to your head when you think you’re staying in a five-star hotel... or what can happen 

to your investment portfolio when you go in expecting five-star returns with five-star comfort. The 

world doesn’t work that way.

It’s really more of a prison, isn’t it? 

January 3, 2001 
Managing Investment Expectations (Continued)

H = r / e
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March 22, 2001 
Don’t Lose Faith

03/22/01

As anyone who’s ever paid too much hard-earned money to a financial advisor 
knows, the going notion is that investing is best left to “experts”. And as anyone who’s 
ever seen their investments tank after paying one of those “experts” handsomely 
knows, that particular going notion is a load of baloney.

Whether it’s discounted cash flow models or new yoga poses, everyone is an expert 
at something. And as David explains below, by simply knowing their own areas of 
expertise—and leveraging that knowledge on the public markets—any Fool can make 
an “expert” investment.
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Trust yourself. You can learn how to be a better investor by listening, reading, and doing. Take an 

interest in your investments. Understand them. When you venture into the stock market, stick with 

what you know and love, so that you’ll want to learn more about it. It’s easy to question your  

judgment in a down market, but don’t give up. It is an excellent time to learn and hone your skills.

Today, I want to write about trusting oneself. In a poor stock market and a poor economy, these 

words are intended not so much as a salve as a reminder, but perhaps they work both ways.

A book I would recommend to anyone -- to you, to everyone -- was first pointed out to me by Guy 

Kawasaki, and it’s called If You Want to Write, by Brenda Ueland. Written by a wonderful 20th-cen-

tury American writer who lived long enough and richly enough to win an international swim compe-

tition in her 80s and be knighted by the King of Sweden, Brenda Ueland has written a book which 

verily breathes The Motley Fool credo, “You can do this.” If you want to, Ueland tells us. In place 

of her word “Write” in the title, you can fill in any word you like, because hers is a punchy, pungent 

book about doing.

For instance, I found myself substituting the word “invest” in place of “write” at frequent points in 

her book, and coming away with wonderful lessons. Take this short passage from page seven (my 

substitutions bolded):

“So often I come upon articles written by critics of the very highest brow, and by other 

prominent investors, deploring the attempts of ordinary people to invest. The critics rap 

us savagely on the head with their thimbles, for our nerve. No one but a virtuoso should 

be allowed to do it. The prominent journalists sell funny articles about all the utterly crazy, 

fatuous, amateurish people who THINK they can invest.”

Yes, Brenda. And yet the truth is, there is no “stock market school” in this country, no formal train-

ing, no official way to get a “stock market diploma.” So the biggest difference between those who 

invest and those who do not is... guess what? Just that the former have actually decided to try it, 

and gone on to learn from their successes and their failures. We are all forever students of the 

game. Remember that I have zero formal “stock-market training.” Nada. Zippo. I went to good 

liberal arts schools and got passing grades, but virtually all that I have learned about stocks has 

been taught me by my parents, challenged and often confirmed by my own reading, and won most 

of all by the doing of it. Listening, reading, doing -- I can’t think of three better ways to learn  

March 22, 2001 
Don’t Lose Faith

You have your own short  
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anything! And they’re all available to you and me.

Hey, you can’t live in our society today and not be an experienced consumer. And out of that expe-

rience, each of us emerges as a potential investor with unique insights. I know enough about  

computers, the Internet, literature, sports and games, and the business of business to feel very 

comfortable making investing decisions in those categories. My assistant Melissa, on the other 

hand, knows theater, restaurants and food and cooking, literature, yoga, and France. You have 

your own short list of stuff you know, about which you are a confident commentator.

Your investments should express those things! I should be able to pick up your brokerage state-

ment and feel as if I know you. Your portfolio -- however your money is invested -- should read like 

a personal statement... as personal a statement as your credit-card bill every month (though  

I hope that neither statement is overly long!). 

On the other hand, we should stay out of what we don’t know, because that is where we cannot 

trust ourselves. On UNC-TV in North Carolina a few nights ago I was asked by one caller whether 

I would invest in oil and gas right now. I responded quite emphatically NO. Does that reflect on oil 

and gas? Nay, dear reader. That answer merely reflects me, because I have no business investing 

in oil and gas stocks; my own life experience with this industry largely comes down just to a me-

chanical unscrewing and rescrewing of my car’s gas cap every couple of weeks. I have no greater 

interest in the industry than that. Investing should be personal.

I talked to a 29-year-old woman recently who was now despairing of her decision to finally get 

started investing this past year. “It was July,” she said, almost with a tear -- we all know what’s 

happened since July. But too many of us exhibit an unfortunate tendency to over-focus on the 

recent past, to the exclusion of historical context and to the even more crippling exclusion of that 

which really counts: what lies ahead. Here is a woman who will likely be investing for 50 years or 

more in the future, presently in danger of being scared off of investing because the first few times 

she went out on the ice rink she slipped and fell on her derriere.

Then again, when I asked where she slipped up she mentioned that her counselor had put her in 

several things including an annuity (which she didn’t understand -- and which I really doubt was a 

good investment for her), and also that she’d probably lost all of one $3,000 investment in private 

shares of a pre-IPO company. Was she a “confident commentator” on either of these? I do not 

think she herself would say so. Nothing like it. Are you a confident commentator on each of your 

various assets? Can you sell me on your annuity as well as you might sell me on your house? If 

not, you should be able to. Wake up.

March 22, 2001 
Don’t Lose Faith (Continued)
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We must trust ourselves in good markets and in bad. In good markets it’s easy, ain’t it? In bad 

markets, we’re suddenly much more likely to question how much we really know, and more willing 

to bemoan -- more than usual -- our mistakes. But these instances of losing money -- which is  

inevitable for every long-term investor, and will happen to you and me many times in the future -- 

are really just excellent learning opportunities in disguise, aren’t they? This learning should then 

cause us to proceed forward more confidently then before, exhibiting and embodying more trust in 

ourselves. You get to know yourself better than ever in the down times. Use that.

Finally, as Brenda Ueland finally says somewhere near the end of her book (I paraphrase), if you 

want to write then... doggone it... write! And if you want to invest, if that’s why you’ve joined us in 

Fooldom today, then doggone it begin today by making your first investment -- or, a better invest-

ment! Make what you have learned in your life benefit your financial future and your lucky heirs. 

And stay Foolish.

March 22, 2001 
Don’t Lose Faith (Continued)
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July 25, 2001 
Amazon’s Last Fan

07/25/01

By the summer of 2001, Amazon.com’s stunning lack of profitability (despite a 
steadily growing top line) had even David expressing some doubts. After becoming 
popular enough to win Time’s “Person of the Year” award a mere two years earlier, 
founder and CEO Jeff Bezos now had trouble staying in the good graces of even a 
handful of Wall Street analysts—let alone the investing public. 

So what kept David holding on? First and foremost, Amazon.com’s positive cash flow 
from operations, which suggested that a profitable business existed somewhere 
amidst all that growth expenditure. And secondly, there was (for David, at least) the 
compelling fact that he simply was not supposed to like Amazon.com anymore. 

“Amazon.com is…the most interesting stock on our public markets,” he states below. 
The day he wrote that, Amazon.com closed at $11.51. Thirteen years later, with shares 
of the same company flirting with $400, it’s safe to say that David’s interest paid off.
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So you’ve read the news Amazon.com and maybe followed the stock and now you know that Am-

azon.com is a large unprofitable retailer with slowing sales growth and significant debt to pay off, 

and just generally bad mojo on Wall Street. And maybe you own it, but you probably don’t. Still, 

you’re wondering what these Fool guys are going to do with this stock that has both made and lost 

them so much money.

Has the whole e-commerce revolution thingy come to naught? Was this a joke? A waste of time? 

Was Time’s Man of the Year (CEO Jeff Bezos) a good guy or a bad guy? How could Amazon have 

gotten so high? And how can it now be this low? Can it ever go higher again?

Amazon.com is, to me, the most interesting stock on our public markets, and has been since it 

showed up in 1997. At various points the company has looked like the greatest star or biggest 

joke of American business. You have a powerful brand in a relevant sector racking up huge sales 

growth unprofitably, with the idea that it would eventually “make it up in volume.” That’s not a friv-

olous jape, but rather the market’s expectation: that as Amazon grew and matured, it would cut 

costs and wind up a low-margin, high-turnover mega-retailer like Wal-Mart.

And lookie there: the marketing costs are down 18% this quarter from the same quarter last year. 

The fulfillment costs? Down 2% this quarter from last year. So the company just grew its quarterly 

sales 16% (from $578 million to $668 million) with 18% less marketing! In a recessionary environ-

ment. And despite doing $90 million more in sales, it lowered its overall fulfillment costs, too.

So Amazon must be fulfilling its promise, right? Even the most optimistic would say, “Not exact-

ly.” That’s because plans for, or ability to achieve, profitability have been consistently pushed back 

over time. And now the market has ironically fastened on Amazon’s top-line growth again, after in-

sisting for lo these many months that Bezos & Co. focus on the bottom line. You can’t win for losin’.

With so many negatives, including a daring and perhaps tragic decision to borrow $2 billion rather 

than raise the money in equity, and so much negative sentiment, one wonders how Amazon would 

be worth anything at all. Why is the stock trading for anything more than a few pennies? That 25% 

hit the shares took on Tuesday was lenient, some will think. And yet, despite the sudden interest 

we’ve seen in sales growth, cash flow from operations is more interesting to me. In its unaudited 

SEC statement just released, Amazon writes, “Net cash provided by operating activities was $2 

July 25, 2001 
Amazon’s Last Fan
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million for the three months ended June 30.” So, it was positive. No headlines about that.

That’s right, take a look at the cash flow statement and you’ll see that Amazon entered the quar-

ter with $463 million in cash and equivalents. Make adjustments for net losses including the debt 

interest owed, etc., and you’ll find that net cash flow from operations actually stacked about $2.4 

million on top of that $463 million. And the cash flow from operations isn’t just because Amazon 

is holding off on its accounts payable. Its accounts payable, at $257 million, is actually below last 

year’s $286 million.

Which I guess is a primary reason why I’m holding my Amazon. Sentiment about doing that 

couldn’t be more negative, which I guess is another reason why I’m holding my Amazon. “This is 

no longer a growth story,” says Hambrecht analyst Kristine Koerber, but Amazon’s vastly low-

ered expectations equate to double-digit sales growth year over year. Last I checked, 13% annual 

growth was growth. And a pretty good kind of growth, because it’s growth during recession. Of 

course Amazon’s not throwing up triple-figure growth anymore! This is a company that will finish 

2001 with over $3 billion in sales. Your growth rate slows as your numbers rise. Slows, but it hasn’t 

stopped. (Where and how are YOU going to do your holiday shopping this year?)

Maybe some of this thinking suggests why AOL Time Warner just invested $100 million in Amazon 

this week. What do you make of that? Is AOL stupid? Perhaps they’re so large and oblivious these 

days that they just throw around $100 million investments any random place. Or do you think they 

are investing that money expecting a return? Maybe they’re just really nice guys and feeling  

charitable.

Please note, I don’t expect to add my money anytime soon to this position. We have never added 

any money to Amazon since our original investment at $3.18 on September 9, 1997. At the same 

time, I’ll hold onto shares in a company with a strong brand and 8.5 million customers (over the 

last 12 months) that is struggling to go profitable during what is still an early stage in its history. 

And I say AOL Time Warner is smart money. Let’s watch together and find out.

July 25, 2001 
Amazon’s Last Fan (Continued)
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August 3, 2001 
Advice for the Impatient Investor

Patience isn’t just a virtue—it’s also a requisite for ultra-successful long-term 
investing. Below, David shares three tips for the impatient investor.

(Hint: for those readers who are too impatient for preludes, the tips themselves 
appear at the end of the article.)

08/03/01
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It’s a discipline. It’s a virtue. It’s a card game. It’s a curse.

It’s at the heart of good investing.

It’s what I wish I had more of. It’s what I wish you had more of. It’s what I can’t believe more people 

don’t have more of! It’s the one thing I stress to more people at more public appearances these 

days than anything else.

It’s Patience.

(And yes please, do capitalize that P, maestro.)

“Patience is a virtue few men hold.” I don’t remember the source of that epigram at the moment, 

but that’s the first line that pops into my head when I think Patience.

Aristotle’s Nicomachean Ethics conveys a helpful way to think about virtues like Patience. I grew 

up thinking or being taught in binary, that virtue is the opposite of vice. So there’s courage and its 

opposite cowardice, power and its opposite weakness, and compassion and its opposite cruelty. 

Thus, when I first began reading the Ethics after college I was quite surprised to learn that Aristotle 

disagreed with my worldview.

Aristotle presents virtue as a golden mean between two opposite and equally bad extremes. So on 

one extreme side you have too little patience, or no patience at all -- bad for all the reasons we can 

imagine. But, at the other extreme, there is too much patience! And that can create results just as 

bad as impatience. In the middle lies the golden mean, true Patience, which perfectly balances the 

two and is appropriately and effectively used in any situation. I have adopted Aristotle’s view.

Investors have to try to hit this golden mean as well as anyone else. And given that the universal 

scales, in my experience, tilt heavily toward the “too little patience” side, we know what we must 

guard against, especially during a bear market.

“What am I going to do with my retirement now? Why haven’t my stocks come back yet? Should I 

just sell them now, the darned things?”

That’s the bear market version. The bull market version usually goes something more like this: “I 

can’t wait to check my stocks today. Have I checked my stocks this hour yet? Have I? You know, 

August 3, 2001 
Advice for the Impatient Investor 
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it’s been a few minutes; I really should check my stocks again, just to see how I’m doing.”  

[Refresh browser. Refresh browser. Refresh browser.]

We want our investments to rise to their full height today, now, so that we might import a suddenly 

rosier future directly into the present. Now now now! And in so doing we fail to appreciate what we 

have right here right now.

The media don’t help. The nature of rapid-fire reporting and ubiquitous CNN-tuned TVs in air-

ports constantly insist that we be eager to find out what has changed. What’s changed? Now? And 

what’s changed now? And what does that then mean?

May I coin a word? It’s “overnews.” I believe we live in a world that is “overnewsed,” causing many 

of us regularly to think in shorter time frames than are best for our own good. When we overfocus 

on the here and now we risk making poor decisions that fail to account for factors or likelihoods 

that are NOT part of the here and now. We are myopic. We zig with the zigs, and zag with  

the zags.

This can mean many unfortunate things in many different contexts in our lives. But you’ve tuned in 

to a money site, and specifically, a column normally given over to considering making investments 

in companies whose volatility and riskiness will try your patience. Anyway, here are three simple 

pieces of advice for the impatient:

1. Don’t sweat entry prices and exit prices -- instead, dollar-cost average. If you’re an 

investor who feels too much apprehension about buying in and too much potential regret about 

selling out, don’t do it all-or-nothing. Do it piecemeal. Divide your money into thirds, let us say, 

and purchase the stock you’re looking at on the 17th of each month for the next three months. 

Sell out of it the same way. Take the emotion and the short-term guessing out of the equation, and 

don’t chase sixteenths. (How quaint -- already a reference to the market when it used to trade in 

fractions. How old-fashioned of me.) Please note of course that if you take this approach, you’ll be 

paying more in commissions. Though if you’re using a good discount broker, the paltry extra 30 

bucks will probably be worth the peace of mind.

2. Ask yourself if company conditions have really changed. Rather than just sell a stock 

because it’s gone up or down (and down more than up, these days), approach the decision from 

another angle. Ask yourself if the reasons for your having bought the stock in the first place have 

significantly changed. This is part of being a business-focused investor, not a zig-with-the-zigger.

3. Try not to look at your stocks for a month. Go on. It’s summer. August is just beginning. 

Go for it. Don’t look at your stocks. Can you do it? What does that say about you if you can?  

August 3, 2001 
Advice for the Impatient Investor (Continued)

We are myopic. We zig  
with the zigs, and  
zag with the zags.
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What does that say about you if you can’t?

Yessirree, Patience gets short shrift in our society. As parents, we tend to insist on patience from 

our children when they’re asking us in the car, “When will we get there?” or some other such  

nuisance. But do we truly model patience for our children (show, don’t tell)? Do we point to  

examples in popular culture of where someone showed a heroic patience? Do we venerate old 

patient saints?

So what’s the bottom line of this column? Are you impatient to find out? OK. Today’s column was 

just a reminder: Patience.

August 3, 2001 
Advice for the Impatient Investor (Continued)



500

687

875

1062

1250

1437

1625

1812

2000

AMZN S&P

S&P

0

50

100

150

200

250

300

350

400

 Page 62 Breaking All the Rules 

1997   1998   1999   2000  2001   2002   2003   2004   2005   2006   2007  2008   2009   2010   2011   2012   2013 2014

July 2, 2002 
Seven Steps to Rebuilding Your Wrecked Portfolio

By 2002, the dot-com crash was definitively over. After three years of brutal volatility 
that bled over into even the most stable businesses, investors finally had the 
opportunity to get back on the horse.

Of course, there’s a difference between having an opportunity and having the 
courage to take that opportunity. To that end, in he and his brother’s fourth issue 
of the newly launched Stock Advisor, David Gardner didn’t just offer the Foolish 
community a stock pick—he also offered them encouragement, and the reassurance 
that should they go once more into the breach, their long-term rewards would be 
handsome indeed.

(Oh, and as for as for the stock pick in that issue? Marvel Comics, now owned by 
Disney, is currently up over 3,455%. If you’re gonna get back on the horse, it never 
hurts to pick a winner…)

07/02/02
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After speaking with many investors who all seem locked in a state of stock-market paralysis, we 
thought a very Foolish thing to do would be to help investors jump-start their renewed investing 
programs. After all, there’s no time like the present to get started down the road to recovery. 
With that in mind, we’ve put together a little How-To Guide to help you kick it into gear. Here are 
seven “Rs” that will help you get back on track:

Step #1: Recognize that inertia is getting you nowhere fast, and you must find the courage to 
take action. We know it’s daunting to take a peek at your brokerage statements and see your 
account balance drastically below where it was three years ago, but you’ve got to face up to it. 
Stuff dropped. Ignoring the problem isn’t going to make it go away, and a lack of action certainly 
isn’t going to fix what ails your portfolio. You must come clean with the fact that doing nothing 
will get you nothing, and may keep you from taking advantage of a good opportunity to clean up 
the mess and avoid additional losses in companies that are permanently impaired. And you may 
find some real bargains out there. So, chin up, Fool! The time to take action is now!

Step #2: Remember that you aren’t alone—anyone’s who’s been invested over the last several 
years has felt the pain associated with seeing their stocks go to pieces. Also remember, though, 
that over a longer period of time stocks have actually done quite well (even when you include the 
last several years’ results), and continue to be the best place for your long-term money. That said, 
some stocks will go to zero. It has always been this way, and it will always be so. Human nature 
is such that just knowing that others are feeling the pain you are can make it easier to bear. We’re 
not suggesting you rejoice in others’ misery, of course, but just know that anyone who’s been 
invested in the last several years has been touched by the market’s downturn. Some more than 
others, certainly, but you’d be hard-pressed to find many people whose portfolios have made it 
through the woods completely unscratched. You are not alone. At the same time, remember that 
the market, when looked at for an extended period of time beyond just the past two or three years, 
has continued to be the best place to put your money for long-term investment. Had you invested 
seven or ten years ago, even given what’s happened in the last two years, you’d still be up. And 
over the last two years there are some industries that have shown substantial growth. Insurance, 
for example. But long-term investing also means avoiding, or then rectifying, big mistakes. See a 
problem? Don’t wait for it to become a bigger problem.

Step #3: Remind yourself that the market doesn’t care what price you paid for your shares, so 
stop waiting and hoping for your down shares to “come back.” We don’t want to sound overly 
harsh here, but the message we’re driving at is to quit holding out for the market to make you 
“right.” The market may never again give you the price you think you deserve for your shares. 
Mr. Market may continue to beat down the shares of your favorite company, and it may feel 
unjustified. Give up on this kind of thinking, because it’ll only serve to rationalize bad decisions 
for you. What you need to do today is determine whether you would buy a company at today’s 
prices. One way to do this is to think about whether you would buy the whole company at today’s 
price. If you would not, have no compunction at all about selling off the tiny fraction of the 
company you do own.

Step #4: Realize that you’re going to have to take a long, hard, critical look at each and every 
stock in your portfolio, and assess what you need to do with it: sell it, buy more or leave it alone. 
Now, here’s where we get down to the nitty-gritty, the meat and potatoes, the real deal, the 

July 2, 2002 
Seven Steps to Rebuilding Your Wrecked Portfolio

Remind yourself that  
the market doesn’t care 
what price you paid for  
your shares, so stop waiting 
and hoping for your down 
shares to ‘come back.’
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July 2, 2002 
Seven Steps to Rebuilding Your Wrecked Portfolio (Continued)

whole enchilada, and a whole bunch of other clichés we can’t think of at the moment. (Add your 
favorite here.) This is where you need to start asking the hard questions... giving yourself the 
truthful answers. Go through the stocks that you own, one by one. Take the time to really dig 
in. Look at each company independent of the others residing alongside it in your portfolio. Why 
did you buy it? Have the reasons you bought it either particular to you or to the company itself—
changed? If they have changed, is it good change or bad change? Examining the “change” aspect 
of each stock can be very revealing.

Next, look at the company’s business as it stands today. Is it prepared for success in the future, 
or has the company lost its way? What numbers did you look at when you bought the company? 
Where did it stand then, and where is it now? It’s a challenge to be completely honest with 
yourself regarding the companies you own. Aside from the obvious ego issues involved with 
admitting that you really have no idea why three years ago you bought shares in a company 
that you knew absolutely nothing about (Microscopic moon lasers? Well, sure, that must be the 
future!), it can also be difficult to let go emotionally.

Though we know we shouldn’t, investing can very easily become emotional. You may be 
tempted to hang on to a company out of loyalty, or admiration, for the bright successful 
company it once was. Don’t do it. You’ve got to cut that sucker loose.

You may also find some real gems in your portfolio that are more financially sound today, more 
on target with their business objectives, and more together than they were when you first bought 
in. These companies may even be really cheap. Tom had that opportunity this past October 
when one of his long-standing Rule Maker holdings, American Express, had been beaten down 
after the terrorist attacks. He bought more, and is up over 40% on that purchase.

Step #5: Remove the emotions attached to your portfolio and sell the stocks you’ve determined 
are irreparably damaged. As we touched on above, you’ve got to hush up your emotional side 
for the time being, and sell the dogs you discover howling and scratching madly at their fleas in 
your portfolio. You don’t want those things in there anymore! Out, out, damned Spot! (Ooooh, a 
MacBeth reference and a dog-name pun all at once!)

Step #6: Renew your portfolio, and your own spirit and love of investing, by examining the 
market for fresh new companies that might make a good addition to your recently cleansed 
account. Now that you’ve cleaned out the stinkers from your portfolio, you can start peeping 
around for new opportunities that may be out there. Take a look at your portfolio mix, check 
out how much risk you want to deal with, and let the hunt begin. Think about all the great 
companies out there that deserve consideration. And many of them are selling for much less 
now than they were if you’d taken them for a spin two years ago. Don’t be afraid to buy new 
companies. Heck, we give you at least two recommendations a month, so you already have 
a good starting point! In fact, we’ve got two great companies we think you should consider 
investing in today. 

Step #7: Reward yourself for overcoming your fear and paralysis by doing something  
you enjoy.

This one’s important, so don’t leave it out! You’ve just completed an exhausting, necessary task. 
(No, we don’t mean reading this long article. We mean going through the above steps!) Once 
you’ve taken the time to go over your portfolio, and you’ve addressed the moves that need to be 
made, and, most importantly, you’ve actually made those moves, then we think you deserve a 
reward. What that reward becomes is up to you to discover for yourself. Maybe it’s a Saturday 
on the couch watching Bill Murray flicks. Maybe it’s a day in the park with your family. Maybe 
it’s simply a nap! Whatever it is, schedule the time to do it. You deserve it.



Breaking All the Rules  Page XX

500

687

875

1062

1250

1437

1625

1812

2000

AMZN S&P

S&P

0

50

100

150

200

250

300

350

400

1997   1998   1999   2000  2001   2002   2003   2004   2005   2006   2007  2008   2009   2010   2011   2012   2013 2014

Breaking All the Rules  Page 65

January, 2008 
January is the Best of All Months.

If you ever get the chance to visit Fool HQ, make sure you take a second to stop by 
David Gardner’s desk. You’ll notice that it’s not tucked away in some corner office, 
or weighed down with rich mahogany—but rather smack dab in the middle of the 
investing team, and identical to all the others around it. You’ll also notice a sign 
affixed to his file cabinet. It reads “excelsior”. For those of you who slept through the 
seventh grade, that’s Latin for “ever higher.”

In January of 2008, with a flat-market year behind him and two nightmare-market 
years ahead, David Gardner had but one message for Rule Breaking investors  
around the world. And that was to remember that for all its twists and turns, for all its 
intra-day cruelties and summers of despair, the stock market, when approached with 
both common sense and conviction, only goes in one direction in the long run:  
ever higher.

01/08
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January, 2008 
January is the Best of All Months.

January is the best of all months. Seriously. More people try to do more things better in January 
than in all the other months combined. If you saw my list of New Year’s resolutions and watched 
how hard I try all January long, you’d know how off-the-charts good I am this month. And I 
know many of my fellow Fools are right there with me.

Sure, some worrywarts will complain about the weather. They’ll quote studies about depression 
rising in the winter months. Maybe so. But not in January, I say, because January is when we’re 
all going to lose 8 pounds. It’s February these studies must be talking about, when we’ll put  
back on those 8 pounds.

As I write on this frosty mid-December evening — well past midnight, as is my wont — I’m 
very much in a January frame of mind. I know 2007 wasn’t great for investors. The year will 
practically “zero out,” finishing where we started. That seems crazy, since a zero masks some 
really great highs (spring and fall) alternating with some painful lows (summer and now early 
winter). At times this year I’ve felt like a really good investor, and at other times, a really bad 
investor. You, too?

But from a Rule Breakers standpoint, we’ll take a year like 2007 any time. A year ago, the 
average Rule Breaker was up 22.5%, versus the S&P 500’s 15.6%. A year later, with two dozen 
more picks in the mix, our average selection is now up 35.2%, versus 13% for the market — 
extending our lead over the market and demonstrating the power of finding and investing in 
disruptive growth stocks. Rule Breakers typically rack up their gains in strong up markets 
— that’s when our stocks really go bananas. For us to tack on 12 percentage points of out-
performance in this kind of a market, then, has been particularly sweet … even if 2007 so often 
felt bittersweet.

Fellow Fools, the stock market is a roller coaster, full of swoops and dives. But unlike every 
other roller coaster you’ve been on, the colorful track of this green monster is laid upward — 
along the ascent of a long, strong mountain. 

 Many people get fooled (small “f”) into thinking we’re investing in parabolas. “What goes up 
must come down,” they intone, in a sad, singsongy way. This is categorically untrue. Yes, you’ll 
plunge downhill many times, and yes, it’ll make you scream. But the stock market’s historical 
average annual return rate of about 10% makes it very clear we’re on an upward climb far more 
akin to hyperbola. Take a look at a chart of the Dow Jones Industrial Average over the past 
century — the tilt is unmistakable.

 So remember: Stock market equals rollercoaster. It swoops, it dives. Always will. But there’s a 
trick: The Day-Glo green track actually runs along a steady incline, as far as the eye can see. So 
put your arms up high, Fools. Feet off the ground. Get ready to get richer, and smile through  
the drops.

And in this season of giving, join the Fool in making a difference, at Foolanthropy.com. 
 
Fool on!

TM

®
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August, 2008 
My Stocks Have Been Getting Killed.

It’s August of 2008. The most significant financial crisis of the last 80 years is in full 
swing. Over the past year, the S&P has relinquished a full fifth of its value. And the 
Rule Breaker Portfolio has fared even worse.

So with white-caps all around him, and fellow seaman heading frantically to port, 
where exactly does David Gardner steer his ship?

Onward. To the “best companies”, at “mouthwatering prices.”

08/08
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August 2008 
My Stocks Have Been Getting Killed.

Dear Fellow Fools,

My stocks have been getting killed. How about yours? The U.S. stock market has sustained 
horrible losses over the past year, with the S&P 500 losing a full fifth of its value. How bad has it 
been for me? I wish my stocks were down just 20%! Over the past year, we’ve watched many of 
our dynamic Rule Breakers drop 50% or more.

These days, it seems like every new stock you buy drops. And that stock you’d meant to sell ... it 
drops, too. The industries you like are in cyclical declines, and anything smacking of consumer 
goods: blammo! Sure, I think Blue Nile (Nasdaq: NILE) and Under Armour (NYSE: UA) will 
beat the stock market over the next 10 years, but this summer doesn’t care.

William O’Neil, the founder of Investor’s Business Daily, seems to offer the perfect balm: He 
advocates selling any stock that drops 7% from your purchase price, on the theory that this will 
help you avoid large losses. With the summer we’ve had so far, that advice may strike the new 
investor somewhere between tempting and ingenious. But for those of us swinging for the real 
home runs in the stock market, jitterbugging out of a stock because of one bad run won’t win 
you the investing game. The most dynamic winners routinely give back 25% or more along their 
multiyear runs to stock market glory.

I’ve seen that when growth-stock investors feel like the World’s Worst, newer and shakier 
hands tend to sell. But I’ve learned to do the opposite. Whenever I feel like the World’s Worst 
Investor — like in the summer of 2006, or the summer of 2002, or during the Asian Contagion 
summer of 1998 (it’s always summer!) — those were mostly great times to start buying. I see 
lots of companies in Rule Breakers that look like compelling buys at today’s prices, and our 
team struggled to choose just five for the Best Buys list. Sigma Designs (Nasdaq: SIGM), which 
doubled for us out of the gate last September, is now off 50%! Suntech Power (NYSE: STP) and 
Infinera (Nasdaq: INFN) look very good for the next 10 years. Both are (of course) off more than 
50% from their 52-week highs. I could go on. You know I could.

Our scorecard has gotten hammered in 2008, wiping out nearly all our gains of the past few 
years, though we’re still significantly ahead of the market. But you’re not investing over the past 
few years. You’re investing over the next few years, and the years after that, right? And our stocks 
are at mouthwatering prices.

I have a different answer than William O’Neil: Get educated, and get Foolish about your money. 
Find the best companies the stock market has to offer, build long-term positions, and ride out 
these occasional horrible summers. It’s when the everyday growth-stock investor feels like the 
World’s Worst that anyone waiting on the sidelines should sit up, take notice, and add a Rule 
Breaker or two to their portfolios.

Fool on!

TM

®

Get educated, and get 
Foolish about your money. 
Find the best companies 
the stock market has 
to offer, build long-term 
positions, and ride  
out these occasional  
horrible summers.
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November, 2008 
Where You Place Your Focus is a Powerful Choice.

November of 2008. What was a “crisis” just months ago can now reasonably be 
referred to as a “meltdown”. Once-venerable Wall Street firms are blowing over like 
thin trees in big winds. And those same winds—the winds of turbulence, disruption, 
and change—are carrying David Gardner and the Rule Breakers team to one place…

Silicon Valley. 

 
Read on to see why when the going got tough, the world’s top growth investor  
got on an airplane.

11/08
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November, 2008 
Where You Place Your Focus is a Powerful Choice

Dear Fellow Fools,

Where you place your focus is a powerful choice. Not only does the choice itself say a lot about 
you, but it helps determine what you will become.

Take our market meltdown. Yes, I think it’s fair to call it a meltdown at this point. I write at the 
end of the market’s worst week since Sept. 11, 2001 — about a 10% drop for the market overall 
and worse for a lot of our stocks. Many of these are being sold off for no better reason than that 
somebody’s hedge fund, which borrowed too much and got in over its head, now needs to mass-
liquidate positions to raise capital. For a brief time, we are living in a truly crazy market.

 So where are you placing your focus? Are you wringing your hands at the damage? Are you 
losing sleep over the volatility? Are you bargain-hunting? Again: Your focus is an important, 
conscious choice.

 Let me tell you where your Rule Breakers team is placing our focus: We’re visiting the world’s 
greatest technology hotbed, Silicon Valley, to update our understanding and knowledge of 
stocks from our scorecard, venture capitalists who know where the smart money is going, and 
private companies developing some of the next great ideas.

 What crazier idea can you come up with — in the face of a market meltdown — than going 
straight to California and meeting with the management teams of many of America’s most 
innovative companies, great and small? Crazy — for now. I don’t think it’ll seem too crazy 
when you look back in five years. This is my first chance to travel with Tim Beyers, Karl Thiel, 
Sarah Goddard, and several other wonderful Fools, and we believe the trip will improve our 
stock selection and overall perspective on what works in business and in investing.

 We’ll also talk with members to help us understand what you like and what you want to see  
in your service.

 This conscious choice of ours to hunt for winners over the next 10 years, at a time when 
most people can’t look beyond the next 10 minutes, is exactly what Rule Breaking is all about. 
Conventional wisdom has too many of us scared, holed up, not spending, or not engaged —  
or all of the above. At Fool HQ, our mood ain’t exactly gleeful, but our activity has never been 
more feverish and focused. 

 Maybe it’s the sight of Wall Street firms going down all around us, implying a turnover in 
financial leadership ... and leading to what I believe can become a much better financial world. 
Fewer silly analyst upgrades and downgrades, less bluster, more transparency, more client focus.

The Wicked Witch is dead. Maybe she wasn’t ever quite a witch, maybe she wasn’t truly 
wicked, and maybe she isn’t completely dead. But the implications — while deep and quite 
troubling to the markets in the short term — may prove to be a far greater boon for our markets 
in the months and years to come. 

Optimism? At a time like this? I know: Crazy. But that’s my point.

Ready. Aim. Focus. Fool on!

TM

®

This conscious choice of 
ours to hunt for winners 
over the next 10 years, at 
a time when most people 
can’t look beyond the  
next 10 minutes, is  
exactly what Rule 
Breaking is al l about.
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December, 2008 
It’s That Time in the Market Cycle...

Put tersely, 2008 didn’t give a hoot what your strategy was. Growth, value, income—
regardless of what you were looking for in equities, you were almost certainly 
going to be looking at a loss by the year’s end. After all, over the course of 12 short 
months, nearly half the market’s value had up and disappeared. The resultant havoc 
that wrought in portfolios of every ilk left many investors playing the second least 
productive game (the lottery being the perennial first) there is. Namely: the second-
guessing game.

In the introduction to the final Stock Advisor issue that year, David offered simple, 
actionable advice to anyone who found themself uttering “what if?” every time they 
scanned their brokerage account. “Having a consistent strategy in place,” he wrote, 
“is the best approach.” 

12/08
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December, 2008 
It’s That Time in the Market Cycle...

Dear Fellow Fools,

It’s that time in the market cycle when we all look back and ask, “What if?”

What if you or I had cashed out of Garmin (Nasdaq: GRMN) at more than a double, instead of 
suffering 48% (at present) loss? What if we’d sold some shares of GameStop (NYSE: GME) as a 
five-bagger, instead of the two-bagger it is now, which would let us — oh, I dunno — redeploy 
the cash right back into GameStop now at half the price? What if?

In case you couldn’t guess, I (David here) am not big on “what ifs.” With the market having 
lost about half of its value these past 12 months — a nearly unprecedented modern-era decline 
— hindsight makes us all experts. And many of the soul-searchers among us are kicking 
themselves for holding onto stocks.

It’s completely understandable. But is it right? Is it right from now on to sell your winners on 
the way up, since that would have saved you a chunk of change in 2008? Is it wrong to remain 
fully invested in stocks for the long term? What if?

 Forget the “if.” Here’s my “what”: Having a consistent strategy in place — your strategy —  
is the best approach. My strategy is to invest in the best companies I can find, try to stay fully 
invested throughout my lifetime, passively add savings to my winners, and generally sell a 
stock only when I think the company is going offtrack or when the market becomes extremely 
greedy. And by greedy, I mean: “I will only be pushed out of my long-term holding if I believe 
it’s crazily overvalued.”

 This keeps me invested in five-baggers that can become two-baggers, and in two-baggers that 
can become losses.

 But you know what? This also keeps me invested through and past the bear markets, helping 
me achieve the 10-baggers — or even 50-baggers — in the first place. And this is the subtler 
point — what I’ll call the “Anti-What If.” My own buy-to-hold strategy looks bad anytime 
there’s a big sell-off — many people will wind up concluding that they, or I, should’ve sold. But 
I believe the more contrary and ultimately more winning approach is to hold onto innovative 
and leading companies that remain on track. If I had tried to time my way out, then I’d have to 
figure out my way back in, which I’m confident I wouldn’t do well. So the degree of difficulty 
of my approach is lower; the penalty for that is the pain of “what if?” and “I could’ve” and “I 
should’ve” after any and every market sell-off.

 This is my approach — my strategy, how I do it. You can absolutely do it your way. Maybe 
from now on, you’ll want to sell some shares of stocks as they rise; I wouldn’t do it, but no doubt 
some people can do this better than I can. (Just make sure you time your way back in.)

 What’s critical is to define your own rules of engagement before playing the game. That’s the 
“what is,” which to me is far more important and valuable than what the rest of the world is 
asking these days: “What if?”

TM

®

Forget the “if.” Here’s my 
“what”: Having a consistent 
strategy in place — your 
strategy — is the  
best approach.
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April, 2009 
Fill Your Life With Treasure

Normally, when an investor buys a stock, he or she does so with the expectation that 
its value will rise. And normally, when a stock has met or exceeded an investor’s 
expectations, they sell it and collect money. 

But here’s what isn’t normal in many investing circles: taking the time to consider 
what all that money is actually good for. 

By the tail end of what would eventually be dubbed “The Great Recession”, David 
Gardner had already made clear to any Fool who would listen that the market was 
presenting outstanding wealth-generating opportunities. What he hadn’t touched on 
was why generating wealth even matters in the first place.

At the time of this issue’s writing, the average Rule Breaker stock had experienced 
losses of more than 35%. Two years later, that number would be an emphatically 
positive 75.6%. 
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April, 2009 
Fill Your Life With Treasure

Dear Fellow Fools,

Treasure. It’s one of my 16 favorite words. For posterity, my others are: balmy, crackerjack, 
dreams, excelsior, freedom, glory, joy, mystery, nocturne, nugatory, oligophagous, racy, rapt, 
sangfroid, and whimsy.

I think treasure should be one of your favorite words, too. In the worst market of our lifetimes, 
we can find more usefulness in the word treasure than in any number of contemporary 
competitors, words like panic and bear, politics, bailout, and doom. Let ’em panic if they like. 
They can be bears; fine by me. They can believe politics are a powerfully positive force or 
powerfully why we’re in the mess we’re in. They can be for or against bailouts. They can, with 
almost every banker, journalist, and “expert” opining these days, spread their own personal 
doom. And yet they won’t spread it to me! Neither will they move my soul with their political 
answers nor touch us with their panicked bearishness.

Why? Treasure. Particularly in times so dark you might not even be able to find your own 
flashlight, it’s essential to remember what you treasure. I treasure every member of my 
extended family (no broken relationships among the Gardners). My employees. My online Fool 
community — that means you, Rule Breaker; I treasure having you to learn from and to serve. 
The Internet, definitely. My hundreds of board games and video games. My opportunity to help 
shape the actions — financial and otherwise — of others.

 Rarely does a day go by that I fail to inject my waking hours (all 18 of them) with every one of 
these things. I am surrounded by people I love. I try to play a game every day. I read dozens if 
not hundreds of messages from our discussion boards, and I often post in response. I’m all over 
the Internet, as always — I’m not someone who craves time away, who believes it’s a desirable 
goal to unplug, to shut off the world.

 You have your own list. Look it over.

 Did money make the cut? Money, sometimes synonymous with treasure, is definitely not 
treasure. Money was never an end — for me anyway, and I suspect for you, too. Money is and 
always will be a means. An opportunity. How you take advantage of that opportunity, to give 
yourself and those around you pleasure, makes for treasure.

 I sat down to write an introduction to “speak to the times.” I’m not sure if I’ve succeeded —  
I certainly didn’t make any market predictions, nor did I take up anyone’s political struggle. 
That’s up to you. What was up to me, both in this brief essay but more importantly in the deep 
and interesting constant of The Present — my present, your present — was to make unabashedly 
sure that I conveyed this powerful, guiding word, as a reminder in good times and in bad

that you seek, that you seek, secure, protect, promote, remember, hoard: treasure.

 Fool on!

TM

®

...in times so dark you  
might not even be able to 
f ind your own f lashlight, 
it’s essential to remember 
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October 31, 2013  
Celebrating a 100-Bagger

He could have sold when Amazon went from $5 to $97. Or when it went from $97 
back down to $5. Or when it went from $5 to $50 to $25 to $90 and then back down 
to $50. Heck, he could have stopped short of buying the thing at all. It had already 
doubled in the months before he bought it—reason enough for plenty of investors to 
catch a severe case of MBS (missed-boat syndrome).

In the end, though, David Gardner didn’t do any of those things. Instead, he held on 
to his conviction that e-commerce was the future, and Amazon.com was the bridge 
to that future. He also held onto his shares. And so on October 31, 2013, the Motley 
Fool’s co-founder had the pleasure of sitting down with his brother and reflecting on 
an investment that had risen more than one hundred times in value.

10/31/13
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Amazon.com is a special stock for The Motley Fool, and it recently hit a special — even mind-bog-

gling — milestone. David’s initial recommendation of Amazon for the Fool’s Rule Breaker Portfolio 

back in September 1997 has become a 100-bagger.

Today, we know Amazon as the A-to-Z king of e-commerce, but how did it look in 1997? And per-

haps more important, how can we find the next 100-bagger opportunity?

In this chat, David and Tom talk all things Amazon and Foolishness:

• What inspired David to invest in Amazon before it conquered the online world
• What it took to ride out Amazon’s lows so we could hit the unimaginable heights
• What to watch for so you can spot the next great growth stock

Transcript

Tom Gardner: Hi, Tom Gardner and David Gardner here, co-founders of The Motley Fool and 

we’re here to talk about the incredible investment that has been Amazon.com.

So, since buying Amazon.com in 1997, the stock is now up 100x in value for you, so part of this is 

a celebration of long-term investing, of finding great businesses and of getting incredible results. 

But the first part of our conversation today, Dave ... I just want to hear a little bit about how you 

found Amazon, what you were looking for, a little bit about the Rule Breakers methodology ... but 

particularly as it applied to Amazon.

It’s a $165 billion company today, but if you rewind and take it back a hundred-bagger, it’s a small 

cap, at that point, or a relatively small company. And what were you looking for and why did you 

make your first investment in Amazon?

David Gardner: I think there are three things I’ll just point out right out of the gate, Tom. Number 

one, it was a company that had a visionary leader and it was a leader at the time. It was perceived 

to be that. It was Earth’s biggest bookstore — I still have the mousepad, by the way — when I first 

recommended it, but it was very clear they’d named it “Amazon.” It wasn’t “OnlineBooks.com.” So, 

you saw a visionary leader in play.

Second thing — the stock had already doubled from its IPO before we bought it on September 9th 

of 1997...

Tom: Now, that would be a reason that a lot of people would stay away from it...

October 31, 2013  
Celebrating a 100-Bagger
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David: Absolutely. Like I asked myself, “Did I miss this? Oh, darn.” So, obviously we’d be talking 

about a 200-bagger today had we bought three months earlier, but absolutely no regrets. In fact, 

so often in my style of investing, we’re buying the company after it’s already doubled. That’s hap-

pened any number of times in Rule Breakers and Stock Advisor among our best picks.

Third, I was in touch with it as a consumer. I was using Amazon. I’m pretty sure you were, too. You 

couldn’t really miss it. It was for people who loved e-commerce — and there were big doubts at 

the time, maybe we’ll talk about that later — big doubts that e-commerce would even work or could 

work as expansively as it turns out it has. And I’m by no means the visionary who was saying, 

“Look at what e-commerce would become.” We were kind of thinking through it — looking for it a 

little bit ourselves. But to be a consumer, to be using it, to be in touch with that — helpful.

Tom: I just want to put those three factors in the context of finding the next 100-bagger. Maybe 

just give an example — you don’t have to give a specific company — but what sorts of trends and 

themes are out there today that are bringing together the visionary leader with the broad approach 

— the Amazon-like name rather than in the narrow niche and the consumer experience that you’re 

having.

David: So, of those three factors we talked about — if you’re looking for the next 100-bagger —  

I think the primary factor of those three would be the second, which would be the business itself 

and the momentum and the technology and the disruption. Amazon, in a sense, is just a post-

er child for e-commerce. E-commerce was the real story in 1997 and has been for the 16 years 

since. E-commerce has been unbelievable. Amazon is the greatest brand and greatest example of 

that, but e-commerce benefited many companies. EBay was an early pick of ours that we still have 

maintained. It’s done very well.

And so, Tom, I think looking and thinking ahead of trends and asking yourself what’s going to be 

really big ... it would be the best way to locate the next 100-bagger.

Tom: And how about sales growth? We were talking beforehand that if you go back to — I could 

only date back in the SEC filings online to 1999. It was two years after you bought...

David: For Amazon? Okay...

Tom: For Amazon. And Amazon in that single quarter did about $350 million in sales and in the 

same quarter the previous year was $150 million in sales. So, they had at least a run rate of more 

than a billion in sales, but their growth rate was north of 100% in revenue. So, is that a factor that 

is an indicator for you of whether there’s a huge market opportunity and a big theme ... is the  

top-line growth rate?

October 31, 2013  
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David: Yeah, I think it is. As a Rule Breaker, obviously, I’m never going to say that’s it and that’s 

always it — because there’s all kinds of exceptions. It’s always about context. But I think that’s a 

pretty good indicator.

When we talk about big things like e-commerce or two recent trends that we’ve been early on and 

it’s been to our benefit — 3-D printing and cloud computing, both of those in the Rule Breakers and 

Stock Advisor services — we had early picks in those. Those are really big stories and they had 

big sales growth. It wasn’t just a hope and a dream. And there are many examples of it.

It doesn’t always have to be the biggest thing of all. I mean biotech, in a big way — but also small 

ways, like just genomics or just a given cure — exhibits these characteristics on a more microcos-

mic level. Anyway, it’s not always about the next big trend, but Tom, sales growth is definitely  

a factor.

Tom: Okay, so I just want to put these factors together. I’m really restating what you’ve said. So, if 

you’re looking for the next 100-bagger today, you would be looking in a big trend that has a vision-

ary leader, high sales growth rate and you have connection to it as a consumer ... that they’re use-

ful. Not the only place to find the next 100-bagger — but those four factors would be a useful way. 

And maybe the fifth is that it’s a relatively small company. You have visionary leaders at Google, 

but it’s not going to be a 100-bagger over the next 10 years.

So, it’s a smaller company. Let’s say market cap sub-$2 billion. Visionary leader. Big trend. High 

sales growth rate with consumer connection to you. And that would be a good way for somebody 

to look...

David: That’s not a bad template. One thing I want to point out is you’ve described, in many cas-

es, just what cool businesses are. Like, they have those things. A 100-bagger takes it from the 

realm of business into investing and how you, as an investor, achieve a 100-bagger, which is what 

we’ve done in Amazon.

And that’s a little bit of a separate story, right? Because to get a 100-bagger — I mean, Amazon 

is one of the few stocks that’s actually done that — that you could have done in the last 20 years 

and it took 16 years and it took watching that stock go from $3 (our cost) to $95 and then back to 

$7, and we held all the way through back to $95 and then $100, $200, $300. So, it took 16 years of 

patience in a world that is very myopic...

Tom: Six months is the average holding period...

David: ...and a lot of people sell off in advance of potential bad news... like worried about the next 

earnings. So, there’s a whole separate story. We don’t have to talk about it too much in  

this conversation...

October 31, 2013  
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Tom: No, I like it actually. Were you worried? When it went from $95 to $7, did you second-guess 

yourself at any point? You had a 30-bagger as an investment and you watched it fall...

David: To a 2-bagger...

Tom: To a 2-bagger. So, you still had the joy of saying, “I’ve doubled my money,” but you watched 

a 90% decline and obviously in order for a stock to decline that much, most people have sold. So, 

what is it that allowed you to hold that? What are some factors in your approach to portfolio man-

agement or individual company investment?

David: Sure, and I’m going to be quick, because we’re going to run out of time, but I’ll just say for 

now, it’s mostly looking at the business, not the stock. And you know that. I know I’m preaching 

to the choir — although while Tom and I have kind of got it for about 20 years, I think a lot of the 

world doesn’t think about things that way.

Every time I watch financial television — which, by the way, I don’t, really — I’m reminded again of 

how people are thinking too much about stocks, wigs, wags and short-term moves, and they’re not 

really looking at the business. While Amazon’s stock dramatically declined over that, the business 

did not nearly.

And it’s not just Amazon, obviously. I’ll just throw in another example near and dear to our hearts 

—Netflix. Netflix stock had dropped from a high in 2011ish over $300 down to $55 within about 18 

months. We held all the way down and we’ve held all the way back — but did the business crum-

ble? Even at its worst Qwikster moment, I think they lost about 500,000 subscribers from maybe 

24 million to 23.5 million.

So, if you’re looking at the business and you’re not seeing any kind of drama there, I think it makes 

it a lot easier to continue to hold 30-baggers down to 2-baggers back to 100-plus-baggers.

Tom: Now, there are some of these huge multibaggers we’ve had that have not come back.

David: Sure.

Tom: And how does that fit into your approach as an investor?

David: Well, I can think about Iomega, which back in the day at The Motley Fool — as you re-

member, we were on the cover of Fortune magazine and it was partly a story about Iomega, but 

Celera Genomics was a 9-bagger in six months and we ended up selling not far above cost. So, 

obviously I can always think back on times that I wish I’d sold something that I held...

Tom: But the holds end up mathematically massively outweighing...

David: Yeah, when you take it all and all. Absolutely. In fact, I gave this talk internally — you heard 

October 31, 2013  
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this two months ago at our monthly huddle at The Motley Fool. I said, “Rule Breakers has had 32 

stocks that have lost 50% or more.” That’s the Rule Breakers service. I know I’m speaking to some 

members today. Thirty-two stocks have lost 50% or more. That sounds horrible and it’s not easy. In 

fact, it’s painful, and every one of those I’m accountable for.

The good news, though, is that the 32nd-best pick in Rule Breakers is up 160%, so you’ve got to 

do the math. You’ve got to be mathematical here. It’s not advanced math, but play that forward and 

you see the incredible benefits of being happy to occasionally give away a 10-bagger and end up 

at cost or suffer a 50% loss because you’re holding all these other great things as the world is re-

shaped by these companies and you’re a part owner of them measured in decades.

Tom: So, you’re the best investor at our company. What does it feel like, to you, to have a 

100-bagger investment in the portfolio that you know members are buying and talking about? Like 

what is motivating you as an investor when you’re looking for the companies that you’re finding?

David: Well, this is the last thing I’ll say for now. Basically, Tom, for me, the purpose of our  

company is to help the world invest better and what I think about all the time is the people who are 

buying with us. And you’re taking a risk when you buy companies with very high price-earnings  

ratios or Amazon.com — all of a sudden Barron’s comes out with Amazon.bomb on the cover in 

the year 2000 or so.

But if you stay focused on the businesses — us, as investors — Tom your service’s incredibly  

accomplished work in great numbers and across The Motley Fool. Heck, Inside Value was  

recognized by Hulbert Financial Digest as one of the top three performers in the last five years.

So, The Motley Fool has an incredible efflorescence of market-beating services and advice and I 

think what unites us all, more than anything, is that we’re business-focused. That’s the number one 

thing that I see running right through The Motley Fool. We are essentially MBAs without MBAs.  

We love business and we’re doing that — we’re just becoming part-owners of businesses. We’re 

not playing with stocks.

Tom: Amazon, a 100-bagger, it took 16 years. And that’s just a reminder that that’s how you get 

these multibagger, awesome returns. They happen over 5 or 10 or 15 or 16 years, and it can trans-

form your portfolio. So, Dave, thanks for sitting down and talking a little Amazon. And best of luck 

finding the next 100-bagger. I can’t wait to buy right along with you.

David: Thanks a lot, Tom. That was fun.

October 31, 2013  
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David Gardner’s Amazon.com buy and hold, and eventual 100-bagger return, made 
him a better and smarter investor, and The Motley Fool has since evolved as an 
organization. Our purpose emerged and became clearer: to help the world  
invest better.  

That’s why our services have expanded from monthly stock picking advisories to 
include specialized portfolio services managed in full view of our members, such as 
Motley Fool Supernova… 

Because identifying great stocks is just the first step to achieving your financial 
dreams and building wealth for a lifetime. The second step involves portfolio 
construction and management—knowing when to buy and sell a recommended stock 
and what amounts to commit to each transaction. 

And, of course, having a community of like-minded investors dedicated to honest 
discourse and growing wealthy together is a key feature of all Motley Fool services.  

Thank you for being a Fool! And here’s to breaking all the rules in pursuit of the  
next 100-bagger!

Epilogue 
by Matthew Argersinger 
Sr. Analyst, Motley Fool Supernova
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David Gardner owns shares of Amazon.com, AOL, Apple, Blue Nile, Ford, Google, 

Netflix, Tesla Motors, and Under Armour. Tom Gardner owns shares of Google.  

The Motley Fool owns shares of Amazon.com, Apple, Barnes & Noble, eBay, EMC, 

Ford, GameStop, Google, Infinera, Microsoft, Netflix, Tesla Motors, and Under 

Armour. Matthew Argersinger owns shares of Amazon.com, Apple, and Netflix. 

Matthew Argersinger has the following options: long January 2015 $400 calls 

on Apple, short January 2015 $400 puts on Apple, long January 2016 $50  

calls on eBay, and short January 2016 $55 calls on eBay.
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