
Three and half years ago, I enthusiastically joined Yahoo ! The magnitude of the 
opportunity was only matched by the magnitude of the assets. And an amazing 
team has been responsible for rebuilding Yahoo!
It has been a profound experience. I am fortunate to have been a part of dramatic 
change for the Company. And our successes speak for themselves. More users 
than ever, more engaging than ever and more profitable than ever!
I proudly bleed purple and yellow everyday! And like so many people here, I love 
this company

But all is not well. Last Thursday's NY Times article was a blessing in the disguise 
of a painful public flogging. While it lacked accurate details, its conclusions rang 
true, and thus was a much needed wake up call. But also a call to action. A clear 
statement with which I, and far too many Yahoo's, agreed. And thankfully a 
reminder. A reminder that the measure of any person is not in how many times he 
or she falls down - but rather the spirit and resolve used to get back up. The same 
is now true of our Company.
It's time for us to get back up.

I believe we must embrace our problems and challenges and that we must take 
decisive action. We have the opportunity - in fact the invitation - to send a strong, 
clear and powerful message to our shareholders and Wall Street, to our 
advertisers and our partners, to our employees (both current and future), and to 
our users. They are all begging for a signal that we recognize and understand our 
problems, and that we are charting a course for fundamental change. Our current 
course and speed simply will not get us there. Short-term band-aids will not get 
us there.

It's time for us to get back up and seize this invitation.

I imagine there's much discussion amongst the Company's senior most leadership 
around the challenges we face. At the risk of being redundant, I wanted to share 
my take on our current situation and offer a recommended path forward, an 
attempt to be part of the solution rather than part of the problem.

Recognizing Our Problems

We lack a focused, cohesive vision for our company. We want to do everything 
and be everything -- to everyone. We've known this for years, talk about it 
incessantly, but do nothing to fundamentally address it. We are scared to be left 
out. We are reactive instead of charting an unwavering course. We are separated 
into silos that far too frequently don't talk to each other. And when we do talk, it 
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isn't to collaborate on a clearly focused strategy, but rather to argue and fight 
about ownership, strategies and tactics.
Our inclination and proclivity to repeatedly hire leaders from outside the company 
results in disparate visions of what winning looks like -- rather than a leadership 
team rallying around a single cohesive strategy.
I've heard our strategy described as spreading peanut butter across the myriad 
opportunities that continue to evolve in the online world. The result: a thin layer of 
investment spread across everything we do and thus we focus on nothing in 
particular.
I hate peanut butter. We all should.

We lack clarity of ownership and accountability. The most painful manifestation 
of this is the massive redundancy that exists throughout the organization. We now 
operate in an organizational structure -- admittedly created with the best of 
intentions -- that has become overly bureaucratic. For far too many employees, 
there is another person with dramatically similar and overlapping responsibilities. 
This slows us down and burdens the company with unnecessary costs.
Equally problematic, at what point in the organization does someone really OWN 
the success of their product or service or feature? Product, marketing, 
engineering, corporate strategy, financial operations... there are so many people in 
charge (or believe that they are in charge) that it's not clear if anyone is in charge. 
This forces decisions to be pushed up - rather than down. It forces decisions by 
committee or consensus and discourages the innovators from breaking the mold... 
thinking outside the box.
There's a reason why a centerfielder and a left fielder have clear areas of 
ownership. Pursuing the same ball repeatedly results in either collisions or 
dropped balls. Knowing that someone else is pursuing the ball and hoping to avoid 
that collision - we have become timid in our pursuit. Again, the ball drops.

We lack decisiveness. Combine a lack of focus with unclear ownership, and the 
result is that decisions are either not made or are made when it is already too late. 
Without a clear and focused vision, and without complete clarity of ownership, we 
lack a macro perspective to guide our decisions and visibility into who should 
make those decisions. We are repeatedly stymied by challenging and hairy 
decisions. We are held hostage by our analysis paralysis.
We end up with competing (or redundant) initiatives and synergistic opportunities 
living in the different silos of our company.

YME vs. Musicmatch
Flickr vs. Photos
YMG video vs. Search video
Deli.cio.us vs. myweb
Messenger and plug-ins vs. Sidebar and widgets
Social media vs. 360 and Groups
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Front page vs. YMG
Global strategy from BU'vs. Global strategy from Int'l

We have lost our passion to win. Far too many employees are "phoning" it in, 
lacking the passion and commitment to be a part of the solution. We sit idly by 
while -- at all levels -- employees are enabled to "hang around". Where is the 
accountability? Moreover, our compensation systems don't align to our overall 
success. Weak performers that have been around for years are rewarded. And 
many of our top performers aren't adequately recognized for their efforts.

As a result, the employees that we really need to stay (leaders, risk-takers, 
innovators, passionate) become discouraged and leave. Unfortunately many who 
opt to stay are not the ones who will lead us through the dramatic change that is 
needed.

Solving our Problems
We have awesome assets. Nearly every media and communications company is 
painfully jealous of our position. We have the largest audience, they are highly 
engaged and our brand is synonymous with the Internet.
If we get back up, embrace dramatic change, we will win.
I don't pretend there is only one path forward available to us. However, at a 
minimum, I want to be part of the solution and thus have outlined a plan here that I 
believe can work. It is my strong belief that we need to act very quickly or risk 
going further down a slippery slope, The plan here is not perfect; it is, however, 
FAR better than no action at all.
There are three pillars to my plan:
1. Focus the vision.
2. Restore accountability and clarity of ownership.
3. Execute a radical reorganization.

1. Focus the vision
a) We need to boldly and definitively declare what we are and what we are not.
b) We need to exit (sell?) non core businesses and eliminate duplicative projects 
and businesses.
My belief is that the smoothly spread peanut butter needs to turn into a 
deliberately sculpted strategy -- that is narrowly focused.
We can't simply ask each BU to figure out what they should stop doing. The result 
will continue to be a non-cohesive strategy. The direction needs to come 
decisively from the top. We need to place our bets and not second guess. If we 
believe Media will maximize our ROI -- then let's not be bashful about reducing our 
investment in other areas. We need to make the tough decisions, articulate them 
and stick with them -- acknowledging that some people (users / partners / 
employees) will not like it. Change is hard.
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2. Restore accountability and clarity of ownership
a) Existing business owners must be held accountable for where we find ourselves 
today -- heads must roll,
b) We must thoughtfully create senior roles that have holistic accountability for a 
particular line of business (a variant of a GM structure that will work with Yahoo!'s 
new focus)
c) We must redesign our performance and incentive systems.
I believe there are too many BU leaders who have gotten away with unacceptable 
results and worse -- unacceptable leadership. Too often they (we!) are the worst 
offenders of the problems outlined here. We must signal to both the employees 
and to our shareholders that we will hold these leaders (ourselves) accountable 
and implement change.
By building around a strong and unequivocal GM structure, we will not only 
empower those leaders, we will eliminate significant overhead throughout our 
multi-headed matrix. It must be very clear to everyone in the organization who is 
empowered to make a decision and ownership must be transparent. With that 
empowerment comes increased accountability -- leaders make decisions, the rest 
of the company supports those decisions, and the leaders ultimately live/die by 
the results of those decisions.
My view is that far too often our compensation and rewards are just spreading 
more peanut butter. We need to be much more aggressive about performance 
based compensation. This will only help accelerate our ability to weed out our 
lowest performers and better reward our hungry, motivated and productive 
employees.

3. Execute a radical reorganization
a) The current business unit structure must go away.
b) We must dramatically decentralize and eliminate as much of the matrix as 
possible.
c) We must reduce our headcount by 15-20%.
I emphatically believe we simply must eliminate the redundancies we have created 
and the first step in doing this is by restructuring our organization. We can be 
more efficient with fewer people and we can get more done, more quickly. We 
need to return more decision making to a new set of business units and their 
leadership. But we can't achieve this with baby step changes, We need to 
fundamentally rethink how we organize to win.
Independent of specific proposals of what this reorganization should look like, two 
key principles must be represented:

Blow up the matrix. Empower a new generation and model of General Managers 
to be true general managers. Product, marketing, user experience & design, 
engineering, business development & operations all report into a small number of 
focused General Managers. Leave no doubt as to where accountability lies.
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Kill the redundancies. Align a set of new BU's so that they are not competing 
against each other. Search focuses on search. Social media aligns with community 
and communications. No competing owners for Video, Photos, etc. And Front Page 
becomes Switzerland. This will be a delicate exercise -- decentralization can 
create inefficiencies, but I believe we can find the right balance.

I love Yahoo! I'm proud to admit that I bleed purple and yellow. I'm proud to admit 
that I shaved a Y in the back of my head.

My motivation for this memo is the adamant belief that, as before, we have a 
tremendous opportunity ahead. I don't pretend that I have the only available 
answers, but we need to get the discussion going; change is needed and it is 
needed soon. We can be a stronger and faster company - a company with a 
clearer vision and clearer ownership and clearer accountability.
We may have fallen down, but the race is a marathon and not a sprint. I don't 
pretend that this will be easy. It will take courage, conviction, insight and 
tremendous commitment. I very much look forward to the challenge.

So let's get back up.
Catch the balls.
And stop eating peanut butter.



INNOVATION GAMING

Leaked Zynga Memo Justifies Copycat Strategy
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By Paul Tassi, Senior Contributor.  News and opinion about video game… Follow Author
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This article is more than 10 years old.

I picked up the story, as did countless other news outlets, and though normally Zynga
pays no mind to such accusations, as it's almost their entire business model, CEO
Mark Pincus wrote an internal memo that has now been leaked to the web. Pincus
once famously said "I don't f***ing want innovation. "You're not smarter than your
competitor. Just copy what they do and do it until you get their numbers." This
memo isn't quite as brazen, but echoes a similar sentiment. Read the full text below:

Add Us On Google

"Everyone,

There’s press today about one of our mobile games, Dream
Heights, that just launched in Canada and worldwide soon. As
we become the Zynga of Mobile and more broadly, as Zynga
grows by further innovating on best of breed social mechanics,
we should expect the industry to sit up and take notice of our
growing portfolio.

I’m proud of the mobile team’s hard work and the industry has
taken notice.

For the first time, according to App Data, Words with Friends is
the #1 game on Facebook. Scramble with Friends, within 2 weeks
of launching, has topped the App Store rankings in multiply
categories including top free, top paid and top grossing. Last
week, Apple recognized the team’s work by featuring Zynga’s
games on the front of the App Store.
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The mobile team is gearing up to launch more play across more
genres and platforms. I want to congratulate them for working
hard to bring great experiences to players around the world.

Google didn’t create the first search engine. Apple didn’t create
the first mp3 player or tablet. And, Facebook didn’t create the
first social network. But these companies have evolved products
and categories in revolutionary ways. They are all internet
treasures because they all have specific and broad missions to
change the world.

We don’t need to be first to market. We need to be the best in
market. There are genres that we’re going to enter because we
know our players are interested in them and because we want
and need to be where players are. We evolve genres by making
games free, social, accessible and highest quality.

With regard to Dream Heights and the tower genre, it’s
important to note that this category has existed since 1994 with
games like Sim Tower and was more recently popularized in
China with Tower of Babel in 2009 which achieved 15 million
DAUs. On iOS there has been Yoot Tower, Tower Up, Tower Town,
Tower Blocks and Tiny Tower. Just as our games, mechanics and
social innovations have inspired and accelerated the game
industry, its 30 year body of work has inspired us too.

And, this has always been the case for our company and the rest
of the industry. Zynga Poker, FarmVille, CityVille and Words with
Friends, none of these games were the first to market in their
category but we made them the most fun and social, and the
most popular. Our teams continue to build and improve these
games every week which has been an important part of our
success model. We run our games as a live service and we
continue to iterate, innovate and improve on them to give our
players the best possible experience.

The Prompt: Get the week’s biggest AI news on the buzziest
companies and boldest breakthroughs, in your inbox.

Sign Up Email Address
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As I’ve said, our strategy since the beginning has been to
develop the best game – most fun and most social – for every
category of play. We are rarely first since most categories in
games go back decades, but we aim to be the best.

A few of you have asked how our approach to genres relates to
the situation we faced with Vostu. There are rules of
engagement in our industry. Companies have to respect each
other’s legal and IP ownership rights in the form of copyrights
and trademarks. In the case of Vostu, you can see for yourself
that Vostu crossed the line and chose to use our copyrighted IP
and artwork. That’s different than competing to build the best
product or out-innovate us in the City category.

Play in the form of social and mobile gaming has become a
mainstream activity, but it has the potential to be so much more.
It can be one of the primary ways we connect with other people.
It can surpass TV as the most popular and engaging medium of
the 21st century. In order to make this vision real, we need to
work as a company and an industry to continue innovating,
improving and hopefully revolutionizing every major genre of
games for social play.  Every successful game from developers
big and small has pioneered some important new facet of this
experience. We are proud of the mechanics we have pioneered
that are now industry standards.

Part of what makes our industry cool and dynamic is the idea
that small teams can build successful games. But at Zynga we
will continue to innovate and expand our possibility space in
order to delight our player base too.

Finally, I want to thank everyone who emailed me on this topic.
Part of what makes our company special is the open transparent
dialog we can all have, and it's your passion that is shaping our
future.

Thanks,
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That's a much more eloquent statement of purpose than "I don't want f***ing
innovation," I suppose, and I wouldn't be surprised if this was meant to be leaked
showing "nice guy" Mark motivating behind the scenes. But I don't buy it.

As I've said before to Zynga defenders who happen upon my articles (many of which
turn out to be employees), this is not a case of "inspiration." Yes, every product and
IP on the market is generally a derivative of some other concept in almost all cases,
but what Zynga's doing is a step beyond.

The company scavenges through the most popular titles on the social market and
harvests them for their own. To use an analogy I've drawn on before, the gap between
Tiny Tower and Sim Tower might be the difference between James Cameron's sci-fi
Avatar and the similarly themed Dances with Wolves. However, the space between
Tiny Tower and Zynga's Dream Heights would be the difference between Dances with
Wolves and another film set in the 1800s about Native Americans with the exact
same plot, lookalike actors and titled "Cavorting with Bears."

You can repeat that analogy for countless Zynga titles, Farmville with Farmtown,
Hidden Chronicles with Gardens of Time, Zynga Bingo with Bingo Blitz, Words with
Friends with Scrabble. There's no "inspiration" here, only thievery. Yes, they change
the code and draw up new artwork to avoid any legal trouble (after getting in hot
water for not doing that when they stole Farmville), but it's the bare minimum to
avoid legal retribution. And if someone did sue them? The powerful company (now
with a billion dollar IPO) would crush them with a dogpile of lawyers.

Pincus would have us believe he's just continuing in the great tradition of all tech
pioneers, drawing on past products to make future ones, but there's something
different with Zynga. Something wrong. And to have a brand that is this creatively
bankrupt does not bode well for its long term prospects.
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Many Americans Can’t Afford To Retire, And That Worries Them, A Study
Finds
By Larry Light, Contributor

Cyber Sale: Less than $1/week
1

11/26/25, 9:35 PM Leaked Zynga Memo Justifies Copycat Strategy

https://www.forbes.com/sites/insertcoin/2012/02/01/leaked-zynga-memo-justifies-copycat-strategy/ 6/11

https://www.forbes.com/sites/lawrencelight/2025/11/23/many-americans-cant-afford-to-retire-and-that-worries-them-a-study-finds/?ctpv=xlrecirc
https://www.forbes.com/sites/lawrencelight/2025/11/23/many-americans-cant-afford-to-retire-and-that-worries-them-a-study-finds/?ctpv=xlrecirc
https://www.forbes.com/sites/lawrencelight/?ctpv=xlrecirc
https://www.forbes.com/sites/lawrencelight/2025/11/23/many-americans-cant-afford-to-retire-and-that-worries-them-a-study-finds/?ctpv=xlrecirc
https://account.forbes.com/subscribe?eventSource=header&redirect=https://www.forbes.com/sites/insertcoin/2012/02/01/leaked-zynga-memo-justifies-copycat-strategy/
https://www.forbes.com/


UiPath CEO: Agentic Automation Will ‘Usher In A New Era Of Work’

By Katherine Noyes, AdVoice

DOJ Tries To Block Musk Deposition In Lawsuit Over USAID Cuts

By Antonio Pequeño Iv, Forbes Staff

11/26/25, 9:35 PM Leaked Zynga Memo Justifies Copycat Strategy

https://www.forbes.com/sites/insertcoin/2012/02/01/leaked-zynga-memo-justifies-copycat-strategy/ 7/11

https://www.forbes.com/sites/deloitte/2025/11/10/uipath-ceo-agentic-automation-will-usher-in-a-new-era-of-work/?ctpv=xlrecirc
https://www.forbes.com/sites/deloitte/?ctpv=xlrecirc
https://www.forbes.com/sites/antoniopequenoiv/2025/11/24/doj-tries-to-block-musk-deposition-in-lawsuit-over-usaid-cuts/?ctpv=xlrecirc
https://www.forbes.com/sites/antoniopequenoiv/?ctpv=xlrecirc


6 Ways Emotionally Intelligent People Build High-Trust Bonds, By A Psychologist

By Mark Travers, Contributor

Pastor Jamal Bryant Is Calling For A
Holiday Boycott. Here’s Why

By Janice Gassam Asare, Ph.D., Contributor

Google’s Hot New AI Coding Tool Was
Hacked A Day After Launch

By Thomas Brewster, Forbes Staff

This Wisconsin Cherry Destination Is
Starring In A New Holiday Movie

By Michele Herrmann, Contributor

How AI Will Reshape Employment Taxes
And Public Revenues

By Amanda Tickel, AdVoice

ADVERTISEMENT

11/26/25, 9:35 PM Leaked Zynga Memo Justifies Copycat Strategy

https://www.forbes.com/sites/insertcoin/2012/02/01/leaked-zynga-memo-justifies-copycat-strategy/ 8/11

https://www.forbes.com/sites/traversmark/2025/11/25/6-ways-emotionally-intelligent-people-build-high-trust-bonds-by-a-psychologist/?ctpv=xlrecirc
https://www.forbes.com/sites/traversmark/?ctpv=xlrecirc
https://www.forbes.com/sites/janicegassam/2025/11/26/pastor-jamal-bryant-is-calling-for-a-holiday-boycott-heres-why/?ctpv=xlrecirc
https://www.forbes.com/sites/janicegassam/2025/11/26/pastor-jamal-bryant-is-calling-for-a-holiday-boycott-heres-why/?ctpv=xlrecirc
https://www.forbes.com/sites/janicegassam/?ctpv=xlrecirc
https://www.forbes.com/sites/thomasbrewster/2025/11/26/google-antigravity-ai-hacked/?ctpv=xlrecirc
https://www.forbes.com/sites/thomasbrewster/2025/11/26/google-antigravity-ai-hacked/?ctpv=xlrecirc
https://www.forbes.com/sites/thomasbrewster/?ctpv=xlrecirc
https://www.forbes.com/sites/micheleherrmann/2025/11/25/this-wisconsin-cherry-destination-is-starring-in-a-new-holiday-movie/?ctpv=xlrecirc
https://www.forbes.com/sites/micheleherrmann/2025/11/25/this-wisconsin-cherry-destination-is-starring-in-a-new-holiday-movie/?ctpv=xlrecirc
https://www.forbes.com/sites/micheleherrmann/?ctpv=xlrecirc
https://www.forbes.com/sites/deloitte/2025/11/11/how-ai-will-reshape-employment-taxes-and-public-revenues/?ctpv=xlrecirc
https://www.forbes.com/sites/deloitte/2025/11/11/how-ai-will-reshape-employment-taxes-and-public-revenues/?ctpv=xlrecirc
https://www.forbes.com/sites/deloitte/?ctpv=xlrecirc
https://www.forbes.com/sites/janicegassam/2025/11/26/pastor-jamal-bryant-is-calling-for-a-holiday-boycott-heres-why/?ctpv=xlrecirc
https://www.forbes.com/sites/thomasbrewster/2025/11/26/google-antigravity-ai-hacked/?ctpv=xlrecirc
https://www.forbes.com/sites/micheleherrmann/2025/11/25/this-wisconsin-cherry-destination-is-starring-in-a-new-holiday-movie/?ctpv=xlrecirc
https://www.forbes.com/sites/deloitte/2025/11/11/how-ai-will-reshape-employment-taxes-and-public-revenues/?ctpv=xlrecirc


Student Loan Borrowers, Do These 7 Things Before The End Of 2025
By Adam S. Minsky, Contributor
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April 6, 2016 

To the equity partners of Philadelphia 76ers, L.P.: 

I hope this letter finds you well. I have been serving the Sixers at your pleasure for the past 34 
months. Atul Gawande, a Surgeon at Brigham and Women’s Hospital in Boston, remains (from afar) one of 
my favorite reads. He laughs that reading scientific studies has long been a guilty pleasure. Reading investor 
letters has long been one of mine. 

What I hope to accomplish here is to give you insight into what has transpired behind the scenes in 
ways you might not have otherwise heard about. Many of you attended our most recent board meeting in 
New York, where many of these topics were addressed. But for all twelve of you, I hope that this provides a 
deeper look into what you have at your organization. Accordingly, you should anticipate some mild 
cheerleading (of others) sprinkled with a healthy dose of self-flagellation about things I’ve done wrong. 

There has been much criticism of our approach. There will be more. A competitive league like the 
NBA necessitates a zig while our competitors comfortably zag. We often chose not to defend ourselves 
against much of the criticism, largely in an effort to stay true to the ideal of having the longest view in the 
room. To attempt to convince others that our actions are just will serve to paint us in a different light among 
some of our competitors as progressives worth emulating, versus adversaries worthy of their disdain. Call me 
old-fashioned, but sometimes the optimal place for your light is hiding directly under a bushel. 

Lastly, this letter will only speak to the part of the business that I’m today’s steward of: the 
basketball team and its attendant operations. With Scott O’Neil running our business operations, you are in 
good hands. I can assure you that when your team is eventually able to compete deep into May, Scott will 
ably and efficiently separate the good people of the Delaware Valley from their wallets on your behalf. 
Worry not. 

A league with 30 intense competitors requires a culture of finding new, better ways to solve 
repeating problems. In the short term, investing in that sort of innovation often doesn’t look like much 
progress, if any. Abraham Lincoln said “give me six hours to chop down a tree and I will spend the first four 
sharpening the axe.”  

In May of 1969, a 38-year-old Warren Buffett sat down at a typewriter to inform his investors that 
he was closing his fund (then Buffett Partnership). His reason: market conditions were such that he no 
longer had the requisite confidence that he could make good decisions on behalf of the investors and deliver 
on his commitments to them. So he would stop investing on their behalf. 

For me, that’s today. Given all the changes to our organization, I no longer have the confidence that 
I can make good decisions on behalf of investors in the Sixers—you. So I should step down. And I have. 
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In one sense, it pains me that it has come to this and that I would go at the end of a particularly 
down year in the standings, one that has been painful for all of us. But the fact is—and a young Buffett said 
it much better than I ever could—“I am not attuned to this environment, and I don’t want to spoil a decent 
record by trying to play a game I don’t understand just so I can go out a hero.” 

Yup. 

Thinking about thinking 

I admire Seth Klarman a great deal. I am consistently impressed by his conviction and humility, a 
rare combination. About their approach at Baupost, he says, “it isn’t the only way of thinking, but it’s how 
we approach it.” Below is some insight into a few things we value and how we’ve approached decision 
making at the Sixers. 

First, this list is anything but exhaustive, and hardly mine alone. Whenever possible, I think cross-
pollinating ideas from other contexts is far, far better than attempting to solve our problems in basketball as 
if no one has ever faced anything similar. Accordingly, this approach comes from a frequent search into 
behavioral economics, cognitive science, and a lot of observation and trial and error over my 11 years in the 
NBA. And mistakes. Lots and lots of mistakes. 

To begin, let’s stand on the shoulders of Charlie Munger, a giant to me. He is a man that’s been 
thinking about thinking longer than I’ve been alive. Let’s start with him and his approach. His two-part 
technique is: 

1. First, what are the factors that really govern the interests involved, rationally considered? 

2. Second, what are the subconscious influences where the brain at a subconscious level is 
automatically doing these things—which by and large are useful, but which often malfunctions? 

 To do this requires you to divorce process from outcome. You can be right for the wrong reasons. In 
our business, you’re often lionized for it. You can be wrong for the right reasons. This may well prove to be 
Joel Embiid. There is signal everywhere that Joel is unique, from the practice gyms in Lawrence, Kansas to 
Bala Cynwyd, Pennsylvania to Doha, Qatar where he does something awe inspiring far too regularly. We 
remain hopeful (and optimistic) about his long-term playing career, but we don’t yet know exactly how it 
will turn out. The decision to draft Joel third, though, still looks to me to be the correct one in hindsight 
given the underlying reasoning. But to call something that could be wrong (“failed draft pick”) right (“good 
decision”) makes all of our heads hurt, mine included. 

 So we have to look deeper at process. Here’s a go at it: 

(I would be dismayed if you don’t see pockets of this kind of thinking throughout the organization. 
In fact, I will feel like I’ve let you down.) 

The importance of intellectual humility 

 Lifelong learning is where it’s at. To walk down that path requires a deep-seated humility about a) 
what’s knowable, and b) what each of us know. We hire for this aggressively. We celebrate this internally. 
And we’ve been known to punish when we find it woefully lacking.  
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 We talk a great deal about being curious, not critical. About asking the question until you 
understand something truly. About not being afraid to ask the obvious question that everyone else seems to 
know the answer to. And about the willingness to say three simple words, “I don’t know.” 

Tesla’s Elon Musk describes his everyday stance as, “You should take the approach that you’re 
wrong. Your goal is to be less wrong.” The physicist James Clerk Maxwell described it as a “thoroughly 
conscious ignorance—the prelude to every real advance in science.” Bill James of the Boston Red Sox (and, I 
might add, a Kansas basketball expert) added a little flair when asked whether the learnings available via 
examining evidence were exhausted: “we’ve only taken a bucket of knowledge from a sea of ignorance.”  

 A way to prop up this kind of humility is to keep score. Use a decision journal. Write in your own 
words what you think will happen and why before a decision. Refer back to it later. See if you were right, 
and for the right reasons (think Bill Belichick’s famous 4th down decision against Indianapolis in 2009 which 
summarizes to: good decision, didn’t work). Reading your own past reasoning in your own words in your 
own handwriting time after time causes the tides of humility to gather at your feet. I’m often in waist-deep 
water here. 

 The other reason to keep track yourself is you’re often the only one to see the most insidious type of 
errors, the ones the narrative generating parts of our lizard brains storytell their way around—errors of 
omission. You don’t have a wobbly understanding of just the things you got wrong, but the things you got 
right but not right enough. Listen to Charlie Munger talk about how he and Berkshire Hathaway should be 
measured not by their success, but by how much more successful they would have been if they bought more 
of something: “We should have bought more Coke.” 

* * * * * * * * * * * * 

The necessity of innovation 

Investing in disruptive innovation doesn’t ferment misunderstanding, it necessitates it. Jeff Bezos 
says it this way: “There are a few prerequisites to inventing…You have to be willing to fail. You have to be 
willing to think long-term. You have to be willing to be misunderstood for long periods of time.” 

A yearning for innovation requires real exploration. It requires a persistent search to try (and fail) to 
move your understanding forward with a new tool, a new technique, a new insight. Sadly, the first 
innovation often isn’t even all that helpful, but may well provide a path to ones that are. This is an idea that 
Steven Johnson of Where Good Ideas Come From popularized called the “adjacent possible.” Where finding 
your way through a labyrinth of ignorance requires you to first open a door into a room of understanding, 
one that by its very existence has new doors to new rooms with deeper insights lurking behind them. 

In most endeavors, it’s fine to be content to woodshed until you get something near perfect. You 
want that to be you. Grit matters. But it won’t be long until some innovation makes all that effort newly 
obsolete. You want that to be you, too.  

* * * * * * * * * * * * 

The longest view in the room 

It is critical to be cycle aware in a talent-driven league. In a situation like yours at the Sixers, where a 
variety of circumstances left you near a trough in the cycle (and falling), amplifying this cycle became crucial. 
Today’s outcomes for every team are heavily impacted by decisions past (who to draft, sign, trade, hire, etc.). 
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Jeff Bezos says that if Amazon has a good quarter it’s because of work they did 3, 4, 5 years ago—not 
because they did a good job that quarter. Today’s league-leading Golden State Warriors acquired Draymond 
Green, Andrew Bogut, and Klay Thompson almost 4 years ago, nearly 4 years ago exactly, and almost 5 
years ago. In this league, the long view picks at the lock of mediocrity. 

While some organizations (like ours) have this as part of their ethos, for others it is the ethos. Check 
out the 10,000 Year Clock. It is no mere thought experiment, but an actual clock being designed to be 
placed inside a mountain in West Texas, wound, and left to tick and chime for ten thousand years. Why? 
Because to design something that lasts that long makes us all consider what the world will look like between 
now and then. In return, we might be inspired to do something about it. 

More practically, to take the long view has an unintuitive advantage built in—fewer competitors. 
Here’s Warren Buffett in the late 80s on this topic: “In any sort of a contest—financial, mental, or 
physical—it’s an enormous advantage to have opponents who have been taught that it's useless to even try.” 
Ask who wants to trade for an in-his-prime Kevin Garnett and 30 hands will go up. Ask who planned for it 
three or four years in advance and Danny Ainge is nearly alone. Same for Daryl Morey in Houston trading 
for James Harden. San Antonio’s Peter Holt said after signing LaMarcus Aldridge this summer, “R.C. 
[Buford] came to us with this plan three years ago, four years ago—seriously. And we’ve worked at it ever 
since.” 

* * * * * * * * * * * * 

A contrarian mindset 

This one is tricky, and getting more so in a league as healthy and popular as the NBA that is covered 
by beat writers, columnists, bloggers, commentators, and fans minute-to-minute. If you want to have real 
success you have to very often be willing to do something different from the herd.  

A few examples might help. Step away from basketball and imagine for a moment this is investment 
management, and your job is to take your client’s money and make it grow. It’s January 1, 2015 and the 
S&P 500 is $171.60, exactly the same price it has been since January 1, 1985. No fluctuation up or down. 
Flat every single day. And your job for every day of the past 30 years is to make money for your clients by 
investing. What would you do? 

In the NBA, that’s wins. The same 82 games are up for grabs every year for every team. Just like in 
1985 (or before). To get more wins, you’re going to have to take them from someone else. Wins are a zero-
growth industry (how many of you regularly choose to invest in those?), and the only way up is to steal share 
from your competitors. You will have to do something different. You will have to be contrarian. 

Howard Marks describes this as a necessary condition of great performance: you have to be non-
consensus and right. Both. That means you have to find some way to have a differentiated viewpoint from 
the masses. And it needs to be right. Anything less won’t work. 

But this is difficult, emotionally and intellectually. Seth Klarman talks about the comfort of 
consensus. It’s much more comfortable to have people generally agreeing with you. By definition, those 
opportunities in a constrained environment winnow away with each person that agrees with you, though. It 
reminds me of when we first moved to Palo Alto. Within about a week of living there a voice kept telling 
me, “This is great. Great weather, 30 minutes to the ocean, 3 hours to ski, a vibrant city 30 miles away, and 
one of the world’s best research universities within walking distance. People should really move here.” Then 

Myles Marino
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I looked at real estate prices. I was right, yes, but this view was decidedly not a non-consensus view. My 
viewpoint as a Silicon Valley real estate dilettante, which took a whole week to form, had been priced in. 
Shocker. 

To develop truly contrarian views will require a never-ending thirst for better, more diverse inputs. 
What player do you think is most undervalued? Get him for your team. What basketball axiom is most likely 
to be untrue? Take it on and do the opposite. What is the biggest, least valuable time sink for the 
organization? Stop doing it. Otherwise, it’s a big game of pitty pat, and you’re stuck just hoping for good 
things to happen, rather than developing a strategy for how to make them happen.  

There has to be a willingness to tolerate counterarguments, hopefully in such a way that you can 
truly understand and summarize the other side’s arguments at least as well as they can. And then, after all 
that, still have the conviction to separate yourself from the herd. 

* * * * * * * * * * * * 

A tolerance of uncertainty 

 This one can be really difficult, especially when the stakes are high. But it’s critical to making 
rational decisions over the long term. We are all so tempted to simplify when something is hard to think 
about, simply to get it out of our mind by treating it as impossible. 

 This goes from academic sounding to life altering in basketball team building, though. Looking at a 
player with an estimated 10% or 20% chance of being a star over the next three or four years can’t be 
written to zero—that’s about as high as those odds ever get. That’s surely a very, very high number for any 
player that is ever available to you to be added to your team. Once you accept that, it becomes clear that 
shrinking the confidence interval around that estimate (and the estimates of the downside risk at the other 
end of the spectrum) becomes pretty darn important. 

 But our well worn thinking patterns often let us down here. Phil Tetlock, from just down the street 
at Penn, addresses this well in his most recent remarkable book Superforecasting where he quotes the great 
Amos Tversky saying, “In dealing with probabilities…most people only have three settings: “gonna happen,” 
“not gonna happen,” and “maybe”.” Jeff Van Gundy sums it up succinctly on our telecasts, “it’s a make or 
miss league.” He’s right.  

 In some decisions, the uncertainties are savage. You have to find a way to get comfortable with that 
range of outcomes. If you can’t, you’re forced to live with many fewer options to choose amongst which 
leads over the long term to lesser and lesser outcomes. 

The illusion of control is an opiate, though. Nonetheless, it is annoyingly necessary to get 
comfortable with many grades of maybe. Sixers fans come up to me to say hello and many of them say the 
same thing (almost instinctively) as we part, “Good luck.” My standard reply: “Thanks. We’ll need it.” 

* * * * * * * * * * * * 

Be long science 

Science is about predictions. Understanding the world until you can make a prediction about what 
will happen next. If you’re not sure, test it. Measure it. Do it again. See if it repeats.  

Myles Marino
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“So if we want to think like a scientist more often in life, those are the three key objectives—to be 
humbler about what we know, more confident about what’s possible, and less afraid of things that don’t 
matter.” That’s from Tim Urban, who will soon be recognized as one of tomorrow’s polymaths (like many of 
you, he lives in New York—I’d recommend meeting him for coffee sometime).  

For the Sixers, this has meant efforts like tracking every shot in every gym where we shoot, making 
predictions in writing about what we think will happen with a player or a team, and generally asking more 
questions about the game than some are comfortable to have said aloud. 

* * * * * * * * * * * * 

A healthy respect for tradition 

 While contrarian views are absolutely necessary to truly deliver, conventional wisdom is still wise. It 
is generally accepted as the conventional view because it is considered the best we have. Get back on defense. 
Share the ball. Box out. Run the lanes. Contest a shot. These things are real and have been measured, 
precisely or not, by thousands of men over decades of trial and error. Hank Iba. Dean Smith. Red Auerbach. 
Gregg Popovich. The single best place to start is often wherever they left off. 

 There are plenty of caricatures of our approach on your behalf, the most common of which is that 
folks here don’t even watch the games. That instead there is some mystical way by which we make decisions 
that doesn’t have anything to do with building a basketball team. That’s simply untrue. 

Maybe someday the information teams have at their disposal won’t require scouring the globe 
watching talented players and teams. That day has not arrived, and my Marriott Rewards points prove it 
from all the Courtyards I sleep in from November to March. There is so much about projecting players that 
we still capture best by seeing it in person and sharing (and debating) those observations with our colleagues. 
What kind of teammate is he? How does he play under pressure? How broken is his shot? Can he fight over 
a screen? Does he respond to coaching? How hard will he work to improve? And maybe the key one: will he 
sacrifice—his minutes, his touches, his shots, his energy, his body—for the ultimate team game that rewards 
sacrifice? That information, as imperfect and subjective as it may be, comes to light most readily in gyms and 
by watching an absolute torrent of video.  

Some tradition awaits us everyday at the office. I inherited Marlene Barnes as my executive assistant, 
a widowed lifelong Philadelphian that joined the Sixers in the fall of 1977. I was born in the winter of 1977. 
Marlene has worked for 11 different GMs and 5 head coaches at the Sixers. The names evoke many 
memories for you lifelong Sixers fans and students of history like me: Pat Williams, John Nash, Gene Shue, 
Jim Lynam, John Lucas, Brad Greenberg, Larry Brown, Billy King, Ed Stefanski, Rod Thorn. With us, she 
was immediately thrown into a new, more entrepreneurial work environment with a boss full of quirks 
different than any she had ever encountered. She adapted wonderfully, and now is a regular Slack wizard 
along with much of our staff, has seamlessly plugged into one productivity hack after another, and has 
ordered more books from Amazon than she ever thought possible. Her presence served as an everyday 
reminder to me of the impermanence of my leadership. I told her within a few weeks of working together 
that when I see her in the mornings I’m reminded that I am a steward—today’s steward—of her Sixers. 

* * * * * * * * * * * * 
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A reverence for disruption 

 So often a new management regime looks at an organization and decides that the primary goal is to 
professionalize the operation. For you, I hope that doesn’t happen next. As I described to you in our first 
ever board meeting, we were fundamentally aiming for something different—disruption. We should 
concentrate our efforts in a few key areas in ways others had proven unwilling. We should attempt to gain a 
competitive advantage that had a chance to be lasting, hopefully one unforeseen enough by our competition 
to leapfrog them from a seemingly disadvantaged position. A goal that lofty is anything but certain. And it 
sure doesn’t come from those that are content to color within the lines. 

 This is true everywhere, as the balance in any market or any ecosystem ebbs and flows until 
something mostly unexpected lurches ahead. We see it in spades—past, present, and future. 

• New Zealand’s flightless bird the moa (measuring in at 10 ft, 400 lbs.) had the life tramping around 
the South Island for a great long run; then the first Māori explorers washed ashore in canoes, and 
that was that. 

• I still miss Blackberry’s keyboard, but the 2007 iPhone debut rendered it nearly obsolete to all but a 
few of us curmudgeons. 

• Watch what’s happening with the collaboration between IBM’s Watson and M.D. Anderson or 
Google DeepMind’s AlphaGo. It won’t be just an ancient board game that’s disrupted. It’s also 
anything but a game to Lee Sedol. 

Nobel Prize winning physicist Max Planck got right to it: “A new scientific truth does not triumph 
by convincing its opponents and making them see the light, but rather because its opponents eventually die.” 
That sounds harsh, more harsh than anything I would ever say. But think about it in your context as an 
equity partner in the Sixers. Every April you will watch 16 of the 30 teams—the last time that exact 
configuration of players and coaches will ever be together—“die” as their season ends. Within a few weeks, 
another seven go fishing. By early June, 29 of the 30 opponents are forced to see the light of the 
competition’s greatness as only one raises the Larry O’Brien trophy. 

* * * * * * * * * * * * 

 I can imagine that some of these sound contradictory: contrarian thinking, but respect for tradition, 
while looking to disrupt. That yin and yang is part of it—keep looking. Questioning. 

Investment objectives 

Starting position 

In May of 2013 when I spoke with several of you—and even when we first met in the summer of 
2012—the situation was clear. Your crops had been eaten. A team that clawed its way to a disappointing 34 
wins in 2012-13 had a few handfuls of those wins walking out the door (Dorell Wright, Nick Young, 
Damien Wilkins, Royal Ivey) and a player that drove a bit more who had just undergone a surgery and was 
expected to be out for the season (Jason Richardson). That left the club with expected wins in the low 20s 
before replacing anyone. The young players on rookie-scale deals numbered two: Evan Turner & Arnett 
Moultrie. Two future first round picks were gone as was the recent youth pipeline of Nik Vučević & Moe 
Harkless. Gulp. 

Myles Marino

Myles Marino
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Outsiders agreed. ESPN regularly ranks the forward-looking three years for each team in their 
Future Power Rankings. They take into account the team’s current roster and future potential of those 
players as about half the rating, then include future draft picks, cap position, coaching, management, etc. 
The Sixers near-term future ranked 24th in a 30-team league. 

In the press conference announcing my arrival at the Sixers, I said: 

• Our challenge was not for the faint of heart. It wasn’t. 
• Our challenge was big enough to humble me to think about the enormity of it. It did. 

We would have to get so very much right. 

Goals 

The strategy we settled on was straightforward, even if arduous. Replenish the talent pipeline, 
improve the quality and quantity of players on the roster, shift the style of play towards tomorrow’s 
champions, and become a culture focused on innovation. 

You heard me speak of these goals at each of our quarterly board meetings; always the same since 
June of 2013. Variety is overrated. 

This continuity of focus has served to frustrate many. I’ve found those most frustrated are those that 
either underestimate the enormity of the challenge or fundamentally want something else. 

Specifically, we set out to maximize the odds of acquiring star players using all three available 
methods of acquiring players (draft, free agency, and trade). 

1. Draft: invest in the deepest pool of star players—young players via the NBA Draft. 

2. Free Agency: maintain financial flexibility to assume contract liabilities of other teams to acquire 
picks and prospects and move quickly toward special opportunities in signings/trade. 

3. Trade: gather attractive, improving players to (best case) develop to win games for the Sixers, or 
(worst case) trade for better players or players likely to improve at a faster rate. 

We determined to play a faster style that recognizes the importance of speed in tomorrow’s NBA 
and one that quickly integrates young players. We set out to improve our shot selection toward high 
efficiency basketball. We also wanted to build a defensive identity that—in time—could thwart tomorrow’s 
high-efficiency offenses. Lastly, we needed to build a world-class training center, develop an ever-evolving 
player development program, and change the organization’s culture to one of innovation and a constant 
search for competitive edge. 

These goals were not to fit some preferred style of play, but instead were aiming for where future 
champions would be crowned. That original document I gave to Josh and David in 2012 said: 

History’s lessons are clear, but tomorrow’s championship caliber teams may 
break from historical trends:  

• Example: A 3PA-happy champion like Orlando under Stan Van Gundy 
• Example: A fast-paced champion like Phoenix under Mike D’Antoni 

Myles Marino
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Fast forward three years and Golden State made the 3rd most 3s in NBA history to win the Finals 
against the Cleveland Cavaliers, who made the 8th most 3s in NBA history. Coach Van Gundy’s most 3PA-
happy team from Orlando proudly sits smack dab between them in 5th place all time (for now). The Warriors 
did this in part by playing at the fastest pace of any NBA team last season, considerably faster than Coach 
D’Antoni’s fastest Suns team.  

Results 

The dozen of you know much about our team, our players, and how we’re positioned. I won’t waste 
your time by going through each person in detail, as you have had many opportunities to meet our coaches 
and players, hear about our talented staff, and see their performance dissected and analyzed in our meetings. 
Instead, I will try to make the best use of your time by sharing some insight into the inner workings behind 
the scenes and a few details that aren’t appropriate for wider consumption. 

Players 

It is worth noting that over the long term, basketball teambuilding is about one primary thing—the 
players. Those players the team has on the roster at the time and those they hold the rights to. Plus those 
that are to follow. All of the operations, from management to coaches to support staff to systems only exist 
for one reason—the players. 

We have had the good fortune of drafting relatively early, giving us access to some especially 
talented players, including Jahlil Okafor (#3), Joel Embiid (#3), and Nerlens Noel (#6). Many in our office 
tried to set a line of when Jahlil would see his first double team in this league. Those with the under looked 
smart by the end of opening night, where he went for 26 points and 7 rebounds. 

We also put ourselves into position to draft in the second round, where we found two 22-year-old 
gems to date, including Jerami Grant (#39) and Richaun Holmes (#37). Outside of the top 60 selections 
delivered two more players with real NBA futures in 24-year-old T.J. McConnell and 25-year-old Robert 
Covington. 

Robert is a mistake I rubbed my own nose in for over a year. The 2013 Draft was a flurry of activity 
for us—a handful of trades and selections in both the first and second rounds. We had more action following 
the draft as we tried to finalize our summer league team and get the myriad trade calls set up with the NBA. I 
could see this coming a few days before and we informed the media that this kind of approach might lead to 
an unusually late start for the post-draft press conference. Several of you were still there late that night. At 
about 1:00 a.m. I went downstairs to address an equally exhausted media on deadline from their editors. 
When I returned upstairs, the undrafted Robert Covington was gone, having agreed to play for another 
club’s summer league team, eventually making their regular season roster. He torched the D-League that 
year, haunting me all the while. When he became available 17 months later, we pounced. But I shudder, 
even now, at that (nearly) missed opportunity. 

Even our efforts to support our players serve as a reminder of the enormity of our challenge. 
Something important to us is to find ways to be supportive to our players' larger extended families and loved 
ones that take this journey with them. One group, too casually referred to as "the wives club" at many NBA 
teams, helps support players' families in getting acclimated to the city by handling tickets for loved ones, 
volunteering in community events, hosting baby showers, and the like. In 2013 my wife and I arrived at the 
arena one night to host a few from this group. While I was prepared to highlight for the group the team’s 
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family room, child care at the arena, etc., it turned out that our attendance at this event totaled two. Two 
mothers. It was a pointed reminder of just how young our team was. 

This story underscores what our players, particularly our best players, are in greatest need of—time. 
The gap between driving wins today and driving wins tomorrow will be heavily influenced by a bunch of 
factors, but the biggest one is time. For players like Jahlil, Nerlens, and Jerami, getting much nearer the 
middle of their new NBA cohort will go a long way toward letting their talents shine through, just as it has 
their whole basketball lives when they were nearer the middle of those cohorts. Get down the experience 
curve, the faster the better. They are 20, 21, and 22 years old.  

* * * * * * * * * * * * 

 

A larger quiver 

We need to identify high potential prospects and find ways to add them to our program. Then we 
need to work with them on their game in a targeted way to maximize their performance, their impact on the 
floor, and their value. One way is to draft them and put them on our 15-man roster. We do that. 

Another is to draft them and hold their exclusive NBA rights while they play professionally in a 
league that doesn’t start with N and end with A. Now we do that. 

These players can develop under our guidance while not counting against our roster, giving us not 
just 15 opportunities at one time, but several more. When appropriate for our team—but subject to buyout 
clauses in their professional contracts abroad—we can sign them to our club as one of our 15. This can 
happen within a season, at season’s end, or whenever their contract is available for buyout. 

These sets of players are viable players for the Sixers and viable options to trade in the interim. The 
goal is simple—a larger quiver. This quiver will give us more options immediately and more options over 
time. Several players have been affiliated with us during the past several years while playing for teams in 
Australia, Asia, several clubs in Europe, and our minor-league affiliate the Delaware 87ers. As of now, we 
hold three players on this list, highlighted by the 21-year-old Dario Šarić. Dario is a 6-10 forward with a 
guard’s skills and a big’s toughness. Twice voted as FIBA European Young Player of the Year, we were in 
position to draft him in part because he required something you’ve had in ample supply: one part courage, 
two parts patience. He will look great in Sixers blue.  

This approach, like many that create value, isn’t popular, particularly locally. But it’s also nothing 
new, just the same typeface bolded. It requires deep player evaluations around the globe, is helped by a 
network of international relationships, and most of all, patience. The venerable San Antonio Spurs don’t 
have three rights-held players playing internationally like we now do, they have thirteen. Most of their 
names are hard for many fans to pronounce. Ginobili used to be, too. 

The NBA began this season with 100 international players from 37 countries on opening night 
rosters, comprising over 20% of the league. This is no set of wallflowers either, with four of the last thirteen 
Finals MVPs in this group. I pine for the days of the Long Beach Summer League at the Pyramid—I now 
spend as much time in China as Los Angeles. 

* * * * * * * * * * * * 
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Draft picks 

While the young players on our team and rights-held players internationally continue to show 
promise, our ability to add to that group by layering in additional high quality talent via the draft, free 
agency, and trade is at an all-time high. 

In the first 26 months on the job we added more than one draft pick (or pick swap) per month to 
our coffers. That’s more than 26 new picks or options to swap picks over and above the two per year the 
NBA allots each club. That’s not any official record, because no one keeps track of such records. But it is the 
most ever. And it’s not close. And we kick ourselves for not adding another handful.  

Many of us remember exactly where we were when tragedy strikes and we think of what could have 
been. For me—and this is sad for my own mental well being—that list includes the January day in 2014 
when Miami traded Joel Anthony and two second round picks to our formidable competitors the Celtics. I 
can still picture the child’s play table I paced around at Lankenau Medical Center on my cell phone while 
negotiating with Miami’s front office. This was in between feedings for our newborn twins, when my wife 
and I were still sleeping in the hospital. Danny Ainge finalized that deal (and several other better ones) and 
received one first-place vote for Executive of the Year that season: mine. 

We have used several of those picks to move around in the draft, to facilitate other deals, in trade 
for players to add to our team, and to select players for our team. Players like Jerami Grant (part of the haul 
from the Spencer Hawes trade), Nerlens Noel & Dario Saric (via the Jrue Holiday trade and its derivative), 
Ish Smith (used one of the two picks we acquired in the Eric Maynor trade, plus another), Richaun Holmes 
(part of the proceeds via the K.J. McDaniels trade), and others. Yet we still retain the rights to more future 
2nd round picks at our disposal going forward than 27 other NBA teams. 

In the upcoming May draft lottery, we have what will likely be the best ever odds to get the #1 
overall pick (nearly 30%), a roughly 50/50 chance at a top-2 pick (the highest ever), and a roughly 50/50 
chance at two top-5 picks, which would be the best lottery night haul ever. That same bounce of a ping pong 
ball (almost a flip of a coin) will determine if we have three first round picks this year (unusual) or four 
(unprecedented). That's this year. Or this quarter, if you will. 

If you were to estimate the value of those firsts and the ones to follow, from this point forward we 
have essentially two NBA teams’ worth of first round pick value plus the third most second round picks in 
the league. 

* * * * * * * * * * * * 

Salary cap position 

Our salary cap position going forward is easily the NBA's best. The most room, the most flexibility, 
providing the widest available set of options in free agency or trade of any club. This stockpile can be used 
all at once or strategically over the ensuing years to acquire players that fit your team, improve in your 
development program, and help you move up the standings. During this phase of acquiring players and picks 
to really invest in our future and climb higher than we have in over 30 years, we spent a bit over $135M on 
payroll across the three seasons, while the NBA median spend was over $200M. That won’t last, as over 
time a climb up the standings will see spend rise precipitously as well.  
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These advantages over our competitors are material, but well short of deterministic. From here a 
whole host of solid decisions are necessary to play our hand out of this stacked deck.  

* * * * * * * * * * * * 

Other 

 Building a talent pipeline into our program, while important, is of course not the only goal we had. 
Even with young players and expected roster turnover, we needed to move the club toward a style that was 
conducive to winning in tomorrow’s NBA. We improved our pace from below average to 1st immediately, 
then settled into about 6th for the next two seasons. We moved our shot selection from consistently bottom 
two in the league to consistently 2nd in the league. And our defensive principles are increasingly top-notch, 
showing that we can play above average defense (13th) when we had solid veteran defenders like Luc Mbah a 
Moute on the roster, but also struggle with some of the NBA’s youngest talent defending every night 
(bottom 5). 

 

Outlook 

Your club is on solid footing now, with much hard work yet to be done. As we continued to invest 
in young players, acquire more draft selections, and maintain cap flexibility the forward-looking markets 
took notice. Our Future Franchise Rankings (ESPN’s) that began at 24th in a 30-team league in May of 2013 
climbed to 19th in 2014, 17th in 2015, and most recently via RealGM’s rankings in December of 2015, 12th. I 
think that is imminently reasonable, as is a couple of spots higher. 

Lottery night will be nerve-wracking for most and exciting for all. I said to Josh & David last year 
during the NBA’s Draft Lottery that it is rare for the importance of luck in our lives to be laid bare for the 
whole world to see. Walking out with a top-5 pick in each hand would be exciting, but it’s not necessary. 
The rights to those picks don’t extinguish, but instead move forward to a future year, one filled with new 
possibilities and challenges both. 

Regardless of the haul that comes out of a May night in New York, the team is likely to see 
additional lottery pick talent hit the court next season regardless. Two additional first round picks this year 
are available to you as well. Plus additional draft picks are set to flow in regularly for many years to come. 
Plus the league’s best cap position. A bevy of young players. A deep and passionate coaching staff. An 
innovative management team. A beautiful new practice facility set to open before training camp. In a city 
with wonderful basketball heritage. You could do worse.  

The NBA can be a league of desperation, those that are in it and those that can avoid it. So many 
find themselves caught in the zugzwang, the point in the game where all possible moves make you worse off. 
Your positioning is now the opposite of that. 

A sincere thank you 

Thank you for the opportunity you all gave me to lead this storied franchise. My gratification is 
beyond my power to express. What is unequivocal is that the principal beneficiary of your largesse has been 
me. Thank you. 
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Philadelphia has been wonderful to our family. Two of our children were born here. Lincoln said 
that to meet with the public “renewed in me my perceptions of responsibility and duty.” Those words rang 
hollow until we moved here and I talked with our fans. Everywhere I went, lifelong Sixers fans told me 
stories about how they wanted the team to be good again—really good. 

It’s clear now that I won’t see the harvest of the seeds we planted. That’s OK. Life’s like that. Many 
of my NBA friends cautioned me against the kind of seed sowing that felt appropriate given the 
circumstances for exactly this reason. But this particular situation made it all the more necessary, though. 
Part of the reason to reject fear and plow on was exactly because fear had been the dominant motivator of 
the actions of too many for too long. 

I will be repotted professionally. That is often uncomfortable; most growth is. But it’s also often 
healthier over the longer sweep of history, too.  

In the interim, I’ll probably be with my wife and kids for a few weeks. If you need to reach me—
now or later—I am available at  and I suspect someday soon on Twitter via 
@samhinkie. 

I wish you the best of luck. Like other Sixers fans, I will cross my fingers for you on lottery night in 
New York. 



We Don’t Sell Saddles Here

Stewart Butterfield Follow 12 min read · Feb 17, 2014

26K 85

The memo below was sent to the team at Tiny Speck, the makers of Slack, on July
31st, 2013. It had been a little under seven months since development began and
was two weeks before the launch of Slack’s ‘Preview Release’. It is presented
verbatim, as written (including original pull-quotes), with two exceptions: the
removal of an introductory section discussing launch logistics and replacement of
a link which pointed to an internal company resource with the equivalent public
link.

Build Something People Want

We know that we have built something which is genuinely useful: almost any
team which adopts Slack as their central application for communication
would be significantly better off than they were before. That means we have
something people want.

However, almost all of them have no idea that they want Slack. How could
they? They’ve never heard of it. And only a vanishingly small number will
have imagined it on their own. They think they want something different (if
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they think they want anything at all). They definitely are not looking for
Slack. (But then no-one was looking for Post-it notes or GUIs either.)

Just as much as our job is to build something genuinely useful, something
which really does make people’s working lives simpler, more pleasant and
more productive, our job is also to understand what people think they want
and then translate the value of Slack into their terms.

A good part of that is “just marketing,” but even the best slogans, ads, landing
pages, PR campaigns, etc., will fall down if they are not supported by the
experience people have when they hit our site, when they sign up for an
account, when they first begin using the product and when they start using it
day in, day out.

Therefore, “understanding what people think they want and then translating
the value of Slack into their terms” is something we all work on. It is the sum of
the exercise of all our crafts. We do it with copy accompanying signup forms,
with fast-loading pages, with good welcome emails, with comprehensive and
accurate search, with purposeful loading screens, and with thoughtfully
implemented and well-functioning features of all kinds.

“Marketing from Both Ends”

Much has been written about “product-market fit” in the last few years,
probably as a result of the popularity of the lean startup movement (though
the idea has been around much longer). The term refers to the degree to
which a product could be successful, given sufficient promotion, appropriate
pricing, adequate customer support and so on (before you find that fit, all
the pushing in the world won’t get you up the hill).
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In this classic post on Marc Andreessen’s old blog, he calls getting to
product-market fit the “only thing that matters” for startups and offers a way
of thinking about the life of the startup that divides it into two distinct
phases: before product-market fit and after. Once the product fits the
market, a company is able to step on the gas, spending to promote a product
that will actually sell. The things you need to do before are very different
from the things you need to do after (generally test & iterate vs scale &
optimize).

We are right in the middle of that first phase. It seems we are doing well and
there are many encouraging signs, but we’re definitely still in the first phase
and it is very, very hard to tell how far we have to go to cross over into the
promised land (the last 10% is 90% of the work, etc.) So, we should be
working carefully from both the product end and the market end:

Doing a better and better job of providing what people want (whether
they know it or not)

Communicating the above more and more effectively (so that they know
they want it)

In the best case, there is a dialectic at play here: the product itself and the
way people use it should suggest new ways of articulating the value — and
refinements to how we communicate the value should lead to principles
which clarify decision-making around product features and design.

Our position is different than the one many new companies find themselves
in: we are not battling it out in a large, well-defined market with clear
incumbents (which is why we can’t get away with “Other group chat products
are poisonous. Slack is toasted.”). Despite the fact that there are a handful of
direct competitors and a muddled history of superficially similar tools, we
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are setting out to define a new market. And that means we can’t limit
ourselves to tweaking the product; we need to tweak the market too.

Sell the innovation, not the product

The best — maybe the only? — real, direct measure of “innovation” is change
in human behaviour. In fact, it is useful to take this way of thinking as
definitional: innovation is the sum of change across the whole system, not a
thing which causes a change in how people behave. No small innovation ever
caused a large shift in how people spend their time and no large one has ever
failed to do so.

By that measure, Slack is a real and large innovation. It is not as eye-catching
as self-driving cars or implantable chips — it is not basic research-y kind of
stuff. But, for organizations that adopt it, there will be a dramatic shift in
how time is spent, how communication happens, and how the team’s
archives are utilized. There will be changes in how team members relate to
one another and, hopefully, significant changes in productivity.
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We are unlikely to be able to sell “a group chat system” very well: there are
just not enough people shopping for group chat system (and, as pointed out
elsewhere, our current fax machine works fine).

That’s why what we’re selling is organizational
transformation.

What we are selling is not the software product — the set of all the features,
in their specific implementation — because there are just not many buyers
for this software product. (People buy “software” to address a need they
already know they have or perform some specific task they need to perform,
whether that is tracking sales contacts or editing video.)

However, if we are selling “a reduction in the cost of communication” or
“zero effort knowledge management” or “making better decisions, faster” or
“all your team communication, instantly searchable, available wherever you
go” or “75% less email” or some other valuable result of adopting Slack, we
will find many more buyers.

That’s why what we’re selling is organizational transformation. The software
just happens to be the part we’re able to build & ship (and the means for us
to get our cut).

We’re selling a reduction in information overload, relief from stress, and a
new ability to extract the enormous value of hitherto useless corporate
archives. We’re selling better organizations, better teams. That’s a good thing
for people to buy and it is a much better thing for us to sell in the long run.
We will be successful to the extent that we create better teams.
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To see why, consider the hypothetical Acme Saddle Company. They could
just sell saddles, and if so, they’d probably be selling on the basis of things
like the quality of the leather they use or the fancy adornments their saddles
include; they could be selling on the range of styles and sizes available, or on
durability, or on price.

Or, they could sell horseback riding. Being successful at selling horseback
riding means they grow the market for their product while giving the perfect
context for talking about their saddles. It lets them position themselves as
the leader and affords them different kinds of marketing and promotion
opportunities (e.g., sponsoring school programs to promote riding to kids,
working on land conservation or trail maps). It lets them think big and
potentially be big.

Because the best possible way to find product-
market fit
is to define your own market.

This isn’t a new idea. There are many brands whose marketing activities or
positioning has them selling something other than (and usually larger than)
their product: Harley Davidson sells motorcycle riding, but it especially sells
freedom and independence. Most luxury brands sell something that comes
down to “being better than you are” (richer, better looking, more attractive
to those you find desirable, etc.)
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My favorite recent example is Lululemon: when they started, there was not a
large market for yoga-specific athletic wear and accessories. They sold yoga
like crazy: helping people find yoga studios near their homes, hosting free
classes, sponsorships and scholarships, local ambassadors and training, etc.
And as a result, they sold just under $1.4 billion worth of yoga-specific
athletic wear and accessories in their most recent fiscal year.

But going back to the Acme Saddle Company, the better analogy to what we
are doing now is to imagine them selling horseback riding … about 4,000
years ago. It is almost inevitable that centralized internal communication
systems will gradually replace email for most organizations over the next 10-
20 years and we should do what we can to accelerate the trend and “own it”.
We are at the beginning of a transition. We have an opportunity to both
define the category and push hard for the whole market’s growth. We’d be
crazy not to take it, because the best possible way to find product-market fit
is to define your own market.

Who Do We Want Our Customers to Become?

A few months ago, I read a fairly mediocre ebook called “Who Do You Want
Your Customers to Become?” (available here). It was mediocre because it was
nearly 70 pages when it could have been 20, not because the ideas were bad:
in fact, the core ideas of the piece are fascinating and, I think, very useful to
us as we think about the next year or so of Slack.

A central thesis is that all products are asking things of their customers: to do
things in a certain way, to think of themselves in a certain way — and usually
that means changing what one does or how one does it; it often means
changing how one thinks of oneself.
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We are asking a lot from our customers. We are asking them to spend hours
a day in a new and unfamiliar application, to give up on years or even
decades of experience using email for work communication (and abandon
all kinds of ad hoc workflows that have developed around their use of email).
We are asking them to switch a model of communication which defaults to
public; it is an almost impossibly large ask. Almost.

To get people to say yes to a request that large, we need to (1) offer them a
reward big enough to justify their effort and (2) do an exceptional, near-
perfect job of execution.

The best way to imagine the reward is thinking about who we want our
customers to become:

We want them to become relaxed, productive workers who have the
confidence that comes from knowing that any bit of information which
might be valuable to them is only a search away.

We want them to become masters of their own information and not
slaves*, overwhelmed by the neverending flow.

We want them to feel less frustrated by a lack of visibility into what is
going on with their team.

We want them to become people who communicate purposively,
knowing that each question they ask is actually building value for the
whole team.

This is what we have to be able to offer them, and it is the aim and purpose
of all the work we are doing. We need to make them understand what’s at the
end of the rainbow if they go with Slack, and then we have to work our asses
off in order to ensure they get there.
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How Do We Do It?

We do it really, really fucking good.

The reason for saying we need to do ‘an exceptional, near-perfect job of
execution’ is this: When you want something really bad, you will put up with
a lot of flaws. But if you do not yet know you want something, your tolerance
will be much lower. That’s why it is especially important for us to build a
beautiful, elegant and considerate piece of software. Every bit of grace,
refinement, and thoughtfulness on our part will pull people along. Every
petty irritation will stop them and give the impression that it is not worth it.

That means we have to find all those petty irritations, and quash them. We
need to look at our own work from the perspective of a new potential
customer and actually see what’s there. Does it make sense? Can you predict
what’s going to happen when you click that button or open that menu? Is
there sufficient feedback to know if the click or tap worked? Is it fast
enough? If I read the email on my phone and click the link, is it broken?

None of the work we are doing to develop
the product is an end in itself.

It is always harder to do this with one’s own product: we skip over the bad
parts knowing that we plan to fix it later. We already know the model we’re
using and the terms we use to describe it. It is very difficult to approach
Slack with beginner’s mind. But we have to, all of us, and we have to do it
every day, over and over and polish every rough edge off until this product is
as smooth as lacquered mahogany.
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Each of you knows “really good”. Each of you is able to see when things are
not done well. Certainly we all complain enough about other people’s
software, and we all know how important first impressions are in our own
judgements. That is exactly how others will evaluate us.

Putting yourself in the mind of someone who is coming to Slack for the first
time — especially a real someone, who is being made to try this thing by
their boss, who is already a bit hangry because they didn’t have time for
breakfast, and who is anxious about finishing off a project before they take
off for the long weekend — putting yourself in their mind means looking at
Slack the way you look at some random piece of software in which you have
no investment and no special interest. Look at it hard, and find the things
that do not work. Be harsh, in the interest of being excellent.

Why?

There’s no point doing this to be small. We should go big, if only because
there are a lot of people in the world who deserve Slack. Going big also
means that it will have to be really, really good. But that’s convenient, since
there’s also no point doing it if it is not really, really good. Life is too short to
do mediocre work and it is definitely too short to build shitty things.

To do this well, we need to take a holistic approach and not just think about a
long list of individual tasks we are supposed to get through in a given week.
We get 0 points for just getting a feature out the door if it is not actually
contributing to making the experience better for users, or helping them to
understand Slack, or helping us understand them. None of the work we are
doing to develop the product is an end in itself; it all must be squarely aimed
at the larger purpose.
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Consider the teams you see in action at great restaurants, and the totality of
their effort: the room, the vibe, the timing, the presentation, the attention,
the anticipation of your needs (and, of course, the food itself); nothing can
be off. There is a great nobility in being of service to others, and well-run
restaurants (or hotels, or software companies) serve with a quality that is
measured by its attention to detail. This is a perfect model for us to emulate.

Ensuring that the pieces all come together is not someone else’s job. It is
your job, no matter what your title is and no matter what role you play. The
pursuit of that purpose should permeate everything we do.

But Slack is a bit more complicated than a restaurant (at least in some ways).
Since it is new and less familiar, we are less able to fall back on well-
established best practices. That means we need to listen, watch & analyze
carefully. We’ll need to build tools to capture users’ behaviour and reactions.
And then we’ll need to take all that information and our best instincts and be
continuously improving.

We are an exceptional software development team. But, we now also need be
an excellent customer development team. That’s why, in the first section of
this doc, I said “build a customer base” rather than “gain market share”: the
nature of the task is different, and we will work together to understand,
anticipate and better serve the people who trust us with their teams’
communications, one customer at a time.

The answer to “Why?” is “because why the fuck else would you even want to
be alive but to do things as well as you can?”. Now: let’s do this.

Slack’s preview release began two weeks after this document was sent, on August
14th, 2013. A little under six months later, on February 12th, 2014, it was
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officially launched. You can sign up at slack.com to begin using it and follow us on
Twitter @slackhq.

* Update: Aug 18th, 2021: I’m using the words “master” and “slave” in the specific
context where one is in control (master) and the other is powerless (slave). I want
to acknowledge that some readers may find the words “master” and “slave”
offensive when used in this way.
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From: Howard Schultz
Sent: Wednesday, February 14, 2007 10:39 AM Pacific Standard Time
To: Jim Donald
Cc: Anne Saunders; Dave Pace; Dorothy Kim; Gerry Lopez; Jim Alling; Ken 
Lombard; Martin Coles; Michael Casey; Michelle Gass; Paula Boggs; Sandra Taylor
Subject: The Commoditization of the Starbucks Experience

As you prepare for the FY 08 strategic planning process, I want to share some of 
my thoughts with you.
Over the past ten years, in order to achieve the growth, development, and scale 
necessary to go from less than 1,000 stores to 13,000 stores and beyond, we have 
had to make a series of decisions that, in retrospect, have lead to the watering 
down of the Starbucks experience, and, what some might call the commoditization 
of our brand.
Many of these decisions were probably right at the time, and on their own merit 
would not have created the dilution of the experience; but in this case, the sum is 
much greater and, unfortunately, much more damaging than the individual pieces. 
For example, when we went to automatic espresso machines, we solved a major 
problem in terms of speed of service and efficiency. At the same time, we 
overlooked the fact that we would remove much of the romance and theatre that 
was in play with the use of the La Marzocca machines. This specific decision 
became even more damaging when the height of the machines, which are now in 
thousands of stores, blocked the visual sight line the customer previously had to 
watch the drink being made, and for the intimate experience with the barista. This, 
coupled with the need for fresh roasted coffee in every North America city and 
every international market, moved us toward the decision and the need for flavor 
locked packaging. Again, the right decision at the right time, and once again I 
believe we overlooked the cause and the affect of flavor lock in our stores. We 
achieved fresh roasted bagged coffee, but at what cost? The loss of aroma—
perhaps the most powerful non-verbal signal we had in our stores; the loss of our 
people scooping fresh coffee from the bins and grinding it fresh in front of the 
customer, and once again stripping the store of tradition and our heritage? Then 
we moved to store design. Clearly we have had to streamline store design to gain 
efficiencies of scale and to make sure we had the ROI on sales to investment ratios 
that would satisfy the financial side of our business. However, one of the results 
has been stores that no longer have the soul of the past and reflect a chain of 
stores vs. the warm feeling of a neighborhood store. Some people even call our 
stores sterile, cookie cutter, no longer reflecting the passion our partners feel 
about our coffee. In fact, I am not sure people today even know we are roasting 
coffee. You certainly can’t get the message from being in our stores. The 
merchandise, more art than science, is far removed from being the merchant that I 
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believe we can be and certainly at a minimum should support the foundation of our 
coffee heritage. Some stores don’t have coffee grinders, French presses from 
Bodum, or even coffee filters.
Now that I have provided you with a list of some of the underlying issues that I 
believe we need to solve, let me say at the outset that we have all been part of 
these decisions. I take full responsibility myself, but we desperately need to look 
into the mirror and realize it’s time to get back to the core and make the changes 
necessary to evoke the heritage, the tradition, and the passion that we all have for 
the true Starbucks experience. While the current state of affairs for the most part 
is self induced, that has lead to competitors of all kinds, small and large coffee 
companies, fast food operators, and mom and pops, to position themselves in a 
way that creates awareness, trial and loyalty of people who previously have been 
Starbucks customers. This must be eradicated.
I have said for 20 years that our success is not an entitlement and now it’s proving 
to be a reality. Let’s be smarter about how we are spending our time, money and 
resources. Let’s get back to the core. Push for innovation and do the things 
necessary to once again differentiate Starbucks from all others. We source and 
buy the highest quality coffee. We have built the most trusted brand in coffee in 
the world, and we have an enormous responsibility to both the people who have 
come before us and the 150,000 partners and their families who are relying on our 
stewardship.
Finally, I would like to acknowledge all that you do for Starbucks. Without your 
passion and commitment, we would not be where we are today.
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On 5/5/14, 8:22 AM, "Sheryl Sandberg" <sheryl@fb.com> wrote:

>Adding Fischer and Dan
>
>I love the basicvision - performance-based ads. Lots of work to do to
>make this happen sowe need to prioritize, as Mark points out.
>
>I think figuring out the prioritization, especially on the
>business-facingside is important. We need to give businessesquick
>and easy - but important ways - to think of their Pageor FBpresences
>(whatever it might be) as their hub for mobile as there will be a huge
>push to be first in doing this and once businessesstart investing,
>easier to get them to do more. The good news is that with 25M SMB
>Pages,we are ahead.
>
>Oneother point is that both our ads system and Google's have the
>property that we have built-in incentives for ads to be relevant and
>perform well. We need those for our ad delivery mechanisms too. I
>believe that is part of what mark is saying below - but worth calling
>out as this is so important.
>
>-----Original Message-----
>From: Mark Zuckerberg
>Sent: Monday, May 05, 2014 1:09 AM
>To:Javier Olivan; Mike Vernal; Sheryl Sandberg; Dan Rose;Mike
>Schroepfer; Tom Stocky; Deborah Liu; SamLessin;Andrew Bosworth
>Subject:Thoughts on Messenger businessecosystem
>
>In this note, I'm going to sketch out how I think the Messenger
>businessecosystemwill work.
>
>At the highest level, I believe Messengerwill be a performance-based
>adsbusiness.That is, I expect businessesto pay us to get people to
>perform concrete actions within Messenger or within their stores.
>
>When I say performance-based ads, I am specifically contrasting to two
>other potential businesses:brand ads and payments.
>
>I do not believe Messenger is a good medium for brands ads because
>people need to choose to open messages,which makes it inferior for
>massreach of rich content, especially compared with our other products
>like News Feedand lnstagram.
>
>I also do not believe our businesswill be payments directly, because
>charging for payments themselves will not allow us to price
>discriminate and receive a higher percentage of the value delivered like ads do.
>
>That said, I do expect payments and transactions to be critical in this
>ecosystem.A great payment system dramatically reduces friction in all
>transactions and therefore significantly increasesthe value of ads.
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>For example, consider the value of search ads on desktop vs mobile ads today.
>The mobile ads are worth far less because of all the friction to
>transacting: the landing pages are worse and payments are worse.
>
>Soeven though businesseswill bid to pay us for performance actions
>like getting someone to buy something or getting someone into their
>store rather than paying us for the payments directly, building out
>payments and transactions is strategically important despite not being
>our direct business. In fact, I think our ideal strategy is to give
>away payments for free -- or at no profit margin for ourselves -- in
>order to build up the transactional capacity of our network sowe can
>ultimately have the best performing ads business.
>
>----------
>
>Likeany ads business,the two levers to understand its potential scale
>are how many adsyou can show and how well the ads perform.
>
>I'm going to start by outlining some of the touch points for people to
>interact with businessesin Messenger. Further below, I'll outline a
>framework for how many adswe can show at different stages in the
>evolution of this business.
>
>At the most basic level, there are three ways that I expect people will
>interact with businesscontent:
>
>-A businesscan send you a messagejust like a person can today.
>Alternatively, you can send the businessa messageand it can reply.
>
>-We will have a discovery tab within Messengerwhere, in addition to
>highlighting organic suggestions like people nearby, we can also
>highlight relevant businesses,paid content or suggest apps to install.
>
>-While you're in a thread messagingwith a person, we can show content
>inline if it's very relevant to your conversation.
>
>I'll discusshow much inventory will be available in each of these in
>more detail below, but for now I just want to call out that while the
>first and third touch points will eventually make up the vast majority
>of our inventory, they each need to have an extremely high quality bar
>before we start inserting any paid content there. The discovery tab
>will have much lesstraffic, but it will be very important for building
>this ecosystem by enabling people to engagewith businessesorganically
>aswe build enough scaleand quality to fill the first two touch points
>with good content.
>
>Youcan think about the discovery tab roughly like how we or Google
>thought about our right hand column ads before putting ads in News Feed
>or on top of search respectively. It's lower volume but enough to start
>building quality and building the business.
>
>Next, I'll go through each of those three basic touch points in a bit
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>more detail.
>
>----------
>
>Thefirst touch point is messagethreads with businesses.
>
>Thisbranches into two very different experiences: a businessmessaging
>you out of the blue, and you messaginga businessand it replying to you.
>
>Thefirst experience -- a businessmessagingyou out of the blue -- is
>where I expect most of our businessto be over time. However, it's also
>one of the most sensitive experiences that we need to be careful with.
>Thewhole value proposition of Messenger is that it is a high signal
>channel where every messageyou receive hasan expectation of intimacy
>and urgency. If we start buzzingyour pocket with ads daily, then we
>could easily destroy this experience.
>
>There are a couple ways around this over the long term. The first is to
>not send you a push notification for these messages,so you just see
>them in your inbox when you open the app but they don't interrupt you
>otherwise. A "silent message" like this is a new behavior we'd have to
>build since it doesn't exist today. WeChat and Line both support this
>notion today. The second is to make sure the quality is high enough so
>people actually want these pushes. My guess is that we'll eventually do
>both: we'll have silent messagesfor most paid messages,but for ones
>that are very relevant we will consider doing pushes.
>
>Aswe phase these in, we111need to make the product perform such that
>most businessespay on a per-action rather than per-impression basis.
>The basicmath of this is that even in the limit there will be so many
>fewer impressions here than in News Feed: both becausetotal time
>spent is lower in Messenger and becausethe intimacy of the product
>affords fewer intrusions : that if we only support the same kinds of
>advertiser value propositions we do in News Feed,this will never be as
>big of a businessfor us aswe hope.
>
>Instead, I think we will need to do the hard work to make payments and
>offers work frictionlessly inline. This can create much higher value
>impressions< more similar to search <that take advantage of the
>intimate and interruptive nature of the environment. For example, a
>businesswill be able to messagepeople with specific offers when
>people are nearby and people will be able to redeem them inline,
>include paying right there.
>
>Eventhough this is fundamentally structured as an ads auction, a large
>percent of the work will be doing everything necessaryto make the
>payment experience seamlessso these offers actually convert and
>deliver value for both people and businesses.It will be easy for us to
>underestimate the amount of payments work required here compared to ads
>work sincewe have historically focused on ads rather than payments,
>but I expect there will be a very deep thread of work to do to make
>this payments experience integrated enough <both into people's
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>accounts and businesses' workflows < that this experience really works end to end.
>
>If we can pull this off, then we can enable experiences like you're
>walking down the street and get a notification for a personalized offer
>to a nearby shop basedon your identity and history there. You can open
>the notification and tell the cafe or store what you want, pay inline,
>and have it ready for you assoon asyou walk in, all while receiving a
>discount and building a profile to have better personalized experiences
>in the future.
>
>Interruptive examples like this may be the long term, but before we get
>there we will likely want to explore silent messagesfirst since
>they1re lessdisruptive. Thesecan still be a good testing ground for
>inserting relevant nearby content when you1re in the app.
>
><
>
>Regardless,even silent messagesare disruptive to the high signal and
>intimate feeling of the product today, so I wouldn't even start there.
>Instead, I'd start by building person-initiated threads with businesses
>and over time work up to enabling businessesto messagepeople out of
>the blue.
>
>That brings us to the second experience -- you messaginga businessand
>having it reply to you. In the Messenger businessecosystem, a thread
>with a business is the equivalent of a page on Facebook. It will be
>relatively low frequency that a person visits this thread -- just like
>it's relatively low frequency that a person visits a businesspage
>directly -- but it's a fundamental part of how businessesexist in the
>ecosystem and an organic way that people can interact with them.
>
>Thenext question is how will the businessactually reply to messages?
>
>Thenaive answer is that the businessowner can reply when they get
>around to it. I think we can support this behavior, but this is very
>slow and not a great experience for the person messagingthe business.
>
>Instead, I think we should build an automated system that understands
>basic natural language so that businessentities can respond
>automatically and instantaneously to people.
>
>Thiswould enable businessesto respond to both informational questions
>like "Are you open now?" aswell asactionable questions like "Canyou
>make me a tall mocha frappucino?". In the first case,the business,
>could just answer with the information. In the second, ideally this
>would then ask the person to pay inline in the thread and then tell a
>barista to start making the frappucino so it would be ready assoon as
>you walked into the Starbucks.
>
>There are a few reasonsthis is a very powerful new way to interact
>with businesses,especially local businesses.First, everyone knows
>language but people hate calling businesses,so texting is a natural
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>way to interact that doesn't require learning anything new. Second, the
>payment experience can be stored and optimized, which takes a huge
>amount of friction out of these interactions, especially compared with
>web-based interfaces or other apps you'd have to install. Third, most
>businesses you want to interact with will be on Messenger eventually,
>which is vastly preferable to using a large number of different apps.
>
>I expect that when you want to interact with a business,you'll search
>for them on Messenger and then begin a messagethread with them. Before
>you send a message, I imagine each businesswill have some default
>messagethat starts every thread with them. This default messagecan
>outline what things the businessknows how to do on Messenger, like
>order a frapuccino, buy tickets or so on. This messagecan also contain
>structured links to different functionality directly, so you can do
>some things without having to type any text at all. We should look at
>what others have done here, like WeChat, for example, has links to
>inline 3stores2 that graphically list the business1sinventory and let
>you browse and purchase inline.
>
>You'll also be able to type whatever you want, and we'll have to build
>a system that is smart enough at understanding your input and easy
>enough for businessesto configure for themselves that we can take your
>input and map it to what the businessknows how to do, or at least come
>up with some other intelligent response.
>
>It will be difficult to build a good natural language system like this
>and it will require real investment, but it should be possible. The
>technological advantage we'll develop doing this will also be a
>competitive barrier for other messagingproducts like WeChat that try
>to compete with us for either consumer attention or businessdollars.
>
>Over time, it will be possible for our systems to deliver more nuanced
>responses. It will also be possible to deliver types of replies that
>don't make sense in traditional search- or web-based interfaces, like
>time-delayed replies or follow-on replies later when more information
>becomes available. You should be able to aska businessa question like
>"tell me when a table becomes available" and in addition to being able
>to reply immediately to confirm it will do this, it should also be able
>to messageyou at a future point when it hasthe answer to your question.
>
>It's worth noting that time-delayed responsesto person-initiated
>messagescould be a great way to easepeople into getting push
>notifications when businessesmessagethem. We should probably ease
>people into this use caseby building organic use caseslike this
>before enabling purely paid messagesthat send push notifications.
>
>In addition to being able to messagebusinessesback and forth with
>text, we will want the ability to send money and other kinds of
>structured data
>--like loyalty card data -- aswell. These kinds of interactions will
>be necessaryto make sure that businessesactually get value from
>interacting with people on Messenger, especially since the branding
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>value will be relatively minimal.
>
>Payments asa primitive is simple to explain but will be very
>complicated to fully implement. Within a messagesthread, anyone should
>be able to either send money to or request money from anyone else.
>Within the UI, this would take the form of another kind of content you
>could attach to a message,just like a photo, sticker or voice clip.
>
>Tomake this really work asa social behavior, we'll need to create a
>social norm around people being comfortable sending money through
>messaging.To make this work asa product, we'll need to make it
>frictionless and cheap,which meanswe'll need credentials on file for
>large percentages of people. Over time, we'll need not only credit
>cards but also bank account information sowe can make transfers cheap.
>
>Awhole thread of our strategy is going to need to be focused on
>increasing payments usageand helping people add credentials. We'll
>need to support use caseslike person-to-person money transfer to help
>establish this norm, even though it won't be a direct revenue driver
>for our business.As part of this, I imagine we're going to need to run
>constant promotions like WeChat hasto encourage people to pay and
>transfer money in different ways -- asgifts on new years, paying for
>taxis, investing in mutual funds, etc. This is a very deep thread of
>work that will require a lot of work, but will ultimately be necessary
>for making the ads and interactions that businessespay for valuable.
>
>In addition to investment of people on our teams and financial
>resources,we'll also need to dedicate real estate within our app to
>this promoting interactions with payments. At a minimum, I expect
>payments will be a permanent item within the messagecomposer in
>messagethreads, a major part of the real estate on the Settings tab,
>and initially a large number of the promotions and recommended content
>on the discovery tab. We111also need to do significant work on the
>businessside, probably integrating into our own business-facing Uls
>like PageManager aswell asmaking sure we support businesses'own payment systems.
>
>Another example of structured exchange between people and businessesis
>loyalty programs. We should be able to build the best loyalty programs
>in the world basedon our understand of people1s identity and locations
>coupled with the business interfaces we1ve built. If you can messagea
>businessto initiate a loyalty card I relationship and then ever time
>you go to that businessfrom then on you get a messageupdating you on
>your status and available offers, that could be very compelling.
>
>Of course, a lot of the nuance of designing businessthreads is going
>to come down to important details around how interruptive they can be,
>what they need to do to get permission to be interruptive, how easily
>you can mute them or turn them off, and so on. These rules can evolve
>over time, but making sure we get them right at each stagewill be very important.
>
>Finally, it's worth noting that even though everything l've discussed
>here has been in the context of businesses,these kinds of business
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>threads should be available to anyone who would currently have a page
>on Facebook today, including celebrities, politicians, bands and other
>types of entities that we don't typically think of as businessesbut
>who produce important content for our ecosystem.
>
>----------
>
>After messagethreads, the second businesstouch point is the discovery
>tab.
>
>Imagine this tab asa new second tab in the app's main navigation,
>between Recentand Groups.
>
>Theprimary purpose of the discovery tab is to introduce people to new
>people, businessesand content that can improve their messaging
>experience.
>
>This is important becausepeople will not just wake up one morning and
>start messagingbusinesses.First,we need to introduce the idea of
>businesseswithin Messenger to people and show people how they can be
>useful. The brute force way of doing this would be by starting to
>inject businesscontent into the main inbox that the person had not
>directly asked for yet. That seemsdangerous and unnatural, so the
>alternative is giving people a spacewhere they can discover this
>businesscontent on their own and start messagingbusinessesthemselves
>rather than just having businessesstart messagingthem out of the blue.
>
>Of course, this presents its own problem: why would people ever go to
>the discovery tab? The answer is that we have to include content here
>that is relevant not just to the businessecosystem, but also for the
>social experience people are looking to havewith Messenger.
>
>For example, you could imagine an early incarnation of the discovery
>tab being called Nearby and focusing on people and businessthat are nearby.
>We could useAura to show friends nearby, highlight friends visiting
>from out of town and potentially even show other people nearby if they
>want to meet new people -- which is a very popular feature on WeChat.
>We could expand it beyond Nearby over time to include friends with
>birthdays or major life events, etc. I think this tab would quickly
>become more useful and more used than the static Groups and People
>tabs, which iswhy I suggestedwe'd place it second in the nav above.
>
>Oncewe build an experience here that is organically useful, the second
>stage is to insert business-related content to educate people about the
>value of the businessecosystemwe're building. We could highlight
>businessesthat can do useful things over Messenger and get you to
>engagewith those first. Perhapswe'd start by making partnerships with
>a few chains or larger companies to increase the coverage of people who
>would have relevant businesscontent here.
>
>For example, we might make a nationwide deal with Starbucksthat
>enables you to order drinks through Messenger. You could tap on
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>Starbucks in nearby and it would create a thread that would sit in your
>inbox from then on. When you first open the thread, you'd see
>Starbucks's default message and maybe some structured menu items, and
>you could tap or type to order something, pay inline, and then when you
>show up the barista will have your drink ready and hand it to you,
>knowing who you are because your identity shows up on an iPad at the cashier.
>
>Beyond Starbucks,another good example could be ordering a cab.This is
>worth mentioning because it's how WeChat started building up their
>payment base,and we are currently in discussionswith Uber about doing
>something similar with them. That said, I don't think WeChat made this
>agreat experience beyond just sending you to the taxi app, so there's
>a lot more we'd want to do here aswell. I'll get into that more below.
>
>Initially, I expect we'd highlight these businesseson Messenger for
>free or very cheaply. But once we have a good number in there, then the
>third stage of evolution for the discovery tab is to turn this into a
>market and start charging for paid placement in addition to showing
>good organic people and businesscontent.
>
>As I said above, the discovery tab is like the right hand column of
>Facebookor Google. It will be enough volume to get some interesting
>behaviors going within the ecosystem and to start building the
>business,but given the much smaller volume of visits compared the main
>inbox, this will never turn into a huge businessby itself. This
>roadmap by itself is a stepping stone to the main businessof
>interacting with businessesin the main inbox by getting people used to
>engagingwith businessesin Messenger.
>
>Oneopen question iswhether we want to use the discovery tab to only
>promote business interactions on Messenger, or whether we want to run
>more general ads here, including app install ads.
>
>Theargument for app install ads is that it's easier and more
>understandable for businesses,especially early on. For example, the
>taxi integration that WeChat did was primarily just about driving app
>installs to the taxi app rather than doing much actual integration.
>It's easy to imagine how we could make some money adding app install
>ads,especially early on, before we had a full businessecosystem.
>
>Theargument against app install ads is that any spacewe allocate to
>them hasa large opportunity cost against building the businesswe
>eventually want in the main inbox. Any app install ad that sendsa
>person to another app is a wasted opportunity to educate people on
>interacting with businessesin Messenger.Arguably, WeChat is stuck at
>the stage of running ads in a secondary discovery tab becausethey took
>the easymoney and never built out a full enough ecosystem to be able
>to monetize the main inbox where most of the traffic is. They're still
>doing at a bit more than ~$3 per person annually, but our goal is to
>reach the monetization levels we see in News Feedof greater than $10
>per person, if not more.
>
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>There are other types of content to consider, like stickers or
>in-message games. These could help us make money, but they will also
>have the property that they make Messenger better for people and get
>people more invested in the product. So these are a different kind of
>tradeoff and opportunity cost that we'll have to weigh when we get
>there. It's easy to say these things are silly, but I think this is how
>WeChat and Line make 30-50% of their revenue today.
>
>My guess is that we'll want to experiment with all of these things but
>will need to be careful. We'll need to be disciplined about starting
>off by building a valuable people-centric consumer experience, then we
>canadd some businesscontent with the goal of educating people that
>you can have good businessexperiences within Messenger. Only after
>these two should we really think about adding other content and making
>any real money from the discovery tab itself.
>
>----------
>
>After messagethreads and the discovery tab, the third businesstouch
>point is inline during messagethreads with people you1re talking to.
>
>This is different from the ecosystem of interacting with business
>entities described in the first two touch points above because in this
>caseyou're not actually communicating with a business.
>
>Instead, this plays on the technical work we're going to have to do to
>understand the context of messagesin order to support automatic,
>instantaneous replies from businessfor the above use cases.Oncewe
>have the technical ability to do this, we can use it to show relevant
>context in other placesaswell.
>
>The basic idea here is that if you aska friend a question as part of
>your messagethread with them and we know the answer, it could be
>useful for to show you the answer inline in your conversation. For
>example, if you aska friend if a movie is playing or when an event is,
>we can quickly add that information to the thread. If you askyour
>friend if they want to get dinner but you don't know where to meet, we
>canalso show suggestions inline.
>
>Intuitively, this seems like it would be useful, but there's a very
>high quality and relevance bar before this becomes annoying. It would
>be very easy to create terrible experiences by inserting the wrong
>information at the wrong times. Becauseof this risk, we should be very
>conservative about when and how we insert information while we1re ramping up.
>
>It's worth noting that what businessespay us for here will be
>different from in the ecosystem above where people interact with
>businessentities directly. In the ecosystem of interacting with
>businesses,person-initiated interactions are free for businesses,and
>businesseswill need to pay for distribution to get in front of people
>in non-person-initiated cases.In a way, this hassimilarities to a
>traditional display ads business. However, this next ecosystem of

10

CONFIDENTIAL FB-01366943

Myles Marino

Myles Marino

Myles Marino



>inserting relevant context inline is closer to a traditional search
>business. We can show only show relevant context inline in response to
>the right prompt, and when that prompt appears, we can show whichever
>bit of relevant context we think is most valuable, taking into account
>both engagement and revenue.
>
>Becausethis is a different kind of business,we could postpone
>developing this touch point until later and just focus on the touch
>points above for the first few years.
>
>However, the technology required to understand natural languagecontext
>to power this touch point will be significantly overlapping with the
>technology required to build the first ecosystem above, so once we've
>developed it I see little reason to wait to get started here.
>
>Further, getting good at showing relevant content in response to
>contextual cues is something we're already working on in Utility with
>After Party, where we show relevant contextual information after you
>check in or post with other structured minutia from the composer in our
>main app. That meanswe should be able to take that team's effort,
>apply it to Messenger and start seeing an early experience here without
>many months of work.
>
>FocusingAfter Party on Messenger is also about where there's the most
>leverage. There are currently only ~somillion After Party-eligible
>actions in the main composer today, so the ~1 billion mobile messages
>in Messenger and >20 billion in WhatsApp should be a more leveraged
>surface to redirect this work once it's a good experience. Evenif only
>1%of messageshave any relevant context for an After Party experience,
>that would still be more After Party actions in Messenger alone than in
>the main app.
>
>---
>
>There are other threads of work related to contextual understanding and
>inline replies aswell.
>
>Onequestion I've thought a lot about is how people will find the right
>businessesto messagein the first place. One possible answer to this
>is that you'll search for them. For example, if you want to see if a
>restaurant is open or get reservations, you could search for that
>restaurant and then ask it your question. But this seems clunky to me.
>
>Somuch of the value in the messagesUI paradigm is that it's not search.
>If people wanted to use search to find out something about a business,
>it's probably easier to just useGoogle. The reason people would use
>this is because it's a more natural and lesssearch-basedUI than where
>Google is today.
>
>There's a good reason to believe the future of search is moving in this
>direction -- and it's that even Google (aswell asMicrosoft and Apple)
>seem to think it is. They're all focused on building the next version
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>of their search products as digital assistants that you communicate
>with by asking conversational questions, and they try to provide you
>with answers rather than a list of links.
>
>If search companies think that conversation is the future of search
>rather than initiating queries by searching, then why would we want our
>conversational UI to be initiated by searching? It doesn't make much
>sense.
>
>Instead, what makesmore senseto me is that we'd develop our own kind
>of assistant that lives inside Messenger.Think of it as the entity
>"Facebook" and you could messageit just like you'd messageany other
>business in this system. The only difference is that this entity
>performs one special task that the others don't -- it mediates between
>all of the other entities. If the other businessentities act as
>digital assistants for interacting with those businesses,then the
>Facebookentity is a sort of meta-assistant that helps you interact
>with all of those other assistants.This means that instead of ever
>having to search for a business,you could just messagethe Facebook
>businessentity and it will connect you with the right businessentity directly.
>
>For example, you could ask this special entity when some business is
>open until, and this entity would be able to do two things: first, it
>could communicate with the other entity in the background and answer
>your question for you; and second, it could connect you directly to the
>right entity to talk to in the future so you don't have to search for
>it yourself.
>
>Thismay sound very abstract and complex, but I actually think it would
>be relatively simple to build once we had the technology we needed for
>businessentities to make automatic, instantaneous replies themselves,
>which is required to build this ecosystem anyway.
>
>Oncewe have that technology, then we'll already be able to understand
>the meaning of many questions. We'll also already have a registry of
>what businessesknow how to answer which questions and do which things,
>since this is required for us to have them reply automatically. With
>these pieces, building this meta-assistant is just a matter of enabling
>our special Facebookentity to answer any question that hasa
>registered response from any other entity in our system.
>
>Thebiggest technical problems we'd have to solve would be figuring out
>which of the entities that say they can answer a question are actually
>the best to do it.
>
>For example, if I messageFacebookand say I want a taxi, then we will
>likely know of multiple services that have registered with us to be
>able to answer queries about wanting a taxi, so we'll need to decide
>which one is best and connect you with that service. The solution here
>will be a mix of machine learning reputations and quality scoresfor
>the different entities, plus figuring out how we accept financial bids
>in our system. I assumethat if we are in a position where we're
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>deciding which taxi service you're going to use, then we will make
>money from whichever service we send you to.
>
>Thismeta-assistant vision may seem far-fetched right now. It's
>possible we don't need to start working on it today. But I would. From
>two different perspectives, this seems like the right approach. First,
>digital assistants from Google, Apple and Microsoft are becoming more
>useful and important over time, so I don't seewhy this metaphor
>wouldn't hold for us too. Second,this really is the simplest way to
>interact with all of the different businessesin our system. It's much
>better than searching and starting a thread yourself.
>
>If we follow this approach, I think there's a good chance our
>meta-assistant could become the most useful of all. Google and everyone
>else are building their assistantsby trying to have a single
>search-like system understand everything. We're taking the opposite
>approach by having everyone create individual entities, and then we're
>just linking all those different entities together.
>
>In the real world, there doesn't tend to be one person or assistant
>that you want to askall your questions to. There are lots of different
>people you askdifferent questions to. We're constructing our system
>the way people interact in the real world. There would be one
>meta-assistant that could help you navigate who you talk to, but in
>general you'd be asking questions and interacting with different domain
>experts rather than always with a single assistant.
>
>If we can succeed in building the most useful assistant -- for which
>the most important step would be getting asmany businessesas possible
>into Messenger -- then this could actually be the future of search in
>addition to a big part of the future of advertising and commerce.
>
>----------
>
>Thoseare all of the main touch points for people to interact with
>businessesin this ecosystem.
>
>Now here's a list of all the different threads of work that I discussed
>above.
>
>l. Businessentities
>
> - Entity accounts and scaffolding
>
> - Natural language response system
>
> - Menus and structured stores
>
> - Loyalty programs
>
> - Policiesaround when businessescan messageand interrupt you
>
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>2. Payments
>
> - Basicprimitives of sending and requesting money
>
> - Optimizing friction, credentials and rates for people
>
> - Integrating with businesses'workflows
>
> - Promotions and deals to drive adoption and credentials
>
>3. Discovery tab
>
> - Nearby people recommendations
>
> - Businessentity recommendations
>
> - App install ads
>
> - Other content, like stickers and games
>
>4. lnline content suggestions
>
> - After Party for messages
>
> - lnline games
>
>5. Meta-assistant
>
> - Registry of all entity knowledge and actions
>
> - Mediate requests with multiple handlers
>
> - SpecialUI for meta-assistant
>
>6. Ad system integration
>
> - Auction for inbox messagesand discovery space
>
> - Performance-based bid options
>
>7. Languagetechnology investments
>
> - Natural language research
>
> - Voice recognition improvements
>
>----------
>
>Thanksfor reading all the way through this. I know it was very long,
>as I tried to be asdetailed as possible. I'm looking forward to
>discussingfurther soon.
>
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Mark Zuckerberg 
I'm glad we got a chance to talk yesterday. I appreciate the open style you have for working through these issues. It makes me want to 
work with you even more . 

I was th inking about our conversation some more and wanted to share a few more thoughts. 

On the thread about lnstagram joining Facebook, I'm really excited about what we can do to grow lnstagram as an independent brand 
and product while also having you take on a major leadership role within Facebook that spans all of our photos products, including 
mobile photos, desktop photos, private photo sharing and photo searching and browsing. This would be a role where we'd be working 
closely together and you'd have a lot of space to shape the way that the vast majority of the workd's photos are shared and accessed. 

We have ~300m photos added daily with tens of billions already in the system. We have almost 1 O0m mobile photos a day as well and 
it's growing really quickly -- and that's without us releasing and promoting our mobile photos product yet. We also have a lot of our 
infrastructure built p around storing and serving photos , querying them, etc which we can do some amazing things with . Overall I'm really 
excited about what you'd be able to do with this and what we could do together. 

One thought I had on this is that it might be worth you spending some time with.to get a sense for the impact you could have here 
and the value of using all of the infrastructure that we've built up rather than having to build everything from scratch at a startup. This 
would probably be a useful perspective for you to have. 

On the thread of integrating OG deeply (whether or not lnstagram joins Facebook), you expressed some doubt about whether it would 
be good for lnstagram to send so many photos over to Facebook. I think it would be quite good for everyone -- users, lnstagram and 
Facebook - and I wanted to share one mental model I use for thinking about th is. 

I often think about Wikipedia as the best example of a crowd-sourced corpus of content. One interesting thing about it is that they allow 
anyone to download their whole encyclopedia and copy it to use as their own. This might seem like a bad business strategy for the same 
reasons you're concerned, but in fact it's really helpful for them and doesn't hurt them at all. The reasons why it helps them are obvious -­
they get more distribution, authors want to contribute more since they know their work will be in many places, etc. The reasons why it 
doesn't hurt them are more interesting. I think the best way to look at this is that the value of Wikipedia isn't really that it's an 
Encyclopedia ; it's that it is a community and engine that continually produces the best Encyclopedias . Because of this , they know that 
even if people use their data that they have all the leverage since they're the engine that produces the core data set. 

I actually think you guys are in a similar position with us. By pushing a lot of data into OG, you get distribution but you remain the engine 
that produces lnstagram photos, which will become more powerful over time. From this perspective you may wonder why Facebook is 
happy with the arrangement, and the answer is that we're playing a meta-game. Rather than being the engine that produces photos or 
any specific kind of content, our goal is to be the engine (or platform) that helps produce other engines (or apps) that produce content. 
That's the only way we'll ever scale to helping people share every kind of thing they want. 

So in short: I'm really excited about the acquisition and I think it would set up lnstagram and you personally to have the biggest impact 
possible. If we do that -- or even if we don't -- I still think having a deep OG integration is very good for both companies and all of or 
users. 

Let me know when you want to talk some more. If you have any feedback on my offer I'd love to hear it. I'm looking forward to continuing 
the conversation . 

March 19Kevin Systrom 
Hey - I wanted to go away and think about our conversation a bit and have a reply that was well formed. I know where our head's at now 
and I'll drop you a longer note today. Thanks man 

March 20Kevin Systrom 
Hey Mark -

I've been thinking a lot since we talked last, and I wanted to share how my th inking has evolved. Getting to chat about our paths and how 
they cross has been eye-opening I think for us in many ways. 

First, it's humbling to to know that you guys look at what we're doing in the mobile space and think it's as innovative and strong as we'd 
like it to be . I've always been a fan of what you're doing - and in many ways I've shared similar passions for the problems that you've 
wanted to solve along the way as well. There's a mutual respect that I think will help us get a bunch of things done together around OG 
going forward . 

Second, I've never had to stand back and look at our company at a 50k foot level and ask what it might look like as part of something 
larger. For this reason alone I wanted to meet with you to understand what lnstagram would mean to you and to Facebook. 

In many ways we're aligned. We both believe in the power of mobile to change the way people share information. We see the 
transformation happening very quickly as people adopt new products like lnstagram, etc. We are both, at our core , engineering-driven in 
culture and vision . We both have a passion for social products, and realize that by building what we're building we can (and have the 
responsibility to) positively influence culture and the world at large. 

I also realize that lnstagram is a foreign citizen in the world of Facebook. We produce more photos week over week that have found a 
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home inside Facebook. At the same time, we have a very independent and disparate browsing and 'friend' experience within our own 
network. Most of the photos on lnstagram are not social photos, but instead tend towards photos of the world around us. Our graphs are 
significantly different as well. For one, we have an asymmetric visual interest graph - one which I'm sure differs from most peoples' fb 
graphs. Also, we're primarily mobile in experience, we have no web in our DNA as of yet, and for this reason we've focused on mobile 
photos rather than photos in general. 

Regardless, I think there's a world where lnstagram with Facebook just makes a lot of sense. Though the particular balance at this time 
makes Mike and I feel that we'd like to stay independent for the time being. Really it just comes down to wanting complete independence 
to pave our own path. This in particular means not limiting the scope of lnstagram to just photos - but to explore other mediums as well 
which support the original vision of Burbn being to improve the way we communicate and share in the real world. There's volatility and 
optionality that make both Mike and I really excited to build a long-term viable business from where we are today long into the future. 

To be clear, you've been nothing but helpful. When asked if it made sense for you to think about acquiring our company, there wasn't 
any fuss around it - it was a straightforward yes/no decision that you made with confidence and for that I'm thankful. I'm not coming back 
at you asking to change the offer because I don't think that's what drives us. Of course there's a limit to that logic, but honestly I'm not 
sure at the point we discuss those limits that we're doing this for the right reason. 

Either way I think we should start a more open discussion because even if it's not now it could make sense in the future. Of course this 
may mean the economics are less favorable given a large raise, but it's worth it to me to explore what we're actually building here. Is it a 
next-generation photos app or is it a next-generation communication app? I don't mean to get overly philosophical, but the limits of our 
ambitions have really yet to be tested, and I want to see that through at least for now. The desire to have an effect at the scale of FB is 
real and tangible, and one that is actually quite hard to balance in our minds. That being said, I think you should meet Mike my co­
founder and we should spend more time with your leadership going forward. I hope this clarifies my current position and if anything helps 
you understand the depth of our ambition to create something really meaningful in the world. 

On the OG stuff, you're right. I do think there's a valid question in thinking through whether or not sending all our photos to FB makes 
sense. I actually don't think we'd ever go out of our way to discourage or make it difficult for anyone to share from lnstagram to 
Facebook, we just want to make sure it's up to the user. Right now, users are voting that 15% of all photos on lnstagram end up on 
Facebook. Whether or not that's because it's a different audience, or a different type of content I'm really not sure. All I can go on is data -
and I think we're giving a pretty good experience so far in the form of full photos in the timeline with absolutely no restrictions. We win 
when users are happy - and users seem to be really happy with that option of selectively sending over content. We rarely if ever hear 
complaints that the share to a service toggle not being sticky is a problem, so it makes me feel that we shouldn't go out of our way to 
make that the default without a really clear thesis on why it's better for everyone. 

I think your comparison to Wikipedia has its merits, but in some ways isn't as applicable. Wikipedia doesn't care that their content is 
distributed and copied elsewhere because they realize that the freshest and most up to date content will always be on Wikipedia. Since 
they have the economies of scale, there's no incentive for people to go anywhere other that WP to make edits, etc. 

With FB, we have a different situation. You guys actually have all the economies of scale around photos. That is, you guys have all the 
systems to make a photos experience really awesome. In many ways, once we send our original content over to FB, it starts getting 
likes, comments, etc and takes a life of its own. It's as if a Wikipedia article gets copied somewhere else, and starts evolving on another 
site with larger scale. Trust me, I realize the comparison is a bit tenuous but I hope it shows where I'm coming from and why I think the 
Wikipedia comparison is hard for me to grok exactly. 

At the same time, I think your point around being the meta-engine makes total sense. I agree that FB should be really happy when 
engines like us come along and plug in. I guess I wouldn't feel nearly as strongly if independently you weren't building a mobile photos 
app that makes people choose which engine to use. Listen, this is all based on me not actually knowing what the overlap in what you're 
doing and what we're doing is - rather it's based on the speculation that there's a future where all our content flows away from lnstagram 
and over time lnstagram becomes less of the place for people to share and interact with content from the real world because the scale 
and tools exist elsewhere (FB). 

I actually think that if done well, complete integration around likes+ maybe even comments could be really cool. I think have my 
preferences expressed to my fb friends could be really valuable to me as a user but also to lnstagram for distribution. 

I don't want to seem as though I'm against the idea of open graph at all - I think it could totally set us up for incredible distribution. It's just 
very hard to balance sending over all our original content that lives inside a very separate photos experience which creates a fractured 
experience of two comment streams, two like streams and two feeds for lnstagram and Fb separately. 

I hope you take this as open and honest feedback for how a developer in the ecosystem is trying to balance the decisions of sharing/not­
sharing with the hope that it sets of a discourse where we are both very happy about the integration going forward. 

Either way I think I've had some of the most interesting conversations I've had in a long time with you over the last few weeks. It's made 
me think about our company in a different way, and also helped push me to form a stronger opinion about what we are and what we 
aren't. Regardless, it's been super valuable and I hope we can continue that going forward. 

I'm happy to chat about this more in person - just let me know. And thanks again for all your support for everything we're trying to do. 
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Best, 
Kevin 

March 20Mark Zuckerberg 
A few thoughts on both pieces : 

On acquisition, everything you're saying seems reasonable , but it's a pretty unfulfilling conclusion for me since it doesn't feel like you've 
explored it fully . The process began with you asking if we'd do this at $500m, but then you didn't want to end up doing it at that valuation . 
I am curious to know at what valuation you would do this , and then I can just let you know whether we'd do that. I get that you're not 
primarily doing this for money, but there usually is some continuum here and given the time we've put into this so far I do think it would 
be worth it to be honest about where that is . 

Related, you reference flexibility and things you'd like to do independently that you couldn't do at Facebook. I'm curious what you think 
you couldn't do at Facebook, given that what I offered was for you to keep building out lnstagram as a separate product and brand. I 
actually think you'll be able to do all the same things with lnstagram at Facebook plus you'll have more distribution firepower behind you, 
so there will be a bigger chance anything you do takes off. So I'm curious to hear what your concerns are here. 

A final sub-point on this is that if you choose to stay independent, it's really important to me that this doesn't become a public story about 
how you guys turned us down to go do something independently. That just isn't a positive story. I know it won't leak from my team so I'd 
ask that you make sure it doesn't leak from yours either. 

On Open Graph, there's a lot of nuance here that you haven't captured in your note . 

I'm not suggesting that you make your current setting sticky. What I've specifically suggested is making it so there's a toggle where all of 
your social activity -- photos , likes , comments and follows - get synced to your timeline in the background. In this mode, these items 
wouldn't show up on in News Feed as you post them, but you'd still have them as a collection on your timeline. This addresses a major 
pain point for people which is that they don't want to spam their friends. I would implement this so that when a user connects to 
Facebook this is turned on and they can turn it off at any time . In addition to this, I'd also keep the current option you have to broadcast 
any individual photo to your friends on Facebook. 

If you did this, I think you'd create a lot of value for your users, lnstagram and Facebook. People may not be asking for a sticky toggle , 
but that's not what this is. If you listen to your user feedback on why people share more or less on different networks a lot of it is because 
they don't want to spam their friends/followers on different networks , but they want to share these photos and are comfortable doing it in 
a photo-specific setting like lnstagram. Using Open Graph the way I'm suggesting allows that. It's not simply a matter of people voting 
that they want to share 15% of their photos. The actual dynamics around how this works are very important. 

Most photos on lnstagram are public and many people follow all of their friends, so this clearly isn't a privacy issue - it's an issue of how 
the photos are shared . Simply saying that people want to share only 15% of photos is overly simplistic. I think you know that, so making 
this argument just makes me think you don't want to do this for some other reason . 

The whole point of Open Graph is to create a social dynamic where it is socially acceptable to sync all of your social activity in another 
app with your timeline without spamming your friends , so this is the core problem we're trying to solve. This creates better timelines for 
our users and lots of distribution and brand awareness for you . You can use Open Graph to sync individually photos like you're 
experimenting with now, but fundamentally there's nothing special about using Open Graph over our traditional APls for this , so over 
time we wouldn't really consider this a deep Open Graph implementation. 

At some point soon , you'll need to figure out how you actually want to work with us. This can be an acquisition, through a close 
relationship with Open Graph , through an arms length relationship using our traditional APls , or perhaps not at all . I'm willing to put effort 
into whichever approach you'd like to take, but you should be clear and honest with me about what you'd like to do so I don't waste time 
working on things you're not interested in. Of course, at the same time we're developing our own photos strategy, so how we engage 
now will also determine how much we're partners vs competitors down the line -- and I'd like to make sure we decide that thoughtfully as 
well . 

Overall though , I'm still very optimistic about what you're doing and would love to find a way to work together. My preference is to work 
together extremely deeply since I think there are lots of things we can do together than can't currently be exposed through our current 
Open Graph implementation that we'd need to work on closely together - either as one company or two. 

March 20Kevin Systrom 
Hey Mark - thanks for the thoughts. I would never leak this and I think it would be really bad for a bunch of reasons for us so I'm on the 
same page. I've messaged that to and Mike so we're on the same page. 

I realize it's unfulfilling - and I agree we haven't explored it fully. We have a board meeting today. I'm going to spend a significant amount 
of time discussing our relationship with Facebook. I want to be respectful of your time as I know you have many things to deal with , so let 
us come to you with a clear thesis. I tried my best to explain where my head's at, but I take your points and I'm going to work on it. 

I have a feeling we should probably discuss this in person as the sincerity for how I'd like to work with you probably gets lost in a 
message. Would you be ok with that? 

March 20Mark Zuckerberg 
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FYI , apparently it leaked to the Wall Street Journal that we and Twitter were talking to you about acquisition . I didn't tell anyone on my 
side that you were talking to Twitter, so this must have come from your end. 

March 20Kevin Systrom 
Hey - honestly it didn't come from me or anyone inside my circle (you know-an-· It's absolutely not in my interest for this to 
be out 

March 20Kevin Systrom 
If you're down, I'd like to chat live - can be phone or in person. Have some thoughts after our board mtg that I can share. Let me know 

March 21 Mark Zuckerberg 
Sure -- I'm around later this afternoon and evening if you want to talk. 

March 21 Kevin Systrom 
Ok. 7:30 phone? Wsj/spencer just reached out to me via email btw. My plan would be to chat with him and stonewall on anything around 
financing/our discussions. If you guys have talked to him and I should have context let me know 
(not responding may be more of a signal than not) 

March 21 Mark Zuckerberg 
Let's talk at 7:30. We can cover this other stuff then too . 

March 21 Kev~ 
Ok. Call me ?111111111111111 

March 22Mark Zuckerberg 
Following up from last night: 

- On acquisition , I'll wait to hear more from you here. Given the leaks and that I put the last offer on the table , it doesn't make sense for 
me to put another offer on the table before you provide more guidance on what you'd accept. If you're not comfortable doing this then we 
can just discuss this down the line, but it seems like the right next step now and one you should be able to do is for you to give me clear 
guidance on what you'd accept. 

- On partnership and Open Graph, the ball is also in your court here. Although you've said that you want lnstagram users to be able to 
share and sync whatever they want on Facebook and elsewhere, it seems like you have real strategic discomfort around the idea of 
moving the percent of photos synced to Facebook from 15% up to 40-50%. Obviously if you don't actually want your users to be able to 
do this then we won't produce something good together, so I'm just going to wait for you to answer this question before engaging further. 

I'm obviously happy to help out and support you guys in any way I can. On these two things issues, let me know when you want to talk 
more. 

April 2Mark Zuckerberg 
I just got back from my trip to China . I'm not sure if you're ready to follow up on either of these things , but if so I'm back in town now. 

April 3Kevin Systrom 
I am - sorry about the lack of response. Was on a trip overseas and today was (am) dealing with android stuff. \/\/hat's your week looking 
like? We can do in person or over phone 
Haven't slept in 36 hrs so bear with me 

April 3Mark Zuckerberg 
Congrats on the Android launch. It looks great. I just got back a trip out of the country as well , so no worries on that. I'm around tomorrow 
evening and around lunch time Thursday if either of those work for you. 

April 3Kevin Systrom 
Let me check on tomorrow night and get back to ya. Thanks again for your patience 

April 4Kevin Systrom 
Tonight 7:30ish at your place or somewhere in palo alto work? 

April 4Mark Zuckerberg 
Sure -- want to come by my place? 

April 4Kevin Systrom 
Sounds good. Looking fwd to hanging 

April 4Mark Zuckerberg 
BTW, I've already eaten, but I'm happy to go out and grab some food if you're hungry. 

April 4Kevin Systrom 
No prob at all . I'm down for meeting elsewhere but don't want to call attention to the conversation given the topics . Up to you - I was 
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going to grab something before I left. 

April 4Mark Zuckerberg 
If you're eating too, then let's just meet at my place. See you in a bit. 

April 4Kevin Systrom 
Traffic is stopped here at millbrae. Will be there 7 45 if that's ok 

April 4Mark Zuckerberg 
No worries 

April 5Kevin Systrom 
Hey can we schedule a call for whenever your free post lunch? 

April 5Mark Zuckerberg 
Hey, I had a chance to talk to Sheryl and David last night and then again this morning for a while. I was planning to call you during lunch 
after a couple of meetings I have, but I was wondering instead if you'd be up for getting together in person this afternoon or evening. 

April 5Kevin Systrom 
I am yes. What're you thinking? 

April 5Mark Zuckerberg 
I'm done with meetings today around 3:30. Want to meet up then? 

April 5Kevin Systrom 
Yes where's good? 

April 5Mark Zuckerberg 
If you're down here then we can meet at my place again. 

April 5Kevin Systrom 
Ok 3:30? 

April 5Mark Zuckerberg 
Also, just to be clear so I don't waste your time here, I can't get to $2 billion. But if you're open to doing something in the range and 
structure we discussed last night, with an earn-out, valuing Facebook aggressively, etc, then I'm optimistic we can do something -­
especially since we both seem to want to work together. If that's not worth discussing for you, then I totally understand though. 

April 5Mark Zuckerberg 
How about 4 so I have time to get home. 

April 5Kevin Systrom 
We should have the discussion - 2 was my yes absolutely number. Less is just something to think through together is that ok? 
4 is good 

April 5Mark Zuckerberg 
Okay, see you then. 

April 5Kevin Systrom 
Ok 

April 5Kevin Systrom 
Any chance we could meet ASAP? It's really the pressure of this round. I don't mean to make you cancel meetings but a few hours 
makes a big difference. We could also just chat on the phone 

April 5Mark Zuckerberg 
I can move some meetings around and end early. Want to come down now? I can meet at 2. 

April 5Kevin Systrom 
Yes I will leave in 10 

April 5Mark Zuckerberg 
Great, see you in a bit. 

April 5Mark Zuckerberg 
Are you still coming? 

April 5Kevin Systrom 
Can I come over and chat? 
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April 5Mark Zuckerberg 
Sure 

April 5Kevin Systrom 
Be there in 5 

April 5Mark Zuckerberg 
Just wrapped up my interview. Ready to talk more? 

April 5Kevin Systrom 
Ya finishing up a call in 1 0ish 
Coming now 

April 5Kevin Systrom 
On a call with the guys. 

April 5Mark Zuckerberg 
Okay, let me know when you 're done. 

This doesn't have to be so long. Just tell them you want to do this and they'll let you ! 

April 5Kevin Systrom 
Sorry give me 5 

April 5Mark Zuckerberg 
Take your time . 

April 6Kevin Systrom 
Can mike and I meet with you when you're free? 10 would work 

April 6Mark Zuckerberg 
Sure, I'll see you guy at 10. 

April 6Mark Zuckerberg 
Hey - when I was expla ining the terms to 11111 realized I misspoke on one important term. Most of the upfront deal consideration 
portion for you guys also needs to vest in addition to the retention package . It will have the same provisions of double-trigger etc to 
guarantee you eventually get it , but we can 't just transfer all of the money immediately. You probably understood what I was saying here 
from other deals you've done, but I just wanted to clear this up since I think I misspoke on it. 

April 6Kevin Systrom 
Ok I understand now. Let's push forward . We need a term sheet to start the lawyers say. Can you guys put something together? 

April 6Mark Zuckerberg 
Yeah ,llllis getting started on th is. 

April 6Kevin Systrom 
Ok 

April ?Mark Zuckerberg 
Want to talk this morning to try to finalize the open high level terms, like cash amount, cash/stock exchange rate , etc? 

April ?Kevin Systrom 
Yes but can I finish my calls with the lawyers over here? 
Prob 11 :30ish 

April ?Mark Zuckerberg 
Yeah , of course. I just woke up so I wanted to send you a note so you know I can talk whenever. 

April ?Kevin Systrom 
Great. Sounds good 

April 7Mark Zuckerberg 
How is everything going from your perspective? 

April ?Kevin Systrom 
Good, you? Want to meet in person and discuss this stuff? I th ink it's probably best 

April ?Mark Zuckerberg 
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Sure . Want to come by at 11 :45? 

April ?Kevin Systrom 
Sure I'm up in the city and need to pack up. Will try to hit 11 :45 maybe closer to 12? 

April ?Mark Zuckerberg 
Sure , come by whenever. 
12 is fine . I was just suggesting 11 :45 earliest so I'd have time to finish waking up, getting dressed, etc. 

April ?Kevin Systrom 
Haha no worries. I'll get down there 

April ?Kevin Systrom 
More like 12:15 now just. As a heads up 

April ?Kevin Systrom 
Hey just to let you know things are going well and I'm here with-roning things out 

April 7Mark Zuckerberg 
Awesome. I'm at home but let me know of there's anything I can help out with. 

April ?Kevin Systrom 
Ok cool 

April 8Kevin Systrom 
Congrats , man - really excited for everything. Looking forward to working together 

April 8Mark Zuckerberg 
Congrats to you too! Th is is going to be great. I'm looking forward to working more closely together as well. 

April 9Mark Zuckerberg 
Excited to announce this? 
How is it going with your team? 

April 9Kevin Systrom 
Yes! Lots of talking and questions 

April 9Mark Zuckerberg 
But everyone is generally excited and happy? 
T-minus 15 minutes on the announcement 

April 9Kevin Systrom 
Yes ! Totally excited and surprised 
I think you should spend a little time with everyone explaining how excited you are. I think maybe we're coming down? 

April 9Mark Zuckerberg 
Yeah , I'm definitely happy to do that whenever. 

April 9Kevin Systrom 
Ok will work out with schrep 

April 9Mark Zuckerberg 
Posted . Congrats! 
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Subject:  Re: Top 100 - A 
From:  "Michael Tchao" <tchao@apple.com> 

To:  "Philip Schiller" <schiller@apple.com> 
Date:  2010-10-25T15:36:31Z 

Thanks.

This helps a lot.

[m]

On Oct 25, 2010, at 8:26 AM, Philip Schiller wrote:

FYI - DO NOT FORWARD

Begin forwarded message:
From: Steve Jobs <sjobs@apple.com>
Date: October 24, 2010 6:12:41 PM PDT
To: ET <et@group.apple.com>
Subject: Top 100 - A

Here's my current cut.

Steve

1.  2011 Strategy - SJ
- who are we?
- headcount, average age, ...
- VP count, senior promotions in last year
- percent new membership at this meeting
- what do we do?
- pie chart of units/product line and revenues/product line
- same charts with tablets + phones merged together
- Post PC era
- Apple is the first company to get here
- Post PC products now 66% of our revenues
- iPad outsold Mac within 6 months
- Post PC era = more mobile (smaller, thinner, lighter) + communications + apps + cloud 
services
- 2011: Holy War with Google
- all the ways we will compete with them
- primary reason for this Top 100 meeting - you will hear about what we're doing in each 
presentation
- 2011: Year of the Cloud
- we invented Digital Hub concept
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- PC as hub for all your digital assets - contacts, calendars, bookmarks, photos, music, videos
- digital hub (center of our universe) is moving from PC to cloud
- PC now just another client alongside iPhone, iPad, iPod touch, ...
- Apple is in danger of hanging on to old paradigm too long (innovator's dilemma)
- Google and Microsoft are further along on the technology, but haven't quite figured it out yet
- tie all of our products together, so we further lock customers into our ecosystem
- 2015: new campus

2.  State of the Company - Peter & Tim
- FY2010 recap
- FY2011 plan
- where is our business - geo analysis (NA, Euro, Japan, Asia, possibly break out china) 
(present on map)
- key milestones, trends & future goals
- comparisons with Google, Samsung, HTC, Motorola & RIM

3.  iPhone - Joz & Bob
- 2011 Strategy:
- "plus" iPhone 4 with better antenna, processor, camera & software to stay ahead of 
competitors until mid 2012
- have LTE version in mid-2012
- create low cost iPhone model based on iPod touch to replace 3GS
- Business & competitive update
- show Droid and RIM ads
- Verizon iPhone
- schedule, marketing, ...
- iPhone 5 hardware
- H4 performance
- new antenna design, etc
- new camera
- schedule
- 
- cost goal
- show model (and/or renderings) - Jony

4.  iPad - Bob, Jony, Dan Riccio, Michael Tchao ,Randy Ubillos, Xander Soren, Roger Rosner
- 2011 Strategy: ship iPad 2 with amazing hardware and software before our competitors even 
catch up with our current model
- Business & competitive update - Michael
- Apps, corporate adoption, ...
- show Samsung, HP(?) anf iPad ads
- 2011 Product Roadmap - Bob, Dan & Jony
- iPad 2
- new ID, H4, UMTS + Verizon in one model, cameras, ...
- EVT units & cases
- HDMI dongle (use for projection of demos below?)
- iPad 3
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- display, H4T
- DEMOS:
- PhotoBooth (Michael?)
- iMovie (Randy)
- GarageBand (Xander)
- text book authoring system (Roger)
- working display for iPad 3 (during break)

----------

5.  iOS - Scott, Joz 
- Strategy: catch up to Android where we are behind (notifications, tethering, speech, ...) and 
leapfrog them (Siri, ...)
- Timeline of iOS releases from first until Telluride, including Verizon
- Jasper tent poles
- Durango tent poles (without MobileMe)
- Telluride tent poles (with "catch up" and "leapfrog" notations on each one)
- DEMOS:
- Jasper: AirPlay to AppleTV - video from iPad, photos from iPhone, ??
- Durango: ?? (without MobileMe features)
- Telluride: Siri, ?

6.  MobileMe - Cue, SJ, Roger Rosner
- Strategy: catch up to Google cloud services and leapfrog them (Photo Stream, cloud storage)
- Android
- deeply integrates Google cloud services
- way ahead of Apple in cloud services for contacts, calendars, mail
- 2011 
- Apple's year of the cloud
- tie all of our products together
- make Apple ecosystem even more sticky
- Free MobileMe for iPhone 4, iPad and new iPod touch
- Jasper 
- Sign up with Apple ID, Find My iPhone
- Durango 
- Find My Friends, Calendar, Contacts, Bookmarks, Photo Stream
- April 
- iWork cloud storage
- Telluride 
- cloud storage for third party apps
- iOS backup
- new iDisk for Mac
- Growth
- projected growth, cost/user
- plan to scale to 100 million users
- transition plan for paid members
- what about email?
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- DEMOS:
- Find My Friends
- Calendar
- Photo Stream
- iWork cloud storage (Roger Rosner)

7.  Mac - David Moody, Bob, Craig Federigi, Randy Ubilos & ?
- Hardware roadmap
- Lion plan
- Mac App Store
- Final Cut Pro DEMO (Randy & ?)

8.  Apple TV 2 - David Moody, Jeff Robbin
- Strategy: stay in the living room game and make a great "must have" accessory for iOS 
devices
- sales so far, projections for this holiday season
- add content:
- NBC, CBS, Viacom, HBO, ...
- TV subscription?
- where do we go from here?
- apps, browser, magic wand?

----------

9. Stores Update - Eddy, Patrice
- Music
- Strategy: Leap even further ahead of Google in music
- Beatles
- iTunes in the cloud
- App Store
- Strategy: Leap even further ahead of Google in discovering great new iOS apps

10.  iAds Update - Andy Miller

11.  Retail Update - Ron Johnson
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From: Mike Beckerman
Sent: Friday, January 17, 2003 5:09 PM
To: lan Mercer; John Martin, Michael Halcoussis, LInda Averett
C¢: Chadd Knowlten: Ming-Chieh Lee; Allan Poore

Subject: RE: Windows Usability Systematic degradation flame

So~ I take from this that we have lots of opinions and input However, no one appearstn be saying that we,
WMPG, are chartered andlor should own this. So my" feedback on the thread would then be that Dave should
take ownership for driving groups around today’s inconsistencies, and that we should send this mail to Bharat
(owns WU) as well and ask who in his team can take requirements from DMD.

Any disagreement on this?

.... Original Message ....
From: Ion Mercer
Sent: Friday, January 17, 2003 5:02 PM
To: John Martin; Mike Beckerman; Michael Halcoussis; Linda Averett
13c: Chadd Knowlton; Ming-Chieh Lee; Alton Poore
Subject; RE: Windows Usability Systematic degradation flame

I don’t think you can abdicate this entirely to marketing. If WU ~s the preferred way to deliver bits to end users we
alt need to ddve WU to deliver what we need, both individually and as a colleclJve request from DMD

One of the biggest issues today is that WU provides no way to promote a download to an end-user. We want to
promote MM2 and WMP98 to end-users as something new and cool that they can get for Windows. Three lines
of text describing it buried under "Windows XP" in a page thal the user has to purposeful~/go find just isn’t good
enough. Why can’t the WU client-s~de piece proactively display a bubble "Look! Cool, new features for Windows
XP" and the option to display a much richer "advertisement" for the feature if the user wants to read more?

Other issues’-
MUI - I guess this Is getting fixed now but it’s always been an issue for us
Link to download through WU -why can’t we send a user right in to WU to get MM2 without them having to

wade through the whole site?
Cdtical updates that aren’t really critical- if you machine is behind a l~rewall many just aren’t critical
Too many fixes bombarding users all the time - I routinely ignore them now and perhaps update once a month

as otherwise I’d be rebooting all the time
WU’s inflexible release schedule. If there is a major tradeshow at which we want to announce we need

flexibility in timing the reJease

-lan
..... Original Message .....
From; John Martin
Sent: Friday, January 17, 2003 11:52 AM
To.’ Mike Beckerman; Ion Mercer; Michael Halcoussis; Linda Averett
Co: Chadd Knowlton; Ming-Chieh Lee
Subject: RE: Windows Usability Systematic degradation flame

I have always been concerned about this and feel that this has a lot of engineering implications. I also feel that
the reason is it such a mess is because marketing teams own release to web in this company. Frankly, we
should be up in arms about this and want to program manager and develop whatever code we need to to ensure
that every customer that even thinks they want to download our bits can do so in as easy and painless a way as
possible. Downloading is the first step to setup and we should think of them equally or as one experience. But, if
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you want nothing revolutionary and want to band-aid (which is fine and understandable) then I agree with your
plan to give it to Dave.
John
.... Original Message ....
From: Mike Beckerman
Sent; Friday, January 17, 2003 7:36 AM
To; Mike Beckennan; 3ohn Martin; lan Mercer; Michael Halcoussis; Linda Averett
Cc: Chadd Knowlton; Ming-Chieh Lee
Subject: RE: Windows Usab~tit~ Systematic degradation flame
Importance: High

haven~ heard anything from any of you on this.

My take is that this web-experience mess spans many groups and deliverables (like Plus), that we need one
person/team to own the overall picture, driwng it, tracking the experience, etc., and that WMPG isn’t really the
right place~ I’m thinking Dave’s team. What do you think?

From: Mike Beckerman
Sent: Wed 1/15/2003 4:39 PM
To: John Martin; lan Mercer; Michael Halcoussis; Linda Averett
C:c: Chadd Knowlton; Mmg-Chieh Lee
Subje,.--t: FVV: Windows Usability Systematic degradation flame

More.

.... OdgiRal MesSage ....
From: Dave Fester
Sent; wednesday, January 15, 2003 4:3[ PM
To-" Nike Beckerman; Amir Majidimehr; Tim Lebel
Subject: RE: Windows Usability Systematic degradation flame

I am working wlth MS.com to directly address the downloadldiscoverabilily of our l~ts (both MPgs and MM2)

.... Original Message ....
From: Mike Beckerman
Sent; Wednesday, January 15, 2003 4:28 PM
To= Dave Fester; Amir Majldimehr; Tim Lebel
Subject.’ RE: Windows Usabifity Systematic degradation flame

l’m th~nklng about this and am discussing with my team.

I don’t know what it means to "own website issues", nor am I yet sure the best way to handle the complex mess of
coordinating between product teams, WU, and MS.GOM. Dave, would you please forward the other reply you
mentioned?

I expect to send more on this thread in a day or two.

.... Original Message ....
From: Dave Fester
Sent: Wednesday, January 15, 2003 3:58 PM
To: Amir Majidimehr; Mike Beckerman; Tim Label
Subject: RE: Windows Usability Systematic degradation flame

I replied as well. I am owning the website issues, but Mike should own the others.
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.... Original Message ....
I:rel,: Amir Majidimehr
Se.t: Wednesday, January 15, 2003 3:55 PM
To: Mike Beckerman; Tim Lebel; Dave Fester
Subject: FW: Wi,dows Usability Systematic degradation flame

Can you guys coordinate between you on how to deal with this situation on our bits~ Bill’s situation is worse than
my personal experience but still, this aspect of the system needs to be looked at carefully and become a sign off
item for each release.

Please let me know which one of you going to be BOL for this moving forward.

Amir

.... Original Message ....
From: Will Poole
Sent: Wednesday, January 15, 2003 1:27 PM
To; Amir Majidimehr; Chris Jones (WINDOWS)
Co-" Dave Fester; Rick Thompson
Subject: FW: Windows Usability Systematic degradation flame

Guess we should start working on a list of things that need to be fixed withe web sites. W1J, and with windows,
and identify owners. Bill’s frustration is not unreasonable.

.... Odg~nal Message ....
From-" Bill Gates
Sent: Wednesday, _fanuary 15, 2003 10’.05 AM
To: J~m Allchin
¢,c: Chris Jones (WINDOWS); Bharat Shah (NT); Joe Peterson; Will Poote; Brian Valentine; Anoop Gupta
(RESEARCH)
Subject: Windows Usability Systematic degradation flame

I am quite disappointed al how Windows Usability has been going backwards and the program management
groups don’/drive usability issues.

Let me give you my experience from yesterday.

I decided to download Moviemake and buy the Digital Plus pack r so I went to Microsoft.com. They have a
download place so I went there.

The first 5 times I used the site it timed out whiJe trying to bring up the download page. Then after an 8 second
delay I got it to come up

This site is so slow it is unusable.

It wasn"c in the top 5 so I expanded the other 45.

These 45 names are totally confusing. These names make stuff like: C:\Doouments and Settings\billgWly
Docurnents~/ly Pictures seem clear,

They are not filtered by the system I can in on and so many of the things are strange.

I tded scoping to Media stuff. Still no moviemaker. I typed in mowemaker. Nothing. I typed in movie maker.
Nothing.
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So I gave up and sent mail to Amir saying - where is this Moviemaker download? Does it exist?

So they told me that using the download page to download something was not something they anticipated

They told me to go to the main page search button and type movie maker (not moviemaker!).

I tried that The s=te was palhel]cally slow but after 6 seconds of waiting up it came.

I thought for sure now I woulcl see a button to just go do the download.

In fact it is more like a puzzle that you get to solve. It told me to go to Windows Update and do a bunch of
inca ntations.

This struck me as completely odd. Why should I have to go somewhere else and do a scan to download
moviema ke r?

So I went to Windows update. Windows Update decides I need to download a bunch of controls. Now just once
but multiple times where t get to see weird dialog boxes.

Doesn’t Windows update know some key to talk to Windows?

Then I did the scan. This took quite some time and I was told it was critical for me to download 17megs of stuff.

-this is after I was told we were doing delta patches to things but instead lust to get 6 things that are labeled in the
SCARIEST possible way I had to download 17meg.

So I did the download. That part was fast. Then it wanted to do an install. This took 6 minutes and the machine
was so slow I couldn’t use it for anything else during this time.

What the hock is going on during those 6 minutes? That is crazy. This is after the download was linished.

Then it told me to reboot my machine. Why should I do that? I reboot every night - why should I reboot at that
time?

So I did the reboot because it INSISTED on it. Of course that meant completely getting rid of all my Outlook state.

So I got back up and running and went to Windows Updale again. I forgot why I was in Windows Update at all
since all I wanted was to get Moviemaker.

So I went back to Microso~t.com and looked at the instructions. I have to click on a folder called WindowsXP. Why
should I do thai? Windows Update knows I am on Windows XP.

What does it mean to have to ctick on that folder?. So I get a bunch of confusing stuff but sure enough one of them
~s Mowemaker.

So I do the download. The download is fast but the Install takes many minutes. Amazing how slow this thing is.

At some point I get told I need to go get Windows Media Series 9 1o download.

So I decide I will go do that. This time I get dialogs saying things like "Open" or "Save". No guidance in the
instructions which to do. I have no clue which to do.

The download is fast and the install takes 7 minutes for this thing.

So now I think I am going to have Moviemaker. I go to my addtremove programs place to make sure it is there.

t2~3~004
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It is not there.

What is there? The following garbage is there. Microsoft Autoupdate Exclusive test package, Microsoft
Autoupdate Reboot test package, M~crosoft Autoupdate testpackagel. Microsoft AUtoupdate testpackage2,
Microsoft Autoupdate Test package3.

Someone decided to trash the one part of Windows that was usable? The ~le system is no longer usable. The
registry is not usable. This program listing was one sane place but now it is all crapped up.

BLrL that is just the start of the crap. Later I have listed tl~ings like Windows XP Holf]x see Q329048 for more
information. What is Q329048? Why are these series of patches listed here? Some of the patches just things like
Q810655 instead of saying see Q329048 for more information.

What an absolute mess.

Moviemaker is just not there at all.

So I give up on Moviemaker and decide to download the Digital Plus Package.

I get told I need to go enter a bunch of information about myself.

I enter it all in and because it decides I have mistyped something I have to try again. Of course it has cleared out
most of what I typed

t try tryping the right stuff in 5 times and it just keeps cleadng things out for me to type them in again.

So after more than an hour of craziness and making my program, s I~sl garbage and being scared and seeing that
Microsoft com is a terrible website I haven’t run Moviemaker and I haven~ got the plus package

The lack of attention to usability represented by these experiences blows my mind. I thought we had reached a
low with Windows Network places or the messages I get when I try to use 802.11. (don’t you just love that root
certificate message?)

When I really get to use the stuff I am sure I will ha~’e more feedback.
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I was at Amazon for about six and a half years, and now I've been at Google for 
that long. One thing that struck me immediately about the two companies -- an 
impression that has been reinforced almost daily -- is that Amazon does 
everything wrong, and Google does everything right. Sure, it's a sweeping 
generalization, but a surprisingly accurate one. It's pretty crazy. There are 
probably a hundred or even two hundred different ways you can compare the two 
companies, and Google is superior in all but three of them, if I recall correctly. I 
actually did a spreadsheet at one point but Legal wouldn't let me show it to 
anyone, even though recruiting loved it.
I mean, just to give you a very brief taste: Amazon's recruiting process is 
fundamentally flawed by having teams hire for themselves, so their hiring bar is 
incredibly inconsistent across teams, despite various efforts they've made to level 
it out. And their operations are a mess; they don't really have SREs and they make 
engineers pretty much do everything, which leaves almost no time for coding - 
though again this varies by group, so it's luck of the draw. They don't give a single 
shit about charity or helping the needy or community contributions or anything like 
that. Never comes up there, except maybe to laugh about it. Their facilities are 
dirt-smeared cube farms without a dime spent on decor or common meeting 
areas. Their pay and benefits suck, although much less so lately due to local 
competition from Google and Facebook. But they don't have any of our perks or 
extras -- they just try to match the offer-letter numbers, and that's the end of it. 
Their code base is a disaster, with no engineering standards whatsoever except 
what individual teams choose to put in place.
To be fair, they do have a nice versioned-library system that we really ought to 
emulate, and a nice publish-subscribe system that we also have no equivalent for. 
But for the most part they just have a bunch of crappy tools that read and write 
state machine information into relational databases. We wouldn't take most of it 
even if it were free.
I think the pubsub system and their library-shelf system were two out of the grand 
total of three things Amazon does better than google.
I guess you could make an argument that their bias for launching early and 
iterating like mad is also something they do well, but you can argue it either way. 
They prioritize launching early over everything else, including retention and 
engineering discipline and a bunch of other stuff that turns out to matter in the 
long run. So even though it's given them some competitive advantages in the 
marketplace, it's created enough other problems to make it something less than a 
slam-dunk.
But there's one thing they do really really well that pretty much makes up for ALL 
of their political, philosophical and technical screw-ups.
Jeff Bezos is an infamous micro-manager. He micro-manages every single pixel of 
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1.

2.
3.

4.

5.

6.
7.

Amazon's retail site. He hired Larry Tesler, Apple's Chief Scientist and probably the 
very most famous and respected human-computer interaction expert in the entire 
world, and then ignored every goddamn thing Larry said for three years until Larry 
finally -- wisely -- left the company. Larry would do these big usability studies and 
demonstrate beyond any shred of doubt that nobody can understand that frigging 
website, but Bezos just couldn't let go of those pixels, all those millions of 
semantics-packed pixels on the landing page. They were like millions of his own 
precious children. So they're all still there, and Larry is not.
Micro-managing isn't that third thing that Amazon does better than us, by the way. 
I mean, yeah, they micro-manage really well, but I wouldn't list it as a strength or 
anything. I'm just trying to set the context here, to help you understand what 
happened. We're talking about a guy who in all seriousness has said on many 
public occasions that people should be paying him to work at Amazon. He hands 
out little yellow stickies with his name on them, reminding people "who runs the 
company" when they disagree with him. The guy is a regular... well, Steve Jobs, I 
guess. Except without the fashion or design sense. Bezos is super smart; don't get 
me wrong. He just makes ordinary control freaks look like stoned hippies.
So one day Jeff Bezos issued a mandate. He's doing that all the time, of course, 
and people scramble like ants being pounded with a rubber mallet whenever it 
happens. But on one occasion -- back around 2002 I think, plus or minus a year -- 
he issued a mandate that was so out there, so huge and eye-bulgingly ponderous, 
that it made all of his other mandates look like unsolicited peer bonuses.
His Big Mandate went something along these lines:

All teams will henceforth expose their data and functionality through service 
interfaces.
Teams must communicate with each other through these interfaces.
There will be no other form of interprocess communication allowed: no direct 
linking, no direct reads of another team's data store, no shared-memory 
model, no back-doors whatsoever. The only communication allowed is via 
service interface calls over the network.
It doesn't matter what technology they use. HTTP, Corba, Pubsub, custom 
protocols -- doesn't matter. Bezos doesn't care.
All service interfaces, without exception, must be designed from the ground 
up to be externalizable. That is to say, the team must plan and design to be 
able to expose the interface to developers in the outside world. No exceptions.
Anyone who doesn't do this will be fired.
Thank you; have a nice day!

Ha, ha! You 150-odd ex-Amazon folks here will of course realize immediately that 
#7 was a little joke I threw in, because Bezos most definitely does not give a shit 
about your day.
#6, however, was quite real, so people went to work. Bezos assigned a couple of 
Chief Bulldogs to oversee the effort and ensure forward progress, headed up by 
Uber-Chief Bear Bulldog Rick Dalzell. Rick is an ex-Armgy Ranger, West Point 



●

●

●

●

●

Academy graduate, ex-boxer, ex-Chief Torturer slash CIO at Wal*Mart, and is a big 
genial scary man who used the word "hardened interface" a lot. Rick was a 
walking, talking hardened interface himself, so needless to say, everyone made 
LOTS of forward progress and made sure Rick knew about it.
Over the next couple of years, Amazon transformed internally into a service-
oriented architecture. They learned a tremendous amount while effecting this 
transformation. There was lots of existing documentation and lore about SOAs, but 
at Amazon's vast scale it was about as useful as telling Indiana Jones to look both 
ways before crossing the street. Amazon's dev staff made a lot of discoveries 
along the way. A teeny tiny sampling of these discoveries included:

pager escalation gets way harder, because a ticket might bounce through 20 
service calls before the real owner is identified. If each bounce goes through a 
team with a 15-minute response time, it can be hours before the right team 
finally finds out, unless you build a lot of scaffolding and metrics and 
reporting.
every single one of your peer teams suddenly becomes a potential DOS 
attacker. Nobody can make any real forward progress until very serious quotas 
and throttling are put in place in every single service.
monitoring and QA are the same thing. You'd never think so until you try doing 
a big SOA. But when your service says "oh yes, I'm fine", it may well be the 
case that the only thing still functioning in the server is the little component 
that knows how to say "I'm fine, roger roger, over and out" in a cheery droid 
voice. In order to tell whether the service is actually responding, you have to 
make individual calls. The problem continues recursively until your monitoring 
is doing comprehensive semantics checking of your entire range of services 
and data, at which point it's indistinguishable from automated QA. So they're a 
continuum.
if you have hundreds of services, and your code MUST communicate with 
other groups' code via these services, then you won't be able to find any of 
them without a service-discovery mechanism. And you can't have that without 
a service registration mechanism, which itself is another service. So Amazon 
has a universal service registry where you can find out reflectively 
(programmatically) about every service, what its APIs are, and also whether it 
is currently up, and where.
debugging problems with someone else's code gets a LOT harder, and is 
basically impossible unless there is a universal standard way to run every 
service in a debuggable sandbox.

That's just a very small sample. There are dozens, maybe hundreds of individual 
learnings like these that Amazon had to discover organically. There were a lot of 
wacky ones around externalizing services, but not as many as you might think. 
Organizing into services taught teams not to trust each other in most of the same 
ways they're not supposed to trust external developers.
This effort was still underway when I left to join Google in mid-2005, but it was 
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pretty far advanced. From the time Bezos issued his edict through the time I left, 
Amazon had transformed culturally into a company that thinks about everything in 
a services-first fashion. It is now fundamental to how they approach all designs, 
including internal designs for stuff that might never see the light of day externally.
At this point they don't even do it out of fear of being fired. I mean, they're still 
afraid of that; it's pretty much part of daily life there, working for the Dread Pirate 
Bezos and all. But they do services because they've come to understand that it's 
the Right Thing. There are without question pros and cons to the SOA approach, 
and some of the cons are pretty long. But overall it's the right thing because SOA-
driven design enables Platforms.
That's what Bezos was up to with his edict, of course. He didn't (and doesn't) care 
even a tiny bit about the well-being of the teams, nor about what technologies 
they use, nor in fact any detail whatsoever about how they go about their business 
unless they happen to be screwing up. But Bezos realized long before the vast 
majority of Amazonians that Amazon needs to be a platform.
You wouldn't really think that an online bookstore needs to be an extensible, 
programmable platform. Would you?
Well, the first big thing Bezos realized is that the infrastructure they'd built for 
selling and shipping books and sundry could be transformed an excellent 
repurposable computing platform. So now they have the Amazon Elastic Compute 
Cloud, and the Amazon Elastic MapReduce, and the Amazon Relational Database 
Service, and a whole passel' o' other services browsable at aws.amazon.com. 
These services host the backends for some pretty successful companies, reddit 
being my personal favorite of the bunch.
The other big realization he had was that he can't always build the right thing. I 
think Larry Tesler might have struck some kind of chord in Bezos when he said his 
mom couldn't use the goddamn website. It's not even super clear whose mom he 
was talking about, and doesn't really matter, because nobody's mom can use the 
goddamn website. In fact I myself find the website disturbingly daunting, and I 
worked there for over half a decade. I've just learned to kinda defocus my eyes 
and concentrate on the million or so pixels near the center of the page above the 
fold.
I'm not really sure how Bezos came to this realization -- the insight that he can't 
build one product and have it be right for everyone. But it doesn't matter, because 
he gets it. There's actually a formal name for this phenomenon. It's called 
Accessibility, and it's the most important thing in the computing world.
The. Most. Important. Thing.
If you're sorta thinking, "huh? You mean like, blind and deaf people Accessibility?" 
then you're not alone, because I've come to understand that there are lots and 
LOTS of people just like you: people for whom this idea does not have the right 
Accessibility, so it hasn't been able to get through to you yet. It's not your fault for 
not understanding, any more than it would be your fault for being blind or deaf or 
motion-restricted or living with any other disability. When software -- or idea-ware 
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for that matter -- fails to be accessible to anyone for any reason, it is the fault of 
the software or of the messaging of the idea. It is an Accessibility failure.
Like anything else big and important in life, Accessibility has an evil twin who, jilted 
by the unbalanced affection displayed by their parents in their youth, has grown 
into an equally powerful Arch-Nemesis (yes, there's more than one nemesis to 
accessibility) named Security. And boy howdy are the two ever at odds.
But I'll argue that Accessibility is actually more important than Security because 
dialing Accessibility to zero means you have no product at all, whereas dialing 
Security to zero can still get you a reasonably successful product such as the 
Playstation Network.
So yeah. In case you hadn't noticed, I could actually write a book on this topic. A 
fat one, filled with amusing anecdotes about ants and rubber mallets at companies 
I've worked at. But I will never get this little rant published, and you'll never get it 
read, unless I start to wrap up.
That one last thing that Google doesn't do well is Platforms. We don't understand 
platforms. We don't "get" platforms. Some of you do, but you are the minority. This 
has become painfully clear to me over the past six years. I was kind of hoping that 
competitive pressure from Microsoft and Amazon and more recently Facebook 
would make us wake up collectively and start doing universal services. Not in 
some sort of ad-hoc, half-assed way, but in more or less the same way Amazon 
did it: all at once, for real, no cheating, and treating it as our top priority from now 
on.
But no. No, it's like our tenth or eleventh priority. Or fifteenth, I don't know. It's 
pretty low. There are a few teams who treat the idea very seriously, but most 
teams either don't think about it all, ever, or only a small percentage of them think 
about it in a very small way.
It's a big stretch even to get most teams to offer a stubby service to get 
programmatic access to their data and computations. Most of them think they're 
building products. And a stubby service is a pretty pathetic service. Go back and 
look at that partial list of learnings from Amazon, and tell me which ones Stubby 
gives you out of the box. As far as I'm concerned, it's none of them. Stubby's 
great, but it's like parts when you need a car.
A product is useless without a platform, or more precisely and accurately, a 
platform-less product will always be replaced by an equivalent platform-ized 
product.
Google+ is a prime example of our complete failure to understand platforms from 
the very highest levels of executive leadership (hi Larry, Sergey, Eric, Vic, howdy 
howdy) down to the very lowest leaf workers (hey yo). We all don't get it. The 
Golden Rule of platforms is that you Eat Your Own Dogfood. The Google+ platform 
is a pathetic afterthought. We had no API at all at launch, and last I checked, we 
had one measly API call. One of the team members marched in and told me about 
it when they launched, and I asked: "So is it the Stalker API?" She got all glum and 
said "Yeah." I mean, I was joking, but no... the only API call we offer is to get 
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someone's stream. So I guess the joke was on me.
Microsoft has known about the Dogfood rule for at least twenty years. It's been 
part of their culture for a whole generation now. You don't eat People Food and 
give your developers Dog Food. Doing that is simply robbing your long-term 
platform value for short-term successes. Platforms are all about long-term 
thinking.
Google+ is a knee-jerk reaction, a study in short-term thinking, predicated on the 
incorrect notion that Facebook is successful because they built a great product. 
But that's not why they are successful. Facebook is successful because they built 
an entire constellation of products by allowing other people to do the work. So 
Facebook is different for everyone. Some people spend all their time on Mafia 
Wars. Some spend all their time on Farmville. There are hundreds or maybe 
thousands of different high-quality time sinks available, so there's something there 
for everyone.
Our Google+ team took a look at the aftermarket and said: "Gosh, it looks like we 
need some games. Let's go contract someone to, um, write some games for us." 
Do you begin to see how incredibly wrong that thinking is now? The problem is 
that we are trying to predict what people want and deliver it for them.
You can't do that. Not really. Not reliably. There have been precious few people in 
the world, over the entire history of computing, who have been able to do it 
reliably. Steve Jobs was one of them. We don't have a Steve Jobs here. I'm sorry, 
but we don't.
Larry Tesler may have convinced Bezos that he was no Steve Jobs, but Bezos 
realized that he didn't need to be a Steve Jobs in order to provide everyone with 
the right products: interfaces and workflows that they liked and felt at ease with. 
He just needed to enable third-party developers to do it, and it would happen 
automatically.
I apologize to those (many) of you for whom all this stuff I'm saying is incredibly 
obvious, because yeah. It's incredibly frigging obvious. Except we're not doing it. 
We don't get Platforms, and we don't get Accessibility. The two are basically the 
same thing, because platforms solve accessibility. A platform is accessibility.
So yeah, Microsoft gets it. And you know as well as I do how surprising that is, 
because they don't "get" much of anything, really. But they understand platforms 
as a purely accidental outgrowth of having started life in the business of providing 
platforms. So they have thirty-plus years of learning in this space. And if you go to 
msdn.com, and spend some time browsing, and you've never seen it before, 
prepare to be amazed. Because it's staggeringly huge. They have thousands, and 
thousands, and THOUSANDS of API calls. They have a HUGE platform. Too big in 
fact, because they can't design for squat, but at least they're doing it.
Amazon gets it. Amazon's AWS (aws.amazon.com) is incredible. Just go look at it. 
Click around. It's embarrassing. We don't have any of that stuff.
Apple gets it, obviously. They've made some fundamentally non-open choices, 
particularly around their mobile platform. But they understand accessibility and 
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they understand the power of third-party development and they eat their dogfood. 
And you know what? They make pretty good dogfood. Their APIs are a hell of a lot 
cleaner than Microsoft's, and have been since time immemorial.
Facebook gets it. That's what really worries me. That's what got me off my lazy 
butt to write this thing. I hate blogging. I hate... plussing, or whatever it's called 
when you do a massive rant in Google+ even though it's a terrible venue for it but 
you do it anyway because in the end you really do want Google to be successful. 
And I do! I mean, Facebook wants me there, and it'd be pretty easy to just go. But 
Google is home, so I'm insisting that we have this little family intervention, 
uncomfortable as it might be.
After you've marveled at the platform offerings of Microsoft and Amazon, and 
Facebook I guess (I didn't look because I didn't want to get too depressed), head 
over to developers.google.com and browse a little. Pretty big difference, eh? It's 
like what your fifth-grade nephew might mock up if he were doing an assignment 
to demonstrate what a big powerful platform company might be building if all they 
had, resource-wise, was one fifth grader.
Please don't get me wrong here -- I know for a fact that the dev-rel team has had 
to FIGHT to get even this much available externally. They're kicking ass as far as 
I'm concerned, because they DO get platforms, and they are struggling heroically 
to try to create one in an environment that is at best platform-apathetic, and at 
worst often openly hostile to the idea.
I'm just frankly describing what developers.google.com looks like to an outsider. It 
looks childish. Where's the Maps APIs in there for Christ's sake? Some of the 
things in there are labs projects. And the APIs for everything I clicked were... they 
were paltry. They were obviously dog food. Not even good organic stuff. 
Compared to our internal APIs it's all snouts and horse hooves.
And also don't get me wrong about Google+. They're far from the only offenders. 
This is a cultural thing. What we have going on internally is basically a war, with 
the underdog minority Platformers fighting a more or less losing battle against the 
Mighty Funded Confident Producters.
Any teams that have successfully internalized the notion that they should be 
externally programmable platforms from the ground up are underdogs -- Maps 
and Docs come to mind, and I know GMail is making overtures in that direction. 
But it's hard for them to get funding for it because it's not part of our culture. 
Maestro's funding is a feeble thing compared to the gargantuan Microsoft Office 
programming platform: it's a fluffy rabbit versus a T-Rex. The Docs team knows 
they'll never be competitive with Office until they can match its scripting facilities, 
but they're not getting any resource love. I mean, I assume they're not, given that 
Apps Script only works in Spreadsheet right now, and it doesn't even have 
keyboard shortcuts as part of its API. That team looks pretty unloved to me.
Ironically enough, Wave was a great platform, may they rest in peace. But making 
something a platform is not going to make you an instant success. A platform 
needs a killer app. Facebook -- that is, the stock service they offer with walls and 



friends and such -- is the killer app for the Facebook Platform. And it is a very 
serious mistake to conclude that the Facebook App could have been anywhere 
near as successful without the Facebook Platform.
You know how people are always saying Google is arrogant? I'm a Googler, so I get 
as irritated as you do when people say that. We're not arrogant, by and large. 
We're, like, 99% Arrogance-Free. I did start this post -- if you'll reach back into 
distant memory -- by describing Google as "doing everything right". We do mean 
well, and for the most part when people say we're arrogant it's because we didn't 
hire them, or they're unhappy with our policies, or something along those lines. 
They're inferring arrogance because it makes them feel better.
But when we take the stance that we know how to design the perfect product for 
everyone, and believe you me, I hear that a lot, then we're being fools. You can 
attribute it to arrogance, or naivete, or whatever -- it doesn't matter in the end, 
because it's foolishness. There IS no perfect product for everyone.
And so we wind up with a browser that doesn't let you set the default font size. 
Talk about an affront to Accessibility. I mean, as I get older I'm actually going blind. 
For real. I've been nearsighted all my life, and once you hit 40 years old you stop 
being able to see things up close. So font selection becomes this life-or-death 
thing: it can lock you out of the product completely. But the Chrome team is flat-
out arrogant here: they want to build a zero-configuration product, and they're 
quite brazen about it, and Fuck You if you're blind or deaf or whatever. Hit Ctrl-+ 
on every single page visit for the rest of your life.
It's not just them. It's everyone. The problem is that we're a Product Company 
through and through. We built a successful product with broad appeal -- our 
search, that is -- and that wild success has biased us.
Amazon was a product company too, so it took an out-of-band force to make 
Bezos understand the need for a platform. That force was their evaporating 
margins; he was cornered and had to think of a way out. But all he had was a 
bunch of engineers and all these computers... if only they could be monetized 
somehow... you can see how he arrived at AWS, in hindsight.
Microsoft started out as a platform, so they've just had lots of practice at it.
Facebook, though: they worry me. I'm no expert, but I'm pretty sure they started 
off as a Product and they rode that success pretty far. So I'm not sure exactly how 
they made the transition to a platform. It was a relatively long time ago, since they 
had to be a platform before (now very old) things like Mafia Wars could come 
along.
Maybe they just looked at us and asked: "How can we beat Google? What are they 
missing?"
The problem we face is pretty huge, because it will take a dramatic cultural 
change in order for us to start catching up. We don't do internal service-oriented 
platforms, and we just as equally don't do external ones. This means that the "not 
getting it" is endemic across the company: the PMs don't get it, the engineers 
don't get it, the product teams don't get it, nobody gets it. Even if individuals do, 
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even if YOU do, it doesn't matter one bit unless we're treating it as an all-hands-
on-deck emergency. We can't keep launching products and pretending we'll turn 
them into magical beautiful extensible platforms later. We've tried that and it's not 
working.
The Golden Rule of Platforms, "Eat Your Own Dogfood", can be rephrased as 
"Start with a Platform, and Then Use it for Everything." You can't just bolt it on 
later. Certainly not easily at any rate -- ask anyone who worked on platformizing 
MS Office. Or anyone who worked on platformizing Amazon. If you delay it, it'll be 
ten times as much work as just doing it correctly up front. You can't cheat. You 
can't have secret back doors for internal apps to get special priority access, not 
for ANY reason. You need to solve the hard problems up front.
I'm not saying it's too late for us, but the longer we wait, the closer we get to being 
Too Late.
I honestly don't know how to wrap this up. I've said pretty much everything I came 
here to say today. This post has been six years in the making. I'm sorry if I wasn't 
gentle enough, or if I misrepresented some product or team or person, or if we're 
actually doing LOTS of platform stuff and it just so happens that I and everyone I 
ever talk to has just never heard about it. I'm sorry.
But we've gotta start doing this right.
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THE ELEVEN LAWS OF SHOWRUNNING 
Javier Grillo-Marxuach 

1.20.16 

Upon finding this essay, any number of showrunners with whom I 
have worked in the past will assume it is a personal attack in 
the language of a management lesson. No matter that what follows 
is a distillation twenty years of experience - and has been in 
the works since I ran my first show, The Middleman - I expect to 
be excoriated by some who will believe I am writing out of envy, 
or to avenge some perceived slight, or was just too cowardly to 
say it to their faces.  

It takes that level of ego to be a television writer/producer: 
the conviction that what you have to say matters so much that it 
is worth not only mastering the tropes of an entire medium, but 
also the risk that all the intermediaries required to create the 
finished product will ruin it all with some fatal blend of 
incomprehension, or incompetence. 

For many, the undeniable triumph that is pitching a series idea, 
having a pilot ordered, successfully producing it, and then 
having it ordered to series is nothing less than a validation: 
not only of their voice and talent, but also their Way of Doing 
Things. This often translates to an intractable adherence to the 
notion that "my creative process" is so of the essence that all 
other concerns must be made subordinate lest the delicate alchemy 
that made success possible be snuffed.  

This often leads to incompetent and - whether through ignorance 
or ego - abusive senior management. I'm not talking about "the 
lack of experienced showrunners" currently written about in 
industry publications, but rather that the management culture of 
television shows as represented by both experienced and novitiate 
showrunners is beset by a cult of idiosyncrasy over 
professionalism, and tolerance of toxic behavior; all enabled by 
the exigencies of getting the show on-air, and keeping it there 
by any means necessary. 

This is exacerbated by there only being two sins for which a 
showrunner pays with a pink slip: wasting time and squandering 
money. However, these contingencies are amply prepared for in 
studio plans and budgets; and an entire army of dedicated 
professionals stands beneath the showrunner day in and out to 
ensure neither occurs.  
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Why? Because they depend on the show - and the perceived creative 
and managerial genius of the showrunner - for their living. So, 
once they have a show on the air, even the worst managers muddle 
through on something resembling time and budget: usually by the 
sweat of a lot of talented individuals doing everything humanly 
possible to keep the ship afloat.    

One of the most jealously guarded secrets of TV is the reality 
that those who get their pilots made and show picked up on any 
given year are usually no more gifted, visionary, or prodigious, 
than the ones who did not. There are as many television writers 
who work regularly as there are professional NBA players at any 
given time - by that metric, we are all breathing rarefied air - 
but the process by which television shows are made and selected 
is by no means some mystical divination by which the artistry of 
very special snowflakes is empowered that it may elevate the art 
form as a whole.  

Television is - quite simply - a business: with winners, losers, 
seasonal patterns, production schedules, budgets, and 
deliverables... just like any other business. 

What we do is nothing more - or less - than hard work... hard 
work that is not exclusive to any one person, but helped along by 
scores of competent, experienced professionals whose job security 
is tied to the longevity of the endeavor... hard work that can be 
done efficiently, thoughtfully, and in a way that doesn't ask 
anyone involved to sacrifice their personal life, dignity, and - 
sometimes - personal safety.  

Historically, there never was much of an apprenticeship/
mentorship mentality in television. Writers are notoriously 
taciturn and parochial about their "creative process." However, 
when there were only three to five broadcast networks and a much 
longer queue to the top, someone who worked their way up from 
staff writer (the lowest and least paid position) to show 
creator/executive producer/showrunner could at least be reliably 
understood to have at least spent many years learning how to make 
the trains run on time under the tutelage of writer/producers who 
had endured the same trials.  

Nowadays, programming outlets are as likely to buy television 
pilots from more junior writers, as well as playwrights, 
screenwriters, novelists, investigative journalists, and bloggers 
whose "my year of doing this and not that" article managed to 
break the Internet as they are from seasoned writer/producers - 
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and then put them in the position of having to manage what is 
essentially a start-up corporation with a budget in the eight 
figures and a hundred-plus employee workforce. More often than 
not, the weight of that responsibility sends both the experienced 
and inexperienced into the warm embrace of a mistaken belief that 
it was all put there to service their creative process and 
nothing else. 

As special and wonderful as creativity and process may be, they 
are assets that can be channeled, managed, made to work on call, 
and sent to bed at a decent hour. Any television show - from the 
most formulaic, to the most genre-defining, medium-transforming 
phenomenon - can be made on time, on budget, and without 
demanding that any of the employees put more time at the mine 
than they absolutely have to, if the showrunners simply apply 
basic, commonsensical management strategy to their stewardship of 
the enterprise. 

Why is it so hard for showrunners to implement simple strategies 
in the name of running the show efficiently and humanely?  

The answer is that "simple" doesn't mean "easy". The simplest 
decisions are often hardest because they demand a painful 
concession to an unpleasant truth. Every one of the Eleven Laws 
asks for the same thing: the surrender of a quantum of attachment 
to a showrunner's idea of themselves as the fountainhead of the 
show's greatness to serve the show and those who work to make it.  

It seems like a contradiction - to ask someone from whom 
visionary leadership is demanded to surrender their ego - but it 
isn't, because of... 

THE FIRST LAW OF SHOWRUNNING 
IT'S ALL ABOUT YOU STOP MAKING IT ALL ABOUT YOU 

You pitched an idea, sold a script, and got it made. Now you have 
sixty million dollars and thirteen hours of network airtime - 
with a strong possibility for much more - for a bully pulpit. 
Nothing goes in front of the lens that you do not approve. 
Nothing gets on the screen without your stamp. To the studio, 
network - and the general public - you and your show are one and 
the same. 

Because it's all about you, you also need to face the truth that 
your staff works for you in exchange for a paycheck, not out of a 
genuflecting admiration of your genius. They will do whatever you 
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need done because they enter every conversation knowing that you 
can fire them. Their indenture is a given. Their loyalty is not.  

It's on you to invest your staff in the vision of the show - in 
your vision - and turn them into true believers and dedicated 
workers who will go the extra mile. You can do that by giving 
them the opportunity to express themselves within the framework 
you have created.  

You can also do that by instilling fear - of job insecurity, of 
the loss of political capital in the show's hierarchy, or simply 
the harsh judgment of a capricious father figure. You have the 
power to be either an enabler of your employees's creativity, or 
make them the enablers of your whims. 

What will you do with that power? Will you garret yourself until 
you absolutely have to emerge to tell your staff what to do? Will 
you demand that everyone jockey for your favor in order to have 
the information they need to do their job... or will you provide 
that information freely so that creativity blooms because - and 
not in spite - of you? 

Are you strong and secure enough in your talent and 
accomplishment to accept the possibility that other people - 
properly empowered by you - can actually enhance your genius... 
or will you cling to the idea that only you can be the source of 
that genius?  

How you answer that question determines the leader you will be. 

THE SECOND LAW OF SHOWRUNNING 
KNOW YOUR SHOW AND TELL EVERYONE WHAT IT IS 

It seems weird that someone would sell a show and then not really 
"know" what it is - or be unwilling to share that information. 
Kind of like Steve Jobs not telling his staff more about the iPod 
than that "it's white and needs a dial"... and yet, not knowing - 
or not telling - what the show is a common showrunner 
dysfunction. 

Your employees need specific knowledge of the tone, texture, and 
technique of the show to do their jobs. Even after producing the 
pilot episode, most of that crucial information still remains in 
your head. The pilot episode was a prototype. Now you have to 
discern what it was that worked so well in the pilot and turn 
that into a reproducible result. You also have to figure out the 
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things that didn't work - with a certain amount of honesty and 
self-reflection - and then articulate to your team how you want 
them fixed. Most of your work as a showrunner is to communicate 
information to other people so that they can execute it within 
their field of expertise. 

One of the great contradictions of the way we make television in 
the United States is that writers are given managerial control 
over the entire enterprise... but writers are very often bad 
communicators outside the page. Also, talking to people non-stop, 
all day, with great specificity about a project this size is 
hard, and tiring. That much said, there are seven words no 
competent showrunner should ever say: 

"I'll know it when I see it." 

When you're a showrunner, it is on you to define the tone, the 
story, and the characters. You are NOT a curator of other 
people's ideas. You are their motivator, their inspiration, and 
the person responsible for their implementation.  

Bottom line: the creativity of your staff isn't for coming up 
with your core ideas for you, it's for making your core ideas 
bigger and better once you've come up with them. To say "I'll 
know it when I see it" is to abdicate the hard work of creation 
while hoarding the authority to declare what is or isn't good. 

While anyone can say "I'll know it when I see it," it is the 
writer's ability to create that is the reason we are the 
showrunners in American television. To be effective, you have to 
articulate what Maya Lin referred to as "a strong, clear vision." 
You have to draw the boundaries of the sandbox with precision, 
detail, consistency, and integrity. 

This is a difficult task that requires intellectual and creative 
rigor, a measure of non-solipsistic introspection, and that you 
make a discipline out of talking to other people and being on 
message at all times. As a showrunner, you must communicate your 
vision so that everyone understands it, and then preach it, day 
in and out, to the point of exhaustion until everyone feels it in 
their soul like a gospel. And here's the great part of 
successfully communicating a shared vision: your employees will 
love you for it.  

Loyalty to an employer begins with the knowledge of what the job 
is. Loyalty comes from knowing that your bosses have your back 

Page   of  5 25

Myles Marino

Myles Marino

Myles Marino

Myles Marino



both in the form of giving out the information necessary to do 
what you do and do it right, and the empowerment to use your own 
abilities to improve on the baseline. 

THE THIRD LAW OF SHOWRUNNING 
ALWAYS DESCRIBE A PATH TO SUCCESS 

Describing a path to success is the natural outgrowth of the 
Second Law. This advice was given to me by the non-writing 
Executive Producer on my show The Middleman - a very seasoned 
production executive who strove to create an environment where I 
could excel in communicating the goals of the show to all comers. 

"Always Describe a Path to Success" means - in its most practical 
form - "Do not leave a meeting without letting everyone there 
know what they are expected to do/deliver next."  

If you tell your staff how to please you, two out of three times 
they will come back with a way to do exactly what you want. If 
they can't, they will often come up with a number of better ideas 
out of a desire to address the spirit, if not the letter, of a 
clear directive.  

Every clear directive you issue is a gift because it relieves 
your staff of the stress of having to divine your goals. A clear 
directive is an indication of trust: your way of saying "I have 
taken the time and effort to figure out our goal. I now 
acknowledge that you have the knowledge and resources to figure 
out the process." 

To successfully define a path to success, you don't even have to 
know the exact hill to take. The grinding race that is television 
often means that you may not always know the next goal; but even 
if you articulate your order as "Help me figure out the next hill 
to take," or "Let me know what our resources are so that I can 
make an educated decision about where to attack next," that alone 
constitutes a directive with a defined outcome.  

You will be amazed at how much even that measure of clarity will 
galvanize a team. When you define the problems, you not only 
control the direction of the enterprise, you also free your staff 
to do what they do best: dedicate their unique skills to their 
solution. 
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THE FOURTH LAW OF SHOWRUNNING 
MAKE DECISIONS EARLY AND OFTEN 

As the days, weeks, and months churn away, you will find that - 
whether you like it or not, and whether it's in your comfort zone 
or not - everyone constantly solicits decisions from you. 
Remember the First Law. 

And yet, an aversion to making decisions is a massively common 
showrunning dysfunction. It comes out of an understandable 
insecurity: once you make a decision, the world knows where you 
stand. Once you say "This is what this is," you have made your 
taste and opinion clear: the world will judge you. Decision 
aversion can also be a stalling tactic designed to let you have 
it your way without ruffling too many feathers on an 
interpersonal and creative level. Wanting to be seen as "a nice 
person" and a "good employer" are understandable desires. 

While "nice" can mean "affable" and "pleasant," a second 
definition of "nice" is also "precise and demanding careful 
attention." In my experience, nice people - and good bosses - rip 
off the Band-Aid early, make the case for their decision, hear 
out any remaining arguments, then shut down the discussion and 
send everyone off to get on with their work.  

Avoiding decisions causes your staff to run themselves ragged 
coming up with contingencies and robs them of the time they need 
to properly execute your vision. There's also the sad - and very 
frustrating and demoralizing to your employees - truth that most 
decision-averse managers usually return to one of the first 
things they were pitched as their final answer. 

Your job is to make ideas come to life. The first step is to 
commit. Commit early. Commit often. Make committing the same as 
breathing: you might as well do it now, because you will have to 
do it eventually.  

Most importantly, the sooner you make a decision, the sooner you 
will know from your crew what is achievable, and the sooner they 
will be able to expand upon - and use their talents to - elevate 
it. The time you spent not deciding is time you rob from your 
staff's ability to make whatever the object of the decision the 
best it can be. The show simply cannot go on until you say what 
the show is.  
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THE FIFTH LAW OF SHOWRUNNING 
DO NOT DEMAND A FINAL PRODUCT AT THE IDEA STAGE 

When you sold your pilot, you didn't take an eight million dollar 
film of your script to the network meeting. You talked the 
executives through your idea for a series, the characters, and 
your story for the pilot, and they proceeded to entrust you with 
millions of dollars to fulfill your vision. Considering how much 
the creation of a TV series depends on a studio and network's 
ability to visualize a bunch of words coming out of some writer's 
mouth, it is surprising that many showrunners lack the skill to 
visualize story when pitched to them by their own staff.  

Architects can see buildings off blueprints. That's their job. 
Yours is to see the gross anatomy of the stories the writers 
pitch you off the shorthand of the board, and to let them run 
with the details. The next step is to visualize even further down 
the line as the writers refine the muscular, circulatory, and 
nervous systems in the slightly more detailed treatment of the 
story, plot, and scenes in an outline, and - if you don't like 
the shape of the surface once the script come in - for you to 
give notes and rewrite if necessary.  

If, as a showrunner, you repeatedly have to return stories to the 
board after they have been outlined or scripted - or find 
yourself sending your writers off to script and outline in 
frustration, only to then rewrite from page one, you need to 
consider doing some work on your own ability to create and 
discern story from the foundations up.  

Not all writers have this ability, but it is something that can 
and should be learned - and which is crucial to making television 
- because the physical production of the scripts depends on the 
departments having consistent, and accurate communication from 
the writers office as to what is coming down the pike.  

One of things increasingly lost as showrunners are no longer 
asked to work their way up the ranks in the television hierarchy 
is a comfort level with collaboration in the form of the writers 
room, and a knowledge of story - usually born of coming up with 
one story after another on other people's shows. It is from this 
longitudinal experience of collaboration and story generation 
that most showrunners learn how to visualize.  

How, then, if you do not come from a lifetime of conference and 
teamwork, but find yourself forced into collusion with a writers 
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room - whom you need, if for no other reason, to generate the 
sheer volume of material the show demands - do you develop this 
skill? The answer is trust. You take the leap of faith that the 
professionals you hired can execute on the page what is 
shorthanded on the board. You trust that someone pitching you 
"meet cute" knows how to render that on the page given an 
adequate amount of time. You trust that other writers 
occasionally need to retire to their keyboards to do their job to 
the fullest... and understand that, because you will decide 
whether or not they have to be fired after they turn their draft, 
they are profoundly invested in doing a good job...  

As showrunner, you have to divest yourself from the desire to be 
the audience. You are the chief designer and architect. Sure, you 
can demand to be "entertained" by work that feels complete in its 
gestational phase, but often, the inevitable product of that 
demand is that will you be bored by it by the time it reaches 
your desk because you will have effectively destroyed a crucial 
part of your staff's creative process. 
  
Ironically, it's the part of the process that many dysfunctional 
showrunners guard jealously for themselves... 

THE SIXTH LAW OF SHOWRUNNING 
WRITE AND REWRITE QUICKLY 

Scripts are an expression of a writers soul... but that's not all 
they are. A script is also work order.  

Without a complete script, no one can decide where they are going 
to take the trucks with all the lights and cameras and costumes, 
and for how long. Without a script, no one can figure out how 
much it's going to cost to make this episode of your series. 
Without a script, the actors can't prepare for their work in 
front of the camera.  

A script is the most specific description of the work ahead of 
the production for weeks to come. If you procrastinate - or allow 
yourself to become precious - you are creating a void in which no 
one knows what their job is; especially your writing staff. 

A studio has given you millions of dollars to hire a group of 
people whose mission is to learn how to produce work that reads 
and sounds like your voice. Reproducing that voice is the primary 
goal of your writing staff. The best and most efficient way they 
can do that is by reading your prose and dialogue. The faster you 
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write, the sooner they can integrate your idiosyncrasies into the 
process... and the faster you rewrite their work, the faster they 
can internalize your changes to their work into the matrix of 
that learning process. 

For most competent writers working under the exigencies of a 
television season, a week to a week and a half is considered 
ample time to write the first draft of a script from a solid 
story break and outline... and yet, dysfunctional showrunners 
routinely avail themselves significantly longer spans of time to 
write their own scripts. This destroys morale - as your staff 
sees you taking liberties you would not give to any of them - and 
causes chaos in production. Your show's scripts, as written - or 
rewritten - by you are your most effective tool in your 
performance of the Second Law. You can't talk to everyone at all 
times, and eventually, you have a responsibility to take your 
talk from the theoretical to the real.  

A script ultimately represents the concretization of your voice 
and gesture. A script is your proof of concept, and if its fate 
is to fail that proof, then you are better off knowing sooner 
rather than later, so that you - and all of your employees - can 
use the time to fix what's broken and right the ship while there 
is still time. 

Scripts are how you talk to cast, crew, studio, and network. 
Write them quickly, rewrite them impassively and efficiently. 
Work your scripts until they are ready, but recognize that in a 
fast-moving business like television, most of the time they will 
only be ready enough.  

Your best ideas will survive criticism, the worst ones... there's 
no amount of attachment that can keep them alive, and it may not 
be worth fighting so hard for your precious children: the horizon 
is full of other children, all of whom need your immediate 
attention and will quickly make you forget the ones you've had to 
leave behind. 

THE SEVENTH LAW OF SHOWRUNNING 
TRACK MULTIPLE TARGETS EFFICIENTLY BY DELEGATING RESPONSIBILITY 

In the 1980's, the members of the Berlin Symphony told joke about 
their imperious conductor, Herbert Von Karajan: The maestro gets 
into a taxi. The driver asks "Where to?" "It doesn't matter," Von 
Karajan declaims, "I'm needed EVERYWHERE!" 
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With or without the colossal arrogance, that is one of the 
essential truths of showrunner life. This is why understanding 
the First Law, and practicing the Second, are so important. At 
any given moment during the course of a season, there are six 
stories that have to be minded: the story in development on the 
board in the writers room, the story in outline, the story being 
scripted, the story being prepared for production, the story in 
production, and the story being completed in editing and post 
production.  

That means meetings. Costume meetings, set decoration meetings, 
hair and make-up meetings, budget meetings, casting concept 
calls, network and studio notes calls on multiple drafts of 
multiple scripts, outlines, and stories, sound and special 
effects spotting in post-production... enough meetings to wear 
down even the most extroverted mass-communicator. 

And yet, your job is to track all those targets. Because that is 
a manifestly impossible task, you have a secret weapon in your 
arsenal designed to combat the fatigue that comes from always 
having someone at your door who needs to be told What is What. 

That weapon is, of course, your writers.  

Though you don't realize it just yet, your writers are, in fact, 
your apostles. Yes: that motley bunch is a band of spiritual 
warriors ready to spread your Evangel to every corner of your 
show's domain.  

The reason the ranking system of writers goes from staff writer, 
to story editor, to executive story editor, to co-producer, 
producer, supervising producer, and co-executive producer, is 
because you're not just running a show - you're also running a 
producer/showrunner academy. Even if you are woefully 
uninterested in teaching/under qualified to teach this 
discipline, this is the duty that fate has thrust upon you. The 
way you run a producer/showrunning academy is by making the 
writers in the room the privileged bearers of your knowledge of 
What The Show Is and then sending them off to all these meetings 
to give voice to your unique vision.  

The reason the Second Law is so important is that, once you use 
it to empower your people to spread the Word, it actually takes 
stress and labor off your hands. TV production is a nigh-
insurmountable, and ever-rising, Everest of work. It is for that 
reason that, over decades, a system evolved by which a team of 
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highly creative people were put in a privileged position of 
access to the seat of power and knowledge. All you have to do is 
share with your writer/producers/showrunners-in-training What You 
Want, then send them off to all the meetings and have them report 
back. You do not have to give up your command authority: remember 
the First Law, and remember that there will always be a final 
meeting on all these matters before the scenes are shot.  

Why should you ask for this help and take yourself out of at 
least part of the loop? Because it all begins with the story: you 
need to focus your energy on making sure that the stories are 
developed to your satisfaction from the ground up. The writers 
room is the forge of your show's creation - the single most 
important place in the universe as far as you should be concerned 
- even though everything conspires to keep you away from it; 
jealously guarding your time in the writers room should be your 
prime target. 

The more your stories represent the purest version of your 
vision, the more involved will be your writers's knowledge of 
that vision... and the better your scripts are going to convey 
the vision to everyone else involved with the production (as well 
as the outlying regions, like the people who cut your promos at 
the network, or the people who license the show for 
merchandising).  

This is why conveying your vision clearly - making sure the work 
of the writers room reflects it first and foremost - and 
delegating the conveyance of that vision to others is so 
important. You are in the business of telling stories: you must 
strive to free your mental bandwidth to make sure they are your 
first, and final priority. 

THE EIGHTH LAW OF SHOWRUNNING 
RESIST THE SIREN CALL OF THE "SEXY GLAMOROUS JOBS" 

In the business of entertaining people, many facets of the 
process of entertaining people are entertaining in and of 
themselves. Consider the costume designer's workshop. They have 
drawings of pretty girls on the walls, the costumers are 
frequently young and attractive - and have a great sense of style 
and design - and, every once in a while, beautiful actors come in 
and put on a fashion show for you. 

The same applies for production design and prop fabrication - 
festooned as they are with blueprints, concept art, fabric 
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samples, and awesome gizmos in various stages of construction. 
And wait 'til you hit the VFX office, where the boffins will 
regale you with endless tales of pre-vis and fluid dynamics 
simulations.  

Then there's casting. That's where you can hear actors come in 
and say your lines in every manner possible. That's right, pretty 
people come in, say your words back to you, and you get to JUDGE 
them with impunity! 

These are "the sexy, glamorous jobs." You can convince yourself 
that your direct supervision of these tasks is of the essence... 
especially if you are stuck on a difficult story knot and the 
other writers keep telling you the direction you want to go isn't 
going to untangle it. But you're damaging the show by believing 
it.  

There's another pernicious aspect to the siren song of the sexy 
glamorous jobs; the longer you spend with your other departments, 
the more you rob from them the time they need to actually do 
their job (the designing and construction of things that will 
look great before the camera and not just sound great in your 
conversation)... and, by and large, most of them will be too nice 
to tell you to go away and let them work.  

So don't be a Time Bandit (or a "Time Vampire"). Tell people what 
you want concisely... and then leave... or better yet, tell one 
of your writer/producers, let them have the discussion with the 
different department heads first, and then make course 
corrections later when there's an adequate level of proof of 
concept. 

All of this brings me to post-production. In the late twentieth 
century - thanks to advances in computer software and memory, and 
the development of the non-linear/non-destructive editing 
workflow - post-production changed from a fairly recondite and 
artisanal process to becoming the single most seductive time suck 
for showrunners. A showrunner can now go into the editing suite 
with a large leather couch and massive high-definition screens 
with a pipeline to the editing system, and watch an episode, a 
sequence, a scene - even a single sequence of shots - over and 
over again, and demand any change that enters his/her mind... 
and, thanks to the miracle of computerized cut-and-paste and 
endless levels of "undo" and "redo" see it all in real time, and 
continue to demand changes until every combination of every frame 
that was shot has been considered. 
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It feels like real work, but it isn't, I promise. More often than 
not, all of the consideration and reconsideration done by 
showrunners of the material in post-production is a distraction 
from the the far less immediately rewarding work of the writers 
room. The trick to maintaining a healthy balance between the 
editing room and the writers room is to not fool yourself into 
thinking that post-production is where the show truly is. If you 
repeatedly find yourself "looking for the show" in post, it is 
because you most likely lost it in the writers room.  

So how do you mitigate the siren call? By keeping your eye on the 
story, and by delegating to those who know the story best the 
task of making sure that the cut has been maximized toward the 
telling of the story before you step foot in post. Instead of 
going into the editing room to watch the first cut of the show 
from the leather couch - where you can be tempted to start taking 
things apart before the theme music plays - watch it in your 
office with the editor and the episode writer. Have a thorough 
discussion with them as to whether the scenes are telling the 
story (concerns of style and flair can wait until the story is 
solid) while an assistant takes notes, and then send the editor 
off to perform the notes.  

When the editor is ready with the next iteration of the episode, 
do NOT look at it. Send the writer of the episode in to look at 
the next cut and let him or her decide whether the notes were 
addressed and give the next round of feedback: again, focussing 
on whether or not the film is telling the story. Only after 
you've allowed these steps to take place - maybe more than once - 
should you get on the leather couch and make it sing.  

When you begin to work this way, you may feel like you're 
abandoning a child during a crucial developmental stage, but I 
promise you - what you are doing is giving the children being 
conceived a fighting chance at life. 

Now, just because I am an advocate of delegating to your staff 
doesn't mean I am blind to the truth that all of your hires may 
be up to the tasks you assign for them, which leads to... 

THE NINTH LAW OF SHOWRUNNING 
EXPECT YOUR STAFF TO PERFORM AT VARYING LEVELS OF COMPETENCE 

As I mentioned previously, you are not just running a 
corporation, but also a spoke of the apprentice-to-master wheel 
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which many of your writers will ride all the way to becoming 
senior level writer/producers themselves. Among the many keys to 
being a successful mentor is the understanding that - when you 
have a room full of writers of different ranks and levels of 
ability - they will all perform on the page, and in the writers 
room, differently.  

The executive producer-level writer with twenty-five years of 
experience - who ran his or her own show last year and is now on 
your staff as your Number Two - should be reliably expected to 
turn in drafts in which the story and scene structure are solid, 
and the characters speak with a voice close to what you have 
established. You may not ultimately like this writer's execution- 
that part is subjective - but you should have no doubt that you 
are in the hands of a pro.  

This is what your senior level writer/producer has been doing for 
twenty-five years: learning how to solve story problems in 
script, mastering the craft of creating scenes that have a 
discrete beginning, middle, and end, and figuring out how to 
weave the prosaic concerns of plot and theme into dialogue that 
conceals the storytelling machinery beneath. 

The assistant whom you promoted to staff writer as a reward for 
loyalty, hard work, and support - and because you read a spec 
script that you don't really know how long they took to write (or 
how much input they had from others in its creation) - cannot be 
expected to deliver on that level. It's on you to not only budget 
your time and energy to both give them thoughtful notes and 
rewrite their material, but also to muster the largesse to judge 
their work leniently. 

To most showrunners, this seems unfair... and it is, to be 
honest, something of a damned nuisance. Nevertheless, it's on you 
to help your junior staff up the long ladder to mastery. The more 
well-considered your feedback, the better the scripts your 
writers will produce. It isn't some glacial process: give your 
staff accurate and specific information about what you want, and 
constructive feedback as to the how and why (and yes, describing 
to them WHAT to write counts - don't think they will resent your 
telling them exactly what you want the scene to look/sound like), 
and you will see marked improvement from script to script.  

It sounds simple, and yet, many showrunners can't wrap their 
heads around that concept. Sometimes it's just more expedient to 
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stall until you find the time to fix it yourself. It's also 
wrong. You hired them. You teach them.  

The flip side of judging writers without considering their level 
of experience is the privileging of notes and feedback from 
"trusted" outsiders. I have seen every variation in this over 
twenty years, and have been called upon to perform notes given on 
scripts by the parents, spouses, and children of showrunners, as 
well as longtime assistant, and even the line cook of a 
restaurant (whom the showrunner believed was his link to staying 
"real"). 

Though it is the accepted wisdom in creative disciplines that 
"the best idea wins, regardless of where it came from," the most 
well-meaning attempts to enact this belief end often badly for 
all parties involved. Imagine a relatively benign version of this 
scenario: a showrunner asks an assistant to come in from the 
bullpen and pitch a script note to the twenty-five year veteran.  

Here's a few of the reasons why this well-meaning gesture often 
ends in tears: 

A. By the time a pitch/outline/script comes to the showrunner, 
the writers room has undoubtedly discussed it to every 
possible endgame. The outsider's idea was most likely already 
tossed around, taken for a test drive, kicked on the tires, 
and judged wanting for reasons that you have not yet had the 
time to examine.  

B. You have told the more senior staffer - the one whom you 
should be trusting with the stewardship of your vision - that 
you trust them so little that you are looking for help 
anywhere you can get it.  

C. You have sent the message that it's OK for an inexperienced 
staffer to speak out against a superior. That's not 
necessarily a sin, but applied capriciously and frequently, it 
breeds an entitlement in which junior staffers hold back the 
process because they believe they have the right to veto 
marching orders from anyone but the showrunner. 

D. You have put a younger member of the hierarchy in the awkward 
position of being shut down in front of you by another one of 
his/her mentors. Everyone loses face. 

E. You are privileging the counsel of people whose power 
differential with yours is so steep that they will never 
question your decisions in a productive way. 
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Now let's say that someone who answers the phones in the front 
office comes to you with an idea that you do find undeniable. How 
do you present it to your staff without triggering the 
awkwardness described above? You give the note yourself without 
the staffer in the room: if it succeeds the tests, you then 
graciously give credit to the junior member, also preferably 
without them in the room, and then later let them know that their 
idea is being used and that everyone knows where it came from. If 
the idea is proven to have already been talked about and 
discarded - and you realize you yourself are behind the 
mainstream of the creative process in your own room by pitching 
it - you take the blame, shrug it off, and move on. You're the 
boss, it will not damage you. 

Conversely, if you are the youngest/least experienced/lowest-
ranked writer on a staff and have an objection to the work of a 
more senior writer (and I am giving this advice here because it 
behooves showrunners to teach this behavior), and have an idea as 
to how you might fix it, then run your criticism/idea by the next 
person from you in the hierarchy... and maybe then go with that 
person to the next person up. You build consensus, insure that 
the ground under your feet is solid, and then make your move. 

These last two points do bring up one, frequently very difficult 
managerial issue: what do you do when your writers room truly 
includes a bad apple? Does that fall under the rubric of 
"expecting writers to behave at different levels of competence?"  

Sometimes, yes: bad behavior is often the result of lack of 
experience and education, That doesn't mean you have to tolerate 
it, and there are a lot of very useful strategies to mitigate the 
damage done by negative actors in your staff.  

These are the three most common kinds of bad apples that show up 
in writers rooms: 

1. The "Doctor No" - A writer who responds to most ideas that are 
not theirs with "that sucks" and then lets everyone know how 
and why, usually without providing ideas about how to fix the 
problem. 

2. The "Hostage Taker" - Sometimes, Doctor Noes cross the line 
into Hostage Taker, refusing the let the room move on until 
their objections have been addressed. In younger and less 
experience staffers, this behavior is career-destroying. 
Another brand of hostage-taking comes from the writer who 
mistakes the open environment of the ideal room - to which its 
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participants should be able to bring their personal business, 
within the parameters of it being germane to the story - for 
their personal psychotherapy session/PhD thesis defense. 

3. The Politician/Manipulator/Insulter - This refers to those 
who, through either tone-deafness, a desire to be heard and 
appreciated, or just plain malice, use information divulged in 
the open forum of the writers room to publicly or privately 
hurt, undermine, or make a punchline out of the other writers. 
This can be especially cancerous: the room runs on a certain 
amount of trust and sensitivity, and repairing that trust is 
an exponential investment of time from the speed with which it 
can be broken. 

The strategies you need to correct these problems are simple and 
straightforward. Oftentimes the people doing these things do not 
realize that they are negative actors. Showrunners are often 
conflict-averse: many staffers will go through entire careers 
without ever being told they are behaving badly.  

Here are the simplest ways of clearing the barrels of Bad Apples: 

1. Throw the problem back at Doctor No - Doctor No tells you that 
they disapprove of something, you reply "You break it, you 
bought it." If you can pitch an objection, but not a solution, 
you have not earned the right to speak. As showrunner, you get 
to express that, first politely, then in escalating levels of 
exasperation until it sticks. More importantly, expressing 
this is an important part of your job as a teacher: the 
critical faculty develops earlier than the more craft-focused, 
patience-requiring, spade-and-trowel discipline of story 
generation and repair. If you don't correct Doctor No-ism 
early and often, you are causing yourself and other 
showrunners more trouble down the line. 

2. Confront problems early, head on, and earnestly - If someone 
is chronically hijacking the room, tell them firmly, but 
politely (and preferably  privately) that "You have a tendency 
to overshare, it's not always useful, and it undermines the 
times when what you have to say helps move the story forward," 
or "You need to watch the jokes about people's personal lives, 
they come across as hurtful," or (this was once said to me, 
and to this day, I thank the bearer of the bad news) "Your 
graphic descriptions of your self-loathing and body image 
issues are making the other writers uncomfortable, you may 
want to take your hand off the throttle." You don't have to be 
artful - or artfully impolite and cruel - to tell people what 
you need from them. If they push back, don't engage or become 
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defensive, hear them out, and let them know that they have 
been heard but that - their defense notwithstanding - you have 
identified a problem and want it worked on. This is often a 
crucial aspect of problem-solving: many people need to know 
they are on the record, even if it doesn't change the outcome. 
Remember, you're not anyone's best friend: you're the boss. 

3. Discuss the problem with your closest subordinate, have them 
deal with it in one of the ways described above, and save your 
intervention as a court of final appeal - The reason a twenty-
five year veteran is being paid to be your right hand is 
because they bring the experience and weight to deal with 
problems like this. Use them: let them deal with the problem, 
have their back, and if the recalcitrant writer insists on not 
changing, use the power of your office to reinforce the 
message at a later time. If, in spite of all this, the 
pushback continues, then there's always the nuclear options: 

4. Exile - Some are so incorrigible that it eventually necessary 
to figure out a better use for their talent. Writers who 
perform well on the page but badly in the room can be used in 
draft writing and rewriting, and kept out of the room 
altogether. I have often seen Hostage Takers sent to perform 
producorial services on the set. So much of what happens on 
the set is about clarifying - especially for the actors - the 
context of the work at hand, that the sort of fine tooth-
combed discussion that can turn into hostage-taking in the 
room can serve a useful purpose. This is not an optimal 
solution: writers are paid to write, but some writers are so 
incompatible with the collaborative process that you may find 
yourself cornered into finding an alternate use for them. 

5. Firing - Sometimes, there's just no two ways about it. The 
merciful way (once you have dotted all your i's and crossed 
all your t's with the studio's HR) is to rip off the Band-Aid 
and be done with it, then everyone can move on. 

Nothing above is easy or comfortable. The seduction of the 
"writing-staffs-as-democracies" fallacy - the desire to believe 
that you can abdicate your teaching responsibilities because 
everyone in the staff is "equal" - is aided by how tangential and 
time consuming these interactions feel. It is far easier to 
believe that everyone should have one voice and one vote. It is 
also very damaging. 

A writer gains mastery over the form and function of television 
in the same way that chess players master their game: by studying 
old games, internalizing the patterns, and practicing, 
practicing, practicing. Lay-people mistake both chess and writing 
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as explosions of genius-level creativity: but where does the 
black powder for that explosion come from? Pattern recognition. 
That's why the twenty-five year veteran is usually so good at the 
job of breaking story, even if the younger writers demonstrate a 
greater flair for dialogue, or can render the rhythms of the 
current popular culture with greater fidelity. Veterans don't 
have to reinvent the wheel every time out. The veteran looks at 
the board and recognizes the ten different ways the game can go 
from that point to a win, or a draw, or a defeat.  

There are only so many variations in chess and story telling - 
the reason you rely on the veteran is that they don't have to 
play every variation in order to predict how to reach the outcome 
you want. The art of writing is in how you disguise the mechanics 
of this assembly, just as the art of chess comes from fooling 
your opponent into not seeing your endgame thirty moves ahead. 

You may be tempted by the idea of a cabinet of equals - with 
yourself as the first among them, of course - but your job is to 
lead and teach. You earn love by recognizing that everyone's 
gifts are different and giving your employees an environment in 
which is it safe to try, and both succeed and fail. Every member 
of a writing staff is on the hook for the education of the next 
person below them; recognizing that everyone is working at a 
different level is your first step toward building camaraderie. 

Hierarchy is neither a dirty word, nor the sign of a hidebound 
mind that resists change and innovation. Hierarchy is not proof 
that you're a square and sell-out. Properly enacted, and 
thoughtfully maintained, hierarchy is the flak jacket that allows 
each member of your staff to reach their highest potential 
without being shredded by gunfire. 

THE TENTH LAW OF SHOWRUNNING 
DELIVER GOOD AND BAD NEWS EARLY AND OFTEN 

TV shows are natural incubators for the sort of dramas that come 
along when your force a hundred or more temperamental people into 
close communion under the pressure of intense work performed 
under great stress. Invariably, drama comes from secrets. In my 
experience, secrets are poison - especially when you are exposed 
as their bearer. Sunlight is the best disinfectant.  

The Tenth Law of showrunning is a close dependent of the Second. 
As the source of the show's vision and the one best qualified to 
say What It Is and What It Is not, make truth-telling your 
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business, rumor control your secondary vocation, and complete 
transparency your ultimate goal. Save the drama for the screen. 

The reasons for this are of the essence of the First and Second 
Laws. You want and need to be the source of all that is true 
about your show - even if that truth is unpleasant. The worst 
position for a leader is as the bearer of bad news everyone 
already knows.  

Any information that aids the speed and efficiency of creation - 
even if it temporarily hurts feelings - is worth exposing early, 
tactfully, and often... and if that information exposes you as 
the cause of a blunder, you are better off putting your pride 
aside and owning up than expecting everyone who works for you 
become the unwilling accomplices in - and hostages of - the 
protection of your own self-concept. Whenever a rumor, a lie, or 
a truth that you have not sanctioned takes on a life of its own, 
it undermines your own ability to set the tone, define the 
parameters, and describe a path to success. 

Transparency is not just a moral imperative to the life of a 
showrunner; it's a necessary lifeline. If you need to devote one 
iota of your energy to deception tracking and maintenance, that's 
an iota that's not going to the work you need to accomplish in 
the writers room. Transparency streamlines your life. Being 
transparent before anyone can be transparent for you means you 
control the narrative. Giving bad news before they crash land 
means no one can claim surprise at a bad break. 

Being transparent also helps to break down a commonplace fallacy 
in television: the idea that network and studio are your 
adversaries. In fact, these are your production partners and your 
financial backers - as invested in the success of the series as 
you are - and they deserve to have a clear picture of the 
process.  

In short, when everyone knows the truth, no one can be surprised 
by its arrival. When it comes from you, no one can say that you 
lost control. 

THE ELEVENTH LAW OF SHOWRUNNING 
SHARE CREDIT FOR SUCCESS TO A FAULT 

The Eleventh Law of showrunning is the tail of the snake in the 
mouth of the First... never miss an opportunity to point out how 
another person's work has made you look good. It’s your name on 
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the show and it’s all about you anyway, so you lose nothing by 
sharing credit.  

It sounds counter-intuitive. Most showrunners feel embattled in a 
job that is manifestly greater than any one person's ability to 
perform, and feel that - because of their daily marshaling of the 
resources necessary to commit to that level of intensity - they 
deserve to be recognized as the sole author of the production. 

In truth, that recognition is already there. I'm not just talking 
about the First Law: the validation of your primacy comes weekly 
in the form of the largest check on the payroll, the biggest 
office in the suite, the parking spot closest to the front door, 
and the Executive Producer credit in the main titles of every 
episode of the show... along with your production company card 
after the end titles.  

Everyone knows who and what you are. Everyone is hanging on your 
words. 

The wonderful thing about credit is that it's not a finite 
resource. The more credit you give, the more credit you get - for 
being a genius and hiring a great staff, for being a good boss 
and a nice person (finally!) who can acknowledge the 
contributions of others, for fostering a positive work 
environment, and - most crucially - for being the kind of 
showrunner who protects their writers from the kinds of short 
term judgments that you have the liberty rethink in the long 
term.  

By that I mean this: because of your feelings of embattlement, 
you will often be tempted to tell the studio or network about 
which writers are not performing to your expectations in order to 
explain a temporary stop in the script pipeline, or a missed 
deadline, or to assuage your own temporary feelings of annoyance. 
There are few things a showrunner can do that are less becoming 
of their station than to throw a staff member under the bus. 

The first reason is that the road is long and you may find 
yourself discovering - as this writer does further work for you - 
that you actually quite like their writing. You have the liberty 
to change your mind, but a single bad remark (like a yawn from 
the emperor in Amadeus) can paint a writer's career at network or 
studio for far longer than you imagine. The second reason is that 
- when you impugn your own staff - it makes your own stewardship 
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of the show, your ability to communicate to your staff 
effectively, and your own hiring decisions appear suspect. 

And yet there will be times when the studio or network will ask 
for a draft that you are not prepared to hand over because you 
need to do a lot of work on it because the writers didn't nail 
it. You know what you say? You say: "There's still work to be 
done." That's it - be honest but be fair to the writers and their 
process, even if it frustrates you.  

If there is pushback from the studio or network, take the 
responsibility yourself: own it and revel in the truth that a 
blow that would cripple the career of someone of lesser rank is 
but a ding on your door.  

The reason this is the final Law of Showrunning is not just that 
it feeds right back into the First Law, but also that it is the 
biggest test of character before you as someone who has just been 
handed something close to absolute power in the business. 

How you deal with praise - and success, and all the concomitant 
slings and arrows thrown at you for your position - and whether 
you recognize that you have within you the strength to be that 
aforementioned flak jacket to your staff, is as true a test of 
your self-esteem and worth as a person as anything you will ever 
face.  

EPILOGUE 

It may be a gross generalization to say that leadership is not a 
defining characteristic of most writers, but in my experience, it 
is where we most often fall short. And when we fall - or see 
something brewing we do not want to face - the natural thing to 
do is seek refuge. The place where most of us find it is a vast 
and impregnable fortress called "my creativity." Surrounded by a 
crocodile-infested moat known as "my process," it is in this 
fortress that all other concerns are banished in the name of you 
doing "what I have to do" to be "brilliant on the page." 

As a showrunner, this is about as far from a safe space as can 
exist. The symptoms addressed by the Eleven Laws swirl around 
this delusion like debris around that scientifically inaccurate 
black hole in the eponymous Disney sci-fi disaster from the late 
70s. It is in this fortress that you think it's OK to excuse 
yourself your managerial shortcomings under the mistaken 
impression that - because you have gone there to find your muse - 
you are entitled to any accommodation, deferral of difficult 
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responsibility, or abdication of a human obligation, that you 
deem necessary. 

All writers indulge this kind of magical thinking to some level: 
we cling to our depressions, darknesses, and deceptions thinking 
they are the source of our genius. We mistakenly believe that our 
creativity is a karmic recompense for whatever traumas we 
suffered in the past, and use the excuse of "my process" for any 
number of toxic activities that we believe service the 
creativity, but which only prolong misery.  

For a showrunner, this clinging is toxic not just for the obvious 
reasons, but because it provides place to run away from all of 
the very real responsibilities of your position. 

The price you pay to play to an audience of millions on the word 
stage is that you have to make concessions between the 
tempestuous artiste you idealized for yourself when your pain was 
something that pushed you toward self-expression. The cost of 
admission to the Majors is that you have people who depend on 
you: not just for their living, but also their creative, 
emotional - and, occasionally, physical - well-being... and, oh 
yes, you also have an audience that's waiting to be entertained.  

As a showrunner, your reality is that you are a senior-level 
professional: someone who earns more for producing a single 
episode of television than most Americans do in a year, and has 
earned the power to either indulge their worst side, or aspire to 
their best. 

Whether you choose to embrace this truth, you owe it to the 
people who have signed up to work for you to not visit upon them 
the traumas of your past because that is the only way you think 
you can perform on the page. You also owe it to them to come to 
reckoning with the truth that you creativity and your pain are 
not one and the same, and that the need to believe that in order 
to get the work done is incompatible with your current lot.  

Facing this may be the hardest and most painful truth for any 
writer. While one certainly informs the other, your darkness and 
your writing come from different places... losing the former - or 
at least dispelling it long enough to be a fair leader to your 
employees - will not affect the latter. Your creativity is a 
renewable resource - just like praise, and credit, and is fed by 
everything around you - especially the great people you hired to 
facilitate this difficult undertaking. Your creativity is not 
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some finite thing that must be hoarded and protected with arcane 
devices and traps, but rather a gift that you should bestow on 
every one of your charges if you want them to succeed to the best 
of their ability. 

And, if you don't have the time or energy to lay down your 
affectations, you can at least shield others from your insanity 
by building a scaffold of professionalism around yourself. Suffer 
for your art if you must - but make the effort to prevent others 
from becoming participants in your daily reenactment of your 
trauma. It will make your show a better workplace place for you 
and every member of your staff. 

Of course, you don't have to take my word for this.  

As I said previously, even the worst - and most abusive - of 
managers are generally propped up into functionality, not just by 
their writers, but by everyone who depends on their ability to 
perform for their profit. These may, then, be the only Laws that 
are not only completely optional, but - in all honesty - 
tangential to the most commonly accepted definition of success in 
this field.  

Nothing I have described above will guarantee profit, fame, 
awards show recognition, and cultural currency and influence: but 
I can guarantee that, if you make a habit of practicing any 
number of these Laws, they will make your life, and your 
relationships - both in and out of the job - at least a little 
bit better. 

So I will just leave them here - as they say in the business of 
show - "For Your Consideration." 

What happens next is up to you.
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The Bitter Lesson
Rich Sutton

March 13, 2019

The biggest lesson that can be read from 70 years of AI research is that general methods that leverage
computation are ultimately the most effective, and by a large margin. The ultimate reason for this is
Moore's law, or rather its generalization of continued exponentially falling cost per unit of
computation. Most AI research has been conducted as if the computation available to the agent were
constant (in which case leveraging human knowledge would be one of the only ways to improve
performance) but, over a slightly longer time than a typical research project, massively more
computation inevitably becomes available. Seeking an improvement that makes a difference in the
shorter term, researchers seek to leverage their human knowledge of the domain, but the only thing
that matters in the long run is the leveraging of computation. These two need not run counter to each
other, but in practice they tend to. Time spent on one is time not spent on the other. There are
psychological commitments to investment in one approach or the other. And the human-knowledge
approach tends to complicate methods in ways that make them less suited to taking advantage of
general methods leveraging computation.  There were many examples of AI researchers' belated
learning of this bitter lesson, and it is instructive to review some of the most prominent.

In computer chess, the methods that defeated the world champion, Kasparov, in 1997, were based on
massive, deep search. At the time, this was looked upon with dismay by the majority of computer-
chess researchers who had pursued methods that leveraged human understanding of the special
structure of chess. When a simpler, search-based approach with special hardware and software proved
vastly more effective, these human-knowledge-based chess researchers were not good losers. They
said that ``brute force" search may have won this time, but it was not a general strategy, and anyway it
was not how people played chess. These researchers wanted methods based on human input to win
and were disappointed when they did not.

A similar pattern of research progress was seen in computer Go, only delayed by a further 20 years.
Enormous initial efforts went into avoiding search by taking advantage of human knowledge, or of
the special features of the game, but all those efforts proved irrelevant, or worse, once search was
applied effectively at scale. Also important was the use of learning by self play to learn a value
function (as it was in many other games and even in chess, although learning did not play a big role in
the 1997 program that first beat a world champion). Learning by self play, and learning in general, is
like search in that it enables massive computation to be brought to bear. Search and learning are the
two most important classes of techniques for utilizing massive amounts of computation in AI research.
In computer Go, as in computer chess, researchers' initial effort was directed towards utilizing human
understanding (so that less search was needed) and only much later was much greater success had by
embracing search and learning.

In speech recognition, there was an early competition, sponsored by DARPA, in the 1970s. Entrants
included a host of special methods that took advantage of human knowledge---knowledge of words,
of phonemes, of the human vocal tract, etc. On the other side were newer methods that were more
statistical in nature and did much more computation, based on hidden Markov models (HMMs).
Again, the statistical methods won out over the human-knowledge-based methods. This led to a major
change in all of natural language processing, gradually over decades, where statistics and
computation came to dominate the field. The recent rise of deep learning in speech recognition is the
most recent step in this consistent direction. Deep learning methods rely even less on human
knowledge, and use even more computation, together with learning on huge training sets, to produce
dramatically better speech recognition systems. As in the games, researchers always tried to make
systems that worked the way the researchers thought their own minds worked---they tried to put that
knowledge in their systems---but it proved ultimately counterproductive, and a colossal waste of
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researcher's time, when, through Moore's law, massive computation became available and a means
was found to put it to good use.

In computer vision, there has been a similar pattern. Early methods conceived of vision as searching
for edges, or generalized cylinders, or in terms of SIFT features. But today all this is discarded.
Modern deep-learning neural networks use only the notions of convolution and certain kinds of
invariances, and perform much better.

This is a big lesson. As a field, we still have not thoroughly learned it, as we are continuing to make
the same kind of mistakes. To see this, and to effectively resist it, we have to understand the appeal of
these mistakes. We have to learn the bitter lesson that building in how we think we think does not
work in the long run. The bitter lesson is based on the historical observations that 1) AI researchers
have often tried to build knowledge into their agents, 2) this always helps in the short term, and is
personally satisfying to the researcher, but 3) in the long run it plateaus and even inhibits further
progress, and 4) breakthrough progress eventually arrives by an opposing approach based on scaling
computation by search and learning. The eventual success is tinged with bitterness, and often
incompletely digested, because it is success over a favored, human-centric approach.

One thing that should be learned from the bitter lesson is the great power of general purpose methods,
of methods that continue to scale with increased computation even as the available computation
becomes very great. The two methods that seem to scale arbitrarily in this way are search and learning.

The second general point to be learned from the bitter lesson is that the actual contents of minds are
tremendously, irredeemably complex; we should stop trying to find simple ways to think about the
contents of minds, such as simple ways to think about space, objects, multiple agents, or symmetries.
All these are part of the arbitrary, intrinsically-complex, outside world. They are not what should be
built in, as their complexity is endless; instead we should build in only the meta-methods that can find
and capture this arbitrary complexity. Essential to these methods is that they can find good
approximations, but the search for them should be by our methods, not by us. We want AI agents that
can discover like we can, not which contain what we have discovered. Building in our discoveries
only makes it harder to see how the discovering process can be done.
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COMPLETED STAFF WORK  

"During the war, I left an operating squadron in the field and after  

a short schooling at the Staff School in Leavenworth, found myself 
thrown into a very large headquarters. The attached article called 
"Completed Staff Work" was circulated in the Pentagon during World  
War II. It was a considerable help to me and other officers in attempting to 
learn to do our jobs with Headquarters, Army Air Forces."  

It seemed to me that some of the recommendations had quite a bearing on 
the operations of a business and I am passing this memo along so that 
all of you will have an opportunity of looking it over. You will have to 
overlook the military terminology, and it isn't our intention to start 
organizing HQ on a military basis, but I still thought the article 
worthwhile."  

TJW, JR.  

 

"Completed Staff 'Work" is the study of a problem, and presentation of a 
solution, by a staff officer, in such form that all that remains  
to be done on the part of the head of the staff division, or the commander, is 
to indicate his approval or disapproval of the completed action.  
The words "completed action" are emphasized because the more difficult  
the problem is, the more the tendency is to present the problem to  
the chief in piecemeal fashion. It is your duty as a staff officer  

to work out the details. You should not consult your chief in the 
determination of those details, no matter how perplexing they may be.  
You may and should consult other staff officers. The product, whether  
it involves the pronouncement of a new policy or affects an established one, 
should, when presented to the chief for approval or disapproval,  
be worked out in finished form.  

The impulse which often comes to the inexperienced staff officer to ask 
the chief what to do, recurs more often when the problem is difficult. 
It is accompanied by a feeling of mental frustration. It is so easy to 
ask the chief what to do, and it appears so easy for him to answer. 
Resist that impulse! You will succumb to it only if you do not know 
your job. It is your job to advise your chief what he ought to do, not 
ask him what you ought to do. He needs answers, not questions. Your job 
is to study, write, restudy and rewrite until you have evolved a single 
proposed action -- the best one of all you have considered. Your chief 
merely approves and disapproves.  

Do not worry your chief with long explanations and memoranda. Writing a 
memorandum to your chief does not constitute completed staff work, but 
writing a memorandum for your chief to send to someone else does. Your 
views should be placed before him in finished form so that he can make them 
his views simply by signing his name. In most instances, completed staff 
work results in a single document prepared for the signature of the chief 
without accompanying comment. If the proper result is reached, the chief 
will usually recognize it at once. If he wants comment or explanation, he 
will ask for it.  
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The theory of completed staff work does not preclude a “rough draft”, but the 
rough draft must not be a half-baked idea. It must be completed  

in every respect except that it lacks the requisite number of copies  
and need not be neat. But a rough draft must not be used as an excuse for 
shifting to the chief the burden of formulating the action.  

The completed staff work theory may result in more work for the staff 
officer, but it results in more freedom for the chief. This is as  

it should be. Further, it accomplishes two things:  

1. The chief is protected from half-baked ideas, voluminous memoranda, and 
immature oral presentations.  

2. The staff officer who has a real idea to sell is enabled more readily to 
find a market.  

When you have finished your “completed staff work
”
 the final test is this:  

1. If you were the chief, would you be willing to sign the paper you 
have presented, and stake your professional reputation on its 
being right?  

2. If the answer is in the negative, take it back and work it over, 
because it is not yet “completed staff work

”
.  
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Microsoft Memo 
To: Applications developers and testers 

From: Chris Mason 

Date: 6/20/89 

Subject: Zero-defects code 

Cc: Mike Maples, Steve Ballmer, Applications Business Unit managers and 

department heads 

Zero defects 
On May 12th and 13th, the applications development managers held a retreat with some 

of their project leads, Mike Maples, and other representatives of Applications and 

Languages.  My discussion group1 investigated techniques for writing code with no 

defects.  This memo describes the conclusions which we reached. 

Zero-defects code is the Holy Grail of programming.  We are not suggesting that this 

phantasm is attainable on the first try, but we think we know how to get there.  There is a 

crucial need to do this.  In OBU, for example, Mac and PC Word were very late, and Win 

Word continues to be late, in each case because we had many more bugs than we 

anticipated.  Large numbers of bugs at the end of a project make scheduling impossible for 

project leads and life unbearable for programmers and testers. 

Zero defects has actually been achieved on software projects; it is not an impossible 

goal.  Zero defects must be the new performance standard for development.  A “defect” 

occurs when something that is labeled “done” does not conform to the requirements.  We 

need to understand our methods, and strive to improve them in order to prevent defects 

from happening, or recover from them if they do happen.  You’ll be able to measure your 

success by the reduced time from code complete to shipping. 

You can improve the quality2 of your code, and if you do, the rewards for yourself and 

for Microsoft will be immense.  The hardest part is to decide that you want to write perfect 

code. 

The problem 
There are a lot of reasons why our products seem to get buggier and buggier.  It’s a fact 

that they’re getting more complex, but we haven’t changed our methods to respond to that 

complexity. 

The problems listed below are not an indictment.  Some programmers write perfect 

code today, and the rest of us have good, honest reasons for coding the way we do.  The 

point of enumerating our problems is to realize that our current methods, not our people, 

cause their own failure. 

 
1 Brian Arbogast, Dennis Canady, Jon DeVaan, Ed Johns, Doug Klunder, Brian MacDonald, Tom Reeve, 

Charles Simonyi. 
2 Dave Moore’s definition of quality: “Conforms to the requirements.” This means a feature works the way 

it was specified, at a given level of performance. Quality doesn’t mean the code is perfect or infinitely fast. 

Oftentimes exceeding the requirements is not worth the cost. 
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Zero-defects code — 2 —  

Minimal success 

Our scheduling methods and Microsoft’s culture encourage doing the minimum work 

necessary on a feature.  When it works well enough to demonstrate, we consider it done, 

everyone else considers it done, and the feature is checked off the schedule.  The inevitable 

bugs months later are seen as unrelated.  By investing the minimum effort, we guarantee 

the minimum return. 

We slip things because it’s easier to postpone bad news than to face up to it when it 

happens.  This is “mentally lazy and morally weak.” 

Schedules and other high winds 

We forget that the schedule is not a product, it’s a tool.  Its purpose is to predict when 

we will finish, so that other people can schedule their own work accordingly.  The schedule 

has nothing (directly) to do with the quality of the product. 

When the schedule is jeopardized, we start cutting corners.  We worry about getting 

features implemented quickly.  We ignore warning signs that serious problems exist, or we 

cut “non-critical” items like size and speed tuning. 

Missing the point 

The reason that complexity breeds bugs is that we don’t understand how the pieces will 

work together.  This is true for new products as well as for changes to existing products. 

I don’t believe that any of our products are so complex that our programmers can’t 

understand them.  Code that is too complex to understand should probably be rewritten; 

complex code can still be straightforward.  The real problem has two facets: we don’t want 

to spend the time to understand exactly how a new feature will affect or be affected by the 

rest of the program, and too often we think we understand this but do not. 

The wrong people write too much code 

Imagine a well-intentioned programmer who gets a feature done very quickly, as 

requested, with minimal unit testing and almost no system testing, marks it off on the 

schedule, then starts on a new feature.  Now imagine another programmer who also works 

quickly, but very carefully checks his assumptions, handles boundary cases, writes good 

test suites, verifies all the cases, and then checks it off on the schedule. 

The first programmer gets to write more features than the second.  The first 

programmer also gets to spend a lot of time, six months from now, working the bugs out of 

code he dimly remembers, while the second programmer will have little to do. 

This is exactly the reverse of the ideal. 

No commitment to completeness 

No one is charged with the responsibility for ensuring the completeness of code.  

Development is too often concerned with appearing to make progress (my opinion of this 

should be clear by now), and with having a clean product at ship time.  Testing can only 

verify that the product works as specified; this is a poor test of completeness.  Program 

management, marketing, and user education concentrate on the schedule and a minimum 

usability level. 

Development is at fault here.  No one can know if the code is complete but the author 

or his peers.  We have not been charged with this responsibility in the past, so we have not 

shouldered the burden. 

“We’ll do that later” doesn’t work, because “later” you’re going to be up to your neck 

in alligators trying to figure out how you got there. 
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Zero-defects code — 3 —  

Lack of ownership 

Under pressure, we tend to hunker down and just try to get our part of the job done.  

But part of the job is to stand up and look around.  Each developer should take the 

responsibility to consider the entire product, use common sense, and not just take the spec 

as gospel. 

Over-confidence 

This is perfectly natural, but wrong.  Every programmer I know writes good code, looks 

at it in satisfaction, and declares that it should work.  I have rarely seen new code that does 

so.  (The occasions are easy to spot: people dancing and hooting in the halls.) What piece 

of code has withstood six months of testing with no bugs reported? Or been reviewed in the 

next version without a shudder? 

“Bugs are inevitable” 

This is an insidious idea.  The fact that we must rid ourselves of this idea seems to 

contradict the implications I’ve been making, namely that we should anticipate bugs in our 

code and winnow them out early.  There is no contradiction: when everyone feels that bugs 

will happen no matter what we do, we stop taking action to prevent any bugs from 

appearing. 

In fact, bugs are inevitable.  But if we act that way, we make it more horribly true. 

The solution 
First, I have to admit that there is no single solution.  Every project team must evaluate 

itself and its product and determine what will help to achieve zero defects.  It doesn’t 

matter whether we can actually achieve zero on the first attempt, but we should start right 

now and get closer on every project. 

This section gives a broad overview of the solution.  The following sections describe 

how to change your attitudes and work habits to reach that goal.  A few of the ideas must 

be done or the whole thing will collapse, but for the most part each project should pick and 

choose what works best for them. 

Zero bugs every day 

I mean this literally: your goal should be to have a working, nearly-shippable product 

every day. 

This doesn’t mean that when you go home every night you have removed all the bugs 

from work in progress.  It simply means that when a programmer says a feature is 

complete, it is totally complete: all error and boundary cases work, all interactions with the 

rest of the product have been dealt with, test documentation or code to exercise the feature 

are checked in. 

Your project should have a state or directory from which anyone can create a current 

“clean” copy of the product.  One way to handle this is to stage the checkin.  Modules can 

be checked in to a “working” directory for history and as insurance against hard disk 

failure, then checked in to the “clean” directory when the feature is complete. 

Fix it now 

Since human beings themselves are not fully debugged yet, there will be bugs in your 

code no matter what you do.  When this happens, you must evaluate the problem and 
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resolve it immediately.  Remember that the goal is to have a perfect “clean” copy at all 

times. 

Testers shall not 

Bob Matthews often says, “We should write quality into our products, not test it in.” 

Perhaps testing is a bad name for what our testing department should do.  If our 

programmers ensure the quality of their work by the time testing sees it, then testing’s 

function is quality assurance, not finding bugs. 

This doesn’t necessarily change the methods that testing uses, although testing’s 

function may evolve if we truly succeed in giving them high quality code.  But it’s an 

important attitude shift, and in solving the problem of code quality, attitude is almost 

everything. 

A new attitude 
Zero defects is a strategy that can’t have results unless we decide to make it work.  This 

section gives ideas for aligning yourself with the new attitude. 

Think twice before you code 

You make hundreds of assumptions when you write a new routine, from the mundane 

(parameters of called subroutines) to the grandiose (how the user will perceive the feature). 

Experience has shown that many of these are wrong. 

Minor changes are even worse, because the investment in time to fully understand the 

context of the change seems to outweigh the magnitude of the change.  When we make 

assumptions, we must explicitly state them (with asserts or checking code). 

A related problem is not taking the time to think about various situations at all.  

Incomplete understanding is a huge source of bugs, and has a simple fix: investments in 

understanding and thinking about the context of a change always pay off. 

Take the time 

Programming speed is highly overrated.  Speed with quality is a worthy goal, but 

quality usually suffers.  Evidence suggests that you can spend your time thinking about 

side-effects and planning up front, or you can spend it patching fixes to bugs later on.  

These options take about the same amount of time, but the latter results in an inferior 

product and burnt-out programmers, and you can’t predict how long it will take. 

Take the heat 

Once you have committed yourself to zero-defects code, you’re going to encounter 

pressures to drop back to the old methods.  Some of this will be temporary until other 

groups (user education and program management, for example) learn that the new method 

results in better products whose progress can be measured and predicted. 

Don’t give in.  Your first schedules will look infinitely padded, when in fact they will 

simply be true (a new thing in the world). Mike Maples has agreed to stand behind any 

schedule that can be defended as realistic. 

If problems do occur, slip the schedule.  Your goal should be to keep the schedule 

realistic (descriptive as well as prescriptive).  It’s better to take the little heat now than the 

nova later on. 
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Be ashamed of bugs 

If you think that there will be bugs in your code no matter what you do, and someone 

actually finds one (or a hundred), there’s no cause for alarm: “I knew it.” If you think that 

there won’t be any bugs in your code, but someone finds them anyway, you probably react 

with resignation: “I guess I was wrong.” 

Both of these are counter-productive strategies for dealing with bugs.  Plan carefully so 

they don’t happen.  If they happen anyway, you should be embarrassed, and find out why 

your plans failed.  Then take action to prevent the same failures in the future. 

Coding is the major way we spend our time.  Writing bugs means we’re failing in our 

major activity.  Hundreds of thousands of individuals and companies rely on our products; 

bugs can cause a lot of lost time and money.  We could conceivably put a company out of 

business with a bug in a spreadsheet, database, or word processor.  We have to start taking 

this more seriously. 

Reward quality 

It’s difficult to say what it is we’re rewarding now.  What we should be rewarding are 

people who do the job right the first time.  If we can’t find anyone like that, we should 

reward whoever comes closest.  One means of reward is simply to let them do more of the 

fun stuff.  The way you do that is to enforce the rule that if something is broken, it must be 

fixed right away. 

Another means of reward is a better performance review, which in turn leads to 

monetary reward. 

“Fat and slow” is a bug 

Users measure our products by their speed (a major part of usability) as much as by 

their features.  Our methods do not reveal this.  We often let hand native, swap tuning, and 

other important optimizations slip until there’s no time to do them. 

Hand native should be done in parallel with the C from the start.  This may seem to 

“waste” time, but you’ll always know if the program is fast enough, and have time to 

correct it if it’s not.  Algorithmic optimization should never be postponed.  Swap tuning is 

a difficult issue, especially under Windows and with the state of our current tools; each 

project lead should decide how to schedule it. 

The intent is not to do unnecessary optimizations, but to schedule, and never postpone, 

known optimizations. 

Code quality measures programmer performance 

If we value quality, then quality should be a criterion in performance reviews: not the 

only criterion, but as important as any other. 

A new way to work 
All of the concrete suggestions in this section came from a few hours’ discussion by 

nine people who had changed their attitude.  These are ideas for how to implement a zero-

defects strategy in your project.  If you have others, please let everyone know. 

Stop guessing 

Here are ideas for making sure you do it right.  Not all of these techniques will work for 

everyone, so pick and choose.  
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Cleanroom 

This technique has been described by Harlan Mills3, and was once used unintentionally 

by Charles Simonyi.  Both report good results in small- to medium-sized projects.  One 

aspect of this approach is to do things in a more mathematical manner, leading to informal 

proofs of correctness. 

To use the cleanroom technique, imagine that your hardware has not been delivered yet, 

so you can’t debug your program.  After designing and writing your code, you and your 

colleagues review it carefully and in detail, over and over if necessary until you’re 

absolutely sure that it will run the first time.  Mills’ and Simonyi’s experience is that it 

nearly will run the first time. 

Code review 

No group of more than two programmers can agree on the best format for code reviews, 

so we won’t make a claim for a “best” format.  We do think code reviews are critical.  Here 

are some ideas. 

The old-style presentation code review, in which the author walks through his code 

with his peers, does not catch any but the most superficial bugs.  It is an excellent teaching 

tool, however, and we encourage its use for that purpose. 

 A more rigorous method is for the author to prepare an introduction to the code, 

including written documentation, and give a high-level walk-through of the code to one or 

more of his peers.  The reviewers then use the author’s materials to actually step through 

and test the code.  A variation is for the reviewers to simply read the code thoroughly until 

they understand it.  In both cases, the reviewers should be looking for missing logic, for 

how exception cases are handled, and for bad assumptions.  Then the reviewers report their 

results to the author. 

Another variation is for the reviewers to review the code privately and report whether 

or not they found problems, without saying what the problems were.  The author must try 

to find the problems independently. 

Don’t trust anyone 

Since so many problems are caused by misunderstandings, assume nothing without 

verification.  This can take the form of asserts and state verification code that runs on 

demand or at idle time. 

Debugging tools never find their way into the schedule—this has to change.  Every 

development postmortem4 promises that more time will be spent on essential debug tools 

next time.  Stop postponing it.  PAs that can write code are a great way to get these done; 

almost all of the debugging tools in Mac Word 4 were done by a PA. 

We all claim to use asserts, but almost all code could use more of them.  Spend the time 

to identify what your assumptions are, then make the code prove that the assumptions are 

correct. 

Document your design and interface 

Each project should determine what level of documentation is adequate.  Only one 

thing is certain: your current level of documentation is probably inadequate. 

 
3  In “Cleanroom Software Engineering.” Dave Moore can provide copies of the article. 
4 OBU now calls these Project Epilogues. 
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Improvements may require nothing more than enforcing meaningful header comments 

on all routines.  It would probably help to have at least a high-level document describing 

the basic logic and data structures for every major part of the product.  Don’t forget to 

schedule time to write these, and don’t wait until after the product ships: by then it’s too 

late to help anyone. 

If you don’t do this, people will continue to make bad assumptions about your code.  

The resulting bugs will be your fault. 

Part of the documentation effort must be to simply talk to each other.  Too often there is 

not enough communication even within a team.  This turns you into a bug factory. 

Training sessions 

New people on the project (or on a feature) are a great source of bugs.  You can avoid 

this by teaching them what they need to know.  An orientation document is a great help; the 

Mac Word Fundamentals document has really helped. 

Have regular meetings where someone presents the ideas behind part of the product.  If 

you have a weekly development meeting, do it then.  Discuss the basic logic of the code 

and how it interferes with the rest of the product.  You may want to videotape the 

presentations so you can show them to new people later on. 

Encourage everyone on the project to know the entire product well. 

Write tests before debugging 

This is critical.  Before you start debugging, determine what you’ll be looking for and 

write it down.  If you can automate the tests, better yet.  As you find cases you missed, add 

them to the script. 

We don’t want you to waste time managing unwieldy scripts, so keep them as brief as 

possible.  But if you write down what you’ll be testing, you get these benefits: 

• You can give the script to testing when you check in the code.  They’ll have a better 

chance of verifying your code, or finding problems. 

• You’ll know for sure what you tested. 

• You’ll think of things you missed before anyone else even sees it. 

Competing designs and implementations 

This is a dark horse.  One way to be sure you have the best design is to have two 

different teams develop a solution to the same problem independently, then accept the 

better design.  You may want to take parts of each design for the final product.  You can 

use the same technique for implementation: have two teams write the same feature. 

Ths sounds expensive, and it is.  But by simply doubling your cost, you guarantee a 

better product. 

There is another problem: how do you tell which is better? Nathan Myrhvold suggests 

examples in which competing designs couldn’t be distinguished until they were 

implemented.  So, if you’re thinking of trying this, you should plan on carrying the 

competition through the coding phase. 

Self-validation 

Before you call something done, you should convince yourself it is correct.  

Mathematical proofs suffer from Groucho’s disease: they can only prove algorithms that 

are so simple we don’t care.  So try the techniques below. 
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Step in it 

As in, “You don’t know it until you_” 

A common technique for verifying the “correctness” of new code is to run it and see if 

it crashes.  If it doesn’t crash, and it seems to produce the correct result, then it “works”. 

Step in it means step through every line of code with a debugger.  Stop at crucial points 

and examine important variables.  Watch closely at important logic points. 

In Mac Word 4, we stepped through code for two reasons: to verify the correctness of 

hand native, and because the profiler wasn’t giving us the right kind of information5. The 

result was extremely clean hand native, and a lot of insight into how the program really 

worked, which allowed us to improve its speed dramatically. 

The only way to be sure code works is to watch it. 

Code review 

This must be said again.  The educational benefits alone make code reviews 

worthwhile.  But their real value is to get more than one person thinking about the code, 

and verifying it.  Use whatever format works best for you, but schedule code reviews and 

then do them. 

Glass box testing 

Sometimes called white box testing.  PAs would make great glass box testers.  This is 

an interactive code review: having someone other than the author test the code with a 

listing open, looking again for missed cases, bad assumptions, or simple mistakes. 

Presumed guilty 

The U.S.  judicial system is a terrible model for testing software.  Assume that your 

code does not work (a good bet), and make it prove itself.  This is where your scripts come 

in.  Figure out before debugging how your code could be broken, then prove that it’s not. 

This is a crucial change in attitude.  We must stop writing code and then testing it to 

find the bugs.  Instead, we need to write the code and convince ourselves that it works.  Not 

finding bugs is not a proof of correctness. 

Self-correction 

When you’ve expended your best efforts, and you still find bugs in your code, don’t 

give up and don’t accept the situation.  Do these instead. 

Do not pass Go 

Fix it right now. 

Your commitment to zero bugs every day has broken down.  Stop working on that 

jazzy new feature, forget about the schedule, and fix the problem. 

Reassess and scream 

Simply fixing the bug isn’t enough.  Take a moment to figure out why the bug 

happened.  Why didn’t your test scripts or asserts catch it earlier? What assumptions were 

wrong, what rules did you break? 

 
5 The profiler can tell you how long was spent in the code that ran. It can’t tell you if the right code was run, 

for example if a cache eliminated unnecessary work. 
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If you find something, look hard for other instances—bugs travel in swarms.  Then let 

everyone else on the project know.  It’s likely that someone else made the same wrong 

assumptions.  Bring these up at the weekly development meetings. 

Three strikes 

When a lot of bugs have been found in the same area, there’s something seriously 

wrong.  Find out what it is.  Perhaps someone isn’t spending enough time to verify the code 

before checking it in.  Perhaps there are serious design problems. 

When design problems do occur, be ready to throw it out and start again.  You can 

easily spend as much time trying to patch a bad design as you can fixing it right.  Take the 

heat: adjust the schedule if necessary, but don’t force users and your team to live with 

mistakes that could be corrected and will compound if they’re not. 

Reassign bugs 

A possible extension of code reviews is to have someone other than the author fix some 

of the bugs in an area, especially problem areas.  There are many variations: assign the bug 

to someone who has reviewed the code in question, or assign it to someone at random.  

You may find that getting a new perspective on the area will help to identify the larger 

problem. 

Fix one, find one 

Consider using a quota system: for every bug found in your area, you must find another 

bug and fix it.  (This is not recursive: you’re free after the second fix.) 

The second bug doesn’t have to be in the same area, or even in your code at all.  This 

technique will motivate you to not create bugs, and it will also force you to examine the 

product more closely. 

Projects in progress 

Projects that are already well advanced can still use some of the concepts of zero 

defects. 

 • Do code reviews.  Even if you’re in crunch mode to fix bugs, good code reviews 

can find more problems and are worth the time. 

• Step through new code, even small bug fixes. 

• Add asserts and state verification code. 

• Be very careful when fixing bugs.  Examine assumptions and verify them.  Stop and 

think about what else you’re affecting. 

• When an area is showing severe problems, consider throwing it out and doing it 

over. 

• Update function header comments; stop and document areas that everyone uses but 

which are not well understood. 

• Have training and discussion sessions. 

• Have your PAs do glass box testing. 

• Implement the fix one, find one scheme. 

Benefits 
Zero defects is a lofty goal, but it can have tangible results. 
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Predictability 

The stabilization phase of the project is the hardest to schedule.  The smaller that phase 

becomes, the better we can predict the entire project.  If we always check in high-quality 

code, then we have a good idea how much time the remaining tasks will take, and everyone 

benefits. 

Spread out the fun 

Imagine that, late in the project, you’re not fixing bugs for twelve hours a day! Instead, 

you’re writing quality code that you’re not going to have to come back to later and patch 

incessantly. 

Put your time into thinking up front, and the fun stuff will last all through the project. 

Less conflict 

Between programmers and between groups. 

Pride and productivity 

When the quality of your code goes up, you’ll feel a sense of pride and accomplishment 

throughout the project, not just when the good reviews come in.  Also, Dave Moore has 

studies that show that when you think consciously about quality, and work to improve it, 

your productivity also increases.  That’s rewarding both for you and for the company. 

Self-leveling 

When projects follow zero-defects strategies, the people who write the best code will 

get to write more of it.  This rewards the best coders and gives everyone a way to measure 

and improve themselves. 

Learning together 
This isn’t the final word.  If you find techniques that help you produce better-quality 

code, please tell Dave Moore, Doug Klunder, or myself so we can make everyone aware of 

them. 
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For the title of this memo I’ve borrowed the tagline from Mass Mutual’s advertising campaign. 

Memo to: Oaktree Clients 
 
From: Howard Marks 
 
Re: You Can't Predict. You Can Prepare. 
 
 
Those who have been readers of my memos for any meaningful period of time know 
there are a few things I dismiss and a few I believe in thoroughly.  The former include 
economic forecasts, which I think don't add value, and the list of the latter starts with 
cycles and the need to prepare for them. 
 
"Hey," you might say, "that's contradictory.  The best way to prepare for cycles is to 
predict them, and you just said it can't be done."  That's absolutely true, but in my opinion 
by no means debilitating.  All of investing consists of dealing with the future, as I've 
written before, and the future is something we can't know much about.  But the limits on 
our foreknowledge needn't doom us to failure as long as we acknowledge them and act 
accordingly. 
 
In my opinion, the key to dealing with the future lies in knowing where you are, even if 
you can't know precisely where you're going.  Knowing where you are in a cycle and 
what that implies for the future is very different from predicting the timing, extent 
and shape of the next cyclical move.  And so we'd better understand all we can about 
cycles and their behavior. 
 
 
UCycles in General 
 
I think several things about cycles are worth bearing in mind: 
 
 UCycles are inevitableU.  Every once in a while, an up-or down-leg goes on for a long 

time and/or to a great extreme and people start to say "this time it's different."  They 
cite the changes in geopolitics, institutions, technology or behavior that have rendered 
the "old rules" obsolete.  They make investment decisions that extrapolate the recent 
trend.  And then it turns out that the old rules do still apply, and the cycle resumes.  In 
the end, trees don't grow to the sky, and few things go to zero.  Rather, most 
phenomena turn out to be cyclical. 

 
 UCycles' clout is heightened by the inability of investors to remember the pastU.  As 

John Kenneth Galbraith says, "extreme brevity of the financial memory" keeps ma
participants from recognizing the recurring nature of these patterns, and thus their 
inevitability: 

rket 

 
. . . when the same or closely similar circumstances occur again, sometimes in 
only a few years, they are hailed by a new, often youthful, and always supremely 
self-confident generation as a brilliantly innovative discovery in the financial and 
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larger economic world.  There can be few fields of human endeavor in which 
history counts for so little as in the world of finance.  Past experience, to the 
extent that it is part of memory at all, is dismissed as the primitive refuge of those 
who do not have the insight to appreciate the incredible wonders of the present. 

 
 UCycles are self-correctingU, and their reversal is not necessarily dependent on 

exogenous events.  The reason they reverse (rather than going on forever) is that 
trends create the reasons for their own reversal.  Thus I like to say success carries 
within itself the seeds of failure, and failure the seeds of success. 

 
 Seen through the lens of human perception, Ucycles are often viewed as less 

symmetrical than they areU.  Negative price fluctuations are called "volatility," while 
positive price fluctuations are called "profit."  Collapsing markets are called "selling 
panics," while surges receive more benign descriptions (but I think they may best be 
seen as "buying panics"; see tech stocks in 1999, for example).  Commentators talk 
about "investor capitulation" at the bottom of market cycles, while I also see 
capitulation at tops, when previously-prudent investors throw in the towel and buy. 

 
I have views on how these general observations and others apply to specific kinds of 
cycles, which I will set forth below. 
 
 
UThe Economic Cycle 
 
Few things are the subject of more study than the economy.  There's a whole profession 
built around doing so.  Academics try to understand the economy, and professionals try to 
predict its course.  Personally, I'd stick to the former.  I think we can gain a good grasp of 
how the economy works, but I do not think we can predict its fluctuations. 
 
I have written ad nauseam on this subject, but I will repeat a few of the observations I 
consider relevant: 
 
 There are hundreds, or more likely thousands, of people out there trying to predict the 

movements of the economy, but no one has a record much better than anyone else.  
Certainly no one who was consistently capable of accurately predicting the economy's 
movements would be among those distributing their forecasts gratis. 

 
 The markets already incorporate the views of the consensus of economists, and thus 

holding a consensus view can't help you make above-average returns (even if it's 
right). 

 
 Non-consensus views can make money for you, but to do so they must be right.  

Because the consensus reflects the efforts of a large number of intelligent and 
informed people, however, it's usually the closest we can get to right.  In other words, 
I doubt there's anyone out there with non-consensus views that are right routinely. 
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 Most of the time, the consensus forecast extrapolates current observations.  Most 

predictions for growth, inflation and interest rates bear a strong resemblance to the 
levels prevailing at the time they're made.  Thus they're close to right when nothing 
changes radically, which is the case most of the time, but no prediction can be 
counted on to foretell the important sea changes.  And it's in predicting radical 
changes that extraordinary profit potential exists.  In other words, it's the UsurprisesU 
that have profound market impact (and thus profound profit potential), but 
there's a good reason why they're called surprises: it's hard to see them coming! 

 
 Each time there's a radical change, there's an economist who predicted it, and that 

person gets to enjoy his fifteen minutes of fame.  Usually, however, he wasn't right 
because of a superior ability to see the future, but rather because he tends to hold 
extreme positions (or perhaps he's a dart thrower) and this time the phenomenon went 
his way.  Rarely if ever is that economist right twice in a row. 

 
So forecasts are unlikely to help us foresee the movements of the economic cycle.  
Nevertheless, we must be aware that it exists and repeats.  The greatest mistakes with 
regard to the economic cycle result from a willingness to believe that it will not recur.  
But it always does – and those gullible enough to believe it won't tend to lose money. 
 
When we marketed our first distressed debt fund in 1988, most of the resistance came 
from people who said, "maybe there won't be a recession, and thus nothing for you to 
buy."  Of course, we were deep into a recession within two years, and our 1988-92 
distressed debt funds found lots to buy and produced excellent returns. 
 
Eminent observers concluded again in the 1990s that the cycle had been eliminated and 
there would be no recession.  In 1996, the Wall Street Journal wrote: 
 

From boardrooms to living rooms and from government offices to trading floors, a 
new consensus is emerging:  The big, bad business cycle has been tamed. 

 
Top business leaders were quoted as saying "There is no natural law that says we have to 
have a recession" and "I don't see what could happen to make a cyclical downturn."  
(These quotes are reminiscent of – and look no less silly than – some of my favorites 
from 1928: "There will be no interruption of our present prosperity" and "I cannot help 
but raise a dissenting voice to the statements that . . . prosperity in this country must 
necessarily diminish and recede in the future.") 
 
Those quoted in 1996 might insist they weren't saying there would never be another 
recession, but rather that the tendency toward cyclical fluctuation had been dampened and 
there wouldn't be a recession soon.  And they might say they were right in 1996, because 
there wasn't one until 2001.  If managers had feared a recession in 1996, they might have 
pulled in their horns and missed some of the profits of the late 1990s.  But they also might 
have avoided over-expanding and participating fully in the recession of 2001. 
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The important thing is to recognize that cycles reverse, and to allow for it.  I described in 
my last memo, "What Lies Ahead?," the manner in which a recession continues until, at 
the margin, a few participants stop cutting back and decide instead to act in anticipation 
of better times.  I believe this process, and the reverse process that eventually causes 
growth to stall out, will go on forever.  No one knows when the turn will occur, or how 
far the correcting leg will go, but the odds are against anyone who says, "the business 
cycle is dead." 
 
How can non-forecasters like Oaktree best cope with the ups and downs of the economic 
cycle?  I think the answer lies in knowing where we are and leaning against the wind.  For 
example, when the economy has fallen substantially, observers are depressed, capacity 
expansion has ceased and there begin to be signs of recovery, we are willing to invest in 
companies in cyclical industries.  When growth is strong, capacity is being brought on 
stream to keep up with soaring demand and the market forgets these are cyclical 
companies whose peak earnings deserve trough valuations, we trim our holdings 
aggressively.  We certainly might do so too early, but that beats the heck out of doing it 
too late. 
 
 
UThe Credit Cycle 
 
The longer I'm involved in investing, the more impressed I am by the power of the 
credit cycle.  It takes only a small fluctuation in the economy to produce a large 
fluctuation in the availability of credit, with great impact on asset prices and back 
on the economy itself. 
 
The process is simple: 
 
 The economy moves into a period of prosperity. 
 Providers of capital thrive, increasing their capital base. 
 Because bad news is scarce, the risks entailed in lending and investing seem to have 

shrunk. 
 Risk averseness disappears. 
 Financial institutions move to expand their businesses – that is, to provide more 

capital. 
 They compete for market share by lowering demanded returns (e.g., cutting interest 

rates), lowering credit standards, providing more capital for a given transaction, and 
easing covenants. 

 
At the extreme, providers of capital finance borrowers and projects that aren't worthy of 
being financed.  As The Economist said earlier this year, "the worst loans are made at the 
best of times."  This leads to capital destruction – that is, to investment of capital in 
projects where the cost of capital exceeds the return UonU capital, and eventually to cases 
where there is no return UofU capital. 
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When this point is reached, the up-leg described above is reversed. 
 
 Losses cause lenders to become discouraged and shy away. 
 Risk averseness rises, and along with it, interest rates, credit restrictions and covenant 

requirements. 
 Less capital is made available – and at the trough of the cycle, only to the most 

qualified of borrowers. 
 Companies become starved for capital.  Borrowers are unable to roll over their debts, 

leading to defaults and bankruptcies. 
 This process contributes to and reinforces the economic contraction. 
 
Of course, at the extreme the process is ready to be reversed again.  Because the 
competition to make loans or investments is low, high returns can be demanded along 
with high creditworthiness.  Contrarians who commit capital at this point have a shot at 
high returns, and those tempting potential returns begin to draw in capital.  In this way, a 
recovery begins to be fueled. 
 
I stated earlier that cycles are self-correcting.  The credit cycle corrects itself through the 
processes described above, and it represents one of the factors driving the fluctuations of 
the economic cycle.  Prosperity brings expanded lending, which leads to unwise 
lending, which produces large losses, which makes lenders stop lending, which ends 
prosperity, and on and on. 
 
In "Genius Isn't Enough" on the subject of Long-Term Capital Management, I wrote 
"Look around the next time there's a crisis; you'll probably find a lender."  
Overpermissive providers of capital frequently aid and abet financial bubbles.  
There have been numerous recent examples where loose credit contributed to booms that 
were followed by famous collapses: real estate in 1989-92; emerging markets in 1994-98; 
Long-Term Capital in 1998; the movie exhibition industry in 1999-2000; venture capital 
funds and telecommunications companies in 2000-01.  In each case, lenders and investors 
provided too much cheap money and the result was over-expansion and dramatic losses.  
In "Fields of Dreams" Kevin Costner was told, "if you build it, they will come."  In the 
financial world, if you offer cheap money, they will borrow, buy and build – often 
without discipline, and with very negative consequences. 
 
The credit cycle contributed tremendously to the tech bubble.  Money from venture 
capital funds caused far too many companies to be created, often with little in terms of 
business justification or profit prospects.  Wild demand for IPOs caused their hot stocks 
to rise meteorically, enabling venture funds to report triple-digit returns and attract still 
more capital requiring speedy deployment.  The generosity of the capital markets let 
companies sign on for huge capital projects that were only partially financed, secure in 
the knowledge that more financing would be available later, at higher p/e's and lower 
interest rates as the projects were further along.  This ease caused far more capacity to be 
built than was needed, a lot of which is sitting idle.  Much of the investment that went 
into it may never be recovered.  Once again, easy money has led to capital destruction. 
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In making investments, it has become my habit to worry less about the economic 
future – which I'm sure I can't know much about – than I do about the 
supply/demand picture relating to capital.  Being positioned to make investments in 
an uncrowded arena conveys vast advantages.  Participating in a field that 
everyone's throwing money at is a formula for disaster. 
 
We have lived through a long period in which cash acted like ballast, retarding your 
progress.  Now I think we're going into an environment where cash will be king.  If 
you went to a leading venture capital fund in 1999 and said, "I'd like to invest $10 million 
with you," they'd say, "Lots of people want to give us their cash.  What else can you 
offer?  Do you have contacts?  Strategic insights?"  I think the answer today would be 
different. 
 
One of the critical elements in business or investment success is staying power.  I often 
speak of the six-foot-tall man who drowned crossing the stream that was five feet deep on 
average.  Companies have to be able to get through the tough times, and cash is one of the 
things that can make the difference.  Thus all of the investments we're making today 
assume we'll be going into the difficult part of the credit cycle, and we're looking for 
companies that will be able to stay the course. 
 
 
UThe Corporate Life Cycle 
 
As indicated above, business firms have to live through ups and downs.  They're organic 
entities, and they have life cycles of their own. 
 
Most companies are born in an entrepreneurial mode, starting with dreams, limited capital 
and the need to be frugal.  `Success comes to some.  They enjoy profitability, growth and 
expanded resources, but they also must cope with increasing bureaucracy and managerial 
challenges.  The lucky few become world-class organizations, but eventually most are 
confronted with challenges relating to hubris; extreme size; the difficulty of controlling 
far-flung operations; and perhaps ossification and an unwillingness to innovate and take 
risks.  Some stagnate in maturity, and some fail under aging products or excessive debt 
loads and move into distress and bankruptcy.  The reason I say failure carries within itself 
the seeds of success is that bankruptcy then permits some of them to shed debt and 
onerous contracts and emerge with a reborn emphasis on frugality and profitability.  And 
the cycle resumes . . . as ever. 
 
The biggest mistakes I have witnessed in my investing career came when people ignored 
the limitations imposed by the corporate life cycle.  In short, investors did assume trees 
could grow to the sky.  In 1999, just as in 1969, investors accepted that ultra-high profit 
growth could go on forever.  They also concluded that for the stocks of companies 
capable of such growth, no p/e ratio was too high.  People extrapolated earnings growth 
of 20%-plus and paid p/e ratios of 50-plus.  Of course, when neither the growth nor the 
valuations turned out to be sustainable, losses of 90%-plus became the rule.  As always, 
the folly of projecting limitless growth became obvious in retrospect. 
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The exigencies of the corporate life cycle usually render ultra-high growth rates 
unsustainable.  Regardless of the improbability, however, investors indulge in "the willing 
suspension of disbelief" (which I always bring to the movies but check at the door when I 
come to work).  They assume that successful companies will be able to attract enough 
talent, develop enough new products, access enough new markets, fend off competition 
while protecting high profit margins, and correctly make the strategic adaptations needed 
to keep growing . . . but it rarely works that way. 
 
In February an article in Fortune magazine, covering 1960-80, 1970-90 and 1980-99, 
showed that out of 150 candidates among large companies, only four or five in each 
period were able to grow earnings per share at 15% per year on average.  Only one, Philip 
Morris, grew at that rate for all three periods.  The key for Philip Morris wasn't a 
technological miracle or a fabulous new growth product; it was solid blocking and 
tackling in areas of stable consumer demand.  So the latest "wonder-company" with a 
unique product rarely possesses the secret of rapid growth forever.  I think it's safer to 
expect a company's growth rate to regress toward the mean than it is to expect perpetual 
motion. 
 
 
UBusiness Fads and Fancies 
 
We all laugh about hemlines, which fluctuate from year to year and add nothing to society 
but cost.  The truth is, there's no place for them to go but up and down . . . and so they do.  
Likewise, there are business trends that have nowhere to go but back and forth . . . and so 
they do. 
 
Take corporate diversification, for example.  As a new equity analyst in 1970, one of my 
first assignments was to study conglomerates, starting with Litton, ITT, Whittaker, 
Teledyne and City Investing.  It was widely held that their diversification and synergies 
(along with the magic of acquisition accounting and high p/e "funny money") could 
produce rapid growth forever.  They pursued large numbers of acquisitions (ITT made 52 
one year) and were rewarded with very high p/e ratios (which enabled them to prolong 
their growth for a while through further anti-dilutive acquisitions). 
 
It wasn't long, however, before their dependence on sky-high multiples was recognized 
and difficulties surfaced in connection with the management of their diverse 
organizations.  Their managers switched to stressing the benefits of specialization (as 
opposed to diversification), and the head of Whittaker wrote a paper extolling the virtues 
of a process he called "distillation of the product centroid."  Units began to be sold off 
and the companies deconglomerated.  It's interesting to note that none of those five 
companies exists today. 
 
Diversification or specialization?  Centralization or decentralization?  Savings through 
just-in-time inventories or protection from stockpiles and redundancy?  Tough goal-
oriented management or warm-and-fuzzy work environments?  Leverage on the upside 
through maximum debt or the safety that comes from a large equity cushion?  The 
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pendulum in each of these continua can do nothing but swing back and forth, and so it 
does.  The answer is that there is no perfect answer.  Companies move toward one 
extreme as it becomes more popular.  Then the drawbacks surface and they move back 
toward the other.  There's no place else for companies to move with regard to each of 
these questions, and so they cycle from one extreme to the other. 
 
Likewise, there are cyclical fluctuations in how business phenomena are viewed.  People 
move en masse toward one view, and when it turns out that no view can hold the answer, 
they move away from it. 
 
For example, in the 1990s, information technology was thought to hold the answer to 
increased corporate efficiency.  A great deal of the decade's bull market was fed by gains 
in productivity, which contributed greatly to both earnings and the p/e ratios investors 
applied to them.  Technology-derived gains in productivity were embraced as having 
fundamentally altered the growth potential of companies and the economy.  In testimony 
to the House of Representatives on February 23, 2000, Alan Greenspan said: 
 

. . . there are few signs to date of slowing in the pace of innovation and the spread 
of our newer technologies that, as I have indicated in previous testimonies, have 
been at the root of our extraordinary productivity improvement.  Indeed, some 
analysts conjecture that we still may be in the earlier stages of the rapid adoption 
of new technologies and not yet in sight of the stage when this wave of innovation 
will crest. 

 
Well, I know what did crest within 30 days: the stock market.  And on October 24, 2001, 
just twenty months later, a less expansive Mr. Greenspan was quoted in the Wall Street 
Journal as saying: 
 

What the events of September 11 did was to introduce a whole new set of 
uncertainties which information technology is not going to improve our insight 
into.  And so it is a reversal of some of the forces that engendered the productivity 
acceleration of the last five years. 

 
In other words, what had been thought to be a fundamental and durable change has 
proved to be one more development whose ability to wax and wane has to be 
acknowledged and watched.  The gains from productivity are proving to be cyclical, and 
the cycle shorter than had been expected. 
 
 
UThe Market Cycle 
 
At the University of Chicago, I was taught that the value of an asset is the discounted 
present value of its future cash flows.  If this is true, we should expect the prices of assets 
to change in line with changes in the outlook for their cash flows.  But we know that asset 
prices often rise and fall without regard for cash flows, and certainly by amounts that are 
entirely disproportionate to the changes in cash flows. 
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Finance professors would say that these fluctuations reflect changes in the discount rate 
being applied to the cash flows or, in other words, changes in valuation parameters.  
Practitioners would agree that changes in p/e ratios are responsible, and we all know that 
p/e ratios fluctuate much more radically than do company fundamentals. 
 
The market has a mind of its own, and its changes in valuation parameters, caused 
primarily by changes in investor psychology (not changes in fundamentals), that account 
for most short-term changes in security prices.  This psychology, too, moves in a highly 
cyclical manner. 
 
For decades – literally – I've been lugging around what I thought was a particularly 
apt enumeration of the three stages of a bull market: 
 
 the first, when a few forward-looking people begin to believe things will get 

better, 
 the second, when most investors realize improvement is actually underway, and 
 the third, when everyone concludes everything will get better forever. 
 
Why would anyone waste time trying for a better description?  This one says it all. 
 
Stocks are cheapest when everything looks grim.  The depressing outlook keeps them 
there, and only a few astute and daring bargain hunters are willing to take new positions.  
Maybe their buying attracts some attention, or maybe the outlook turns a little less 
depressing, but for one reason or another, the market starts moving up. 
 
After a while, the outlook seems a little less poor.  People begin to appreciate that 
improvement is taking place, and it requires less imagination to be a buyer.  Of course, 
with the economy and market off the critical list, they pay prices that are more reflective 
of stocks' fair values. 
 
And eventually, giddiness sets in.  Cheered by the improvement in economic and 
corporate results, people become willing to extrapolate it.  The masses become excited 
(and envious) about the profits made by investors who were early, and they want in.  And 
they ignore the cyclical nature of things and conclude that the gains will go on forever.  
That's why I love the old adage "What the wise man does in the beginning, the fool does 
in the end."  Most importantly, in the late stages of the great bull markets, people become 
willing to pay prices for stocks that assume the good times will go on ad infinitum. 
 
But they cannot.  When the tech bubble was roaring ahead in late 1999, no one could 
think of any development that might be capable of bringing it to an end.  Technology was 
certain to revolutionize everyday life, creating a new investment paradigm.  Revenue 
growth (or at least the growth in "eye-balls") was strong.  Capital was freely available, 
enabling expansion to continue and new, innovative companies to be formed.  Cash flows 
into mutual funds and 401(k)s guaranteed steady demand for the stocks.  Each time 
another tech stock was added to an index, a whole new group of forced buyers was 
created among index funds and the active managers benchmarked against that index.  No 
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portfolio manager could take the risk of under-owning these stocks; they had to buy 
them regardless of price!  Eureka!  There was no way they could stop going up.  The 
perpetual motion machine had been built. 
 
But somehow, the stocks did stop going up.  And then they started going down.  I don't 
think anyone can say just what it was that caused the tech bubble to burst.  Certainly I 
can't think of any one thing – even in hindsight, which is usually 20:20.  Maybe the 
groundwork was laid for declines when it was shown merely that the rise could slow.  
Maybe a few smart people, to paraphrase the third of the three stages, concluded that 
everything Uwouldn'tU get better forever.  The best explanation probably is that the prices 
just collapsed under their own weight. 
 
Anyway, the market proved – once again – that it can't move in one direction forever.  It 
has to be appreciated in cyclical terms, with increases followed by decreases, and in 
fact with increases UcausingU decreases. 
 
In April 1991 , in just my second general memo to clients, I described the market as 
follows: 
 

The mood swings of the securities markets resemble the movement of a 
pendulum.  Although the midpoint of its arc best describes the position of a 
pendulum "on average," it actually spends very little of its time there.  Instead, it 
is almost always swinging toward or away from the extremes of its arc.  But 
whenever the pendulum is near either extreme, it is inevitable that it will move 
back toward the midpoint sooner or later.  In fact, it is the movement toward an 
extreme itself that supplies the energy for the swing back. 
 
Investment markets make the same pendulum-like swing: 
 
 between euphoria and depression, 
 between celebrating positive developments and obsessing over negatives, and 

thus 
 between overpriced and underpriced. 

 
The swing of the pendulum?  The oscillation of the cycle?  Either way's fine – just don't 
tell me it'll be a straight line. 
 
In 1999, the Wall Street Journal ran a number of OpEd pieces by James Glassman and 
Kevin Hassett trumpeting the theory behind the book "Dow 36,000."  I couldn't think of 
anything that made less sense.  By last month, it seemed the Journal's story had changed: 
 

With economic conditions turning downward so quickly, pushed along by the 
events of Sept. 11, a lot of business books have been rendered irrelevant, even 
silly.  Anyone remember "Dow 36,000"? 
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How quickly views change, and how quickly the logical-sounding rationale for lofty or 
depressed prices is shown in retrospect to have been "silly." 
 

*          *          * 
 
The risks entailed in ignoring the inherently cyclical nature of things are manifold, and 
the various cycles interact, often in ways that surprise the optimists.  On October 26 the 
beautifully written (but inaptly-titled) "Grant's Interest Rate Observer" described the 
situation at a fallen telecommunications giant as follows: 
 

In the New Economy, the front office seemed persuaded, there would be no 
recession (let alone a global recession) and no bear market (especially one 
concentrated in technology).  There would be no pause in the growth of the 
demand for broadband, no collapse in the price of broadband access and no credit 
contraction.  What we are looking at . . . is compressed cash flow at the trough in a 
cyclical business so new that its proponents have yet to discover that it is, in fact, 
cyclical. 

 
This example represents a four-bagger.  It seems the company's management ignored the 
cyclicality of (l) the economy, (2) the stock market, (3) the availability of credit, and (4) 
the demand and price for its product.  As in this case, the failure to prepare for cycles 
usually leads to what later are perceived as obvious, easily-avoided mistakes. 
 
 
UCycles and How To Live With Them 
 
No one knew when the tech bubble would burst, and no one knew what the extent of the 
correction could be or how long it would last.  But it wasn't impossible to get a sense that 
the market was euphoric and investors were behaving in an unquestioning, giddy manner.  
That was all it would have taken to avoid a great deal of the carnage. 
 
Having said that, I want to point out emphatically that many of those who complained 
about the excessive market valuations – including me – started to do so years too soon.  
And for a long time, another of my old standards was proved true: "being too far ahead of 
your time is indistinguishable from being wrong."  Some of the cautious investors ran out 
of staying power, losing their jobs or their clients because of having missed the gains.  
Some capitulated and, having missed the gains, jumped in just in time to participate in the 
losses. 
 
So I'm not trying to give the impression that coping with cycles is easy.  But I do 
think it's a necessary effort.  We may never know where we're going, or when the 
tide will turn, but we had better have a good idea where we are. 
 
 
November 20, 2001 
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Legal Information and Disclosures 
 
 

This memorandum expresses the views of the author as of the date indicated and such views are 
subject to change without notice.  Oaktree has no duty or obligation to update the information 
contained herein.  Further, Oaktree makes no representation, and it should not be assumed, that 
past investment performance is an indication of future results.  Moreover, wherever there is the 
potential for profit there is also the possibility of loss. 
 
This memorandum is being made available for educational purposes only and should not be used 
for any other purpose.  The information contained herein does not constitute and should not be 
construed as an offering of advisory services or an offer to sell or solicitation to buy any 
securities or related financial instruments in any jurisdiction.  Certain information contained 
herein concerning economic trends and performance is based on or derived from information 
provided by independent third-party sources.  Oaktree Capital Management, L.P. (“Oaktree”) 
believes that the sources from which such information has been obtained are reliable; however, it 
cannot guarantee the accuracy of such information and has not independently verified the 
accuracy or completeness of such information or the assumptions on which such information is 
based.   
 
This memorandum, including the information contained herein, may not be copied, reproduced, 
republished, or posted in whole or in part, in any form without the prior written consent of 
Oaktree. 
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~S,rs:4 ~~P:7~\.-i~,C~p~.t~ \rltjii~·,~2·~~ 
ajC WL~L,I\IS G~ ~1~(~!~.!L ~~r~5 

The World's Largest Hedge Fund is a Fraud 
E~s·i~ "T'4~''LC 

November 7, ~005 Submission to the SEC 
MBdoff Investment Securities, LLC 

www~.mad~ff.com 

Opening Remarks: 

I am the original source for the information presented herein having first presented my 
rationale, both verbally and in writing, to the SEC's Boston oflice in May, ~1999 before any 
public information doubting MadoffInvestment Securities, LLC appe~-e~ain~-~e press. Ihere 
was no whistleblower or insider involved in compiling this report. I used the Mosaic Theory to 
assemble my set of observations. My observations were collected firstfirst-hand by li~-~ninnto furfund ~s ~`'P~Y`IJ 
~ffund investors talk about their investments in a hedge fund ran bi----2~------` yMadoffInvestment 
Secu~Lfi~s; ,a ~ii·e also spoken to the heads of various Wall Street ~·r~c~i. equity derivative trading desks and every single one qfthe senior managers I spoke with told me ~~~ 
that Beriie Madoffwas a fraud. Of course, no one wants to take undue career risk by sticking 
their head up and saying the emperor isn't wearing any clothes but.... 

rc I am a derivatives expert and have traded or assisted in the trading of several billion $US in ·"`~.~~·3*". ~--- 

I~L" options strategies for hedge funds arld institutional clients. I have experience managing split- 
strike conversion products both using index options and using individual stock options, both with 
and w;,thout index puts. Very few people in the world have the mathematical background needed 
to manage these types of products but I am one of them. I have outlined a detailed set of Red 
Flags that make me very suspicious that Bemie Madoffs returns aren't real and, if they are real, 
then they would almost certainly have to be generated by front-runuing customer order flow 
from the broker-dealer arm of:MadoffInvestment Securities. LLC. 

Due to the sensitive nature of the case I detail below, its dissemination within the SEC must 
be limited to those with a need to know. The firm involved is located in the New York Region. 

As a result of this case, several careers on Wall Street andin Eursp2: will be ruined. 
'~herefore, I havenot signed nor put my narlle ·on this report. I request that my name not be 
released to anyone other than the Branch Chief andTeam Leader in the New York Region who 
are assigned td the case, without my express written permission. The fewer people who know 
who wrote this report the better. I am-wonied about the personal.safety of myself and my 
family. Under no circumstances is this report or its contents to be sharea with any other 
regulatory body without my express permission. This report has been written solely for the 
SEC's internal- use. 

As far as I know, none of the hedge fund, fund of funds (FOF's) mentioned in my report are 
engaged· in a conspiracy to commit fraud. I believe they are ndive men and women with a 

/ notable lack of derivatives e~pertise and possessing little or no quantitative finance ability. ~ ~vL~~~ // /a, ~~ ~, 
There are 2 possible scenarios that involve fraud by Madoff Securities: 6~~ C~'3 ~ve 

I. Scenario # 1 (Unliltely): I am submitting this case under Section 21A(e) of the 1934 Ac~t 
in the event that the broker-dealer and ECN depicted is actually wovidina the stated 
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returns to investors but is earning those retumS by fiont-running customer order flow. 
Front-running qualifies as insider-trading since it relies upon material, non-public 
information that is acted- upon for the benefit of one party to the detriment of another 
party. Section 21A(e) of the 1934 Act allows, the SEC to pay up to 10% of the total fines 
levied for insider-trading. We have obtained approval from the SEC's Office of General 
Counsel, the Chairman's Office, and the ~bounty program administrator that the $EC is 
able and willing to pay Section 21A(e) rewards. This case should qualify ifinsider- 
trading is·involved. 

2. Scenario # 2 CHighly likely) Madoff Securities is the world's largest Ponzi Scheme. In 
this case there is no SEC reward payment due the whistle-blower so basically I'm turning 
this -case in because it's the right thing to do. Far better that the SEC is proactive in 
shutting down a Ponzi Scheme of this size rather than reactive. 

~p~ PC~Ye~S/I~ I~P~B1J~ 

Who: The politically/powe;-fUl Madoff famil y owns and operates a New York City based broker- 
dealer, ECNTan;l~-h3~t'E~i;;~Hkctive ly the world's largest hedge fund. Bernard "Bemie" Madoff, 
the family patriarch started the firm. 

According to the www.madoff.com website, "Bernard L. Madoff was one ofthefive 
broker-dealers most closely involved in developing the NASDAe Stock Market. He has been 
chairman of the board of directors ofthe NASDAe Stock Market as well as a member ofthe 
board ofgovernors of the NASD and a member of numerous NASD committees. Bernard Madofj~ 
was also afounding member of the International Securities Clearing Corporation in London. 

His brother, Peter B. Madoff has served as vice chairman ofthe NASD, a member of its 
board ofgovernors, and chairman of its New York region. He also has been actively involved in 
the NASDAe Stock Market as a member of its board of governors and its executive committee 
and as chairman of its trading committee. He also has been a member of the board ofdirecCors 
gfthe Security Traders Association ~fNew Yorle He is a member offhi board o~direcrors of the 
bepositoly Trust Corporation. 

~at: 

.I. The family runs what is effectively the world's largest hedge fund virith estimated assets 
under management of at least $20 billion to perhaps $50 billion, but no one ~nows 
exactly how much money.BM is managing. That we have what is effectively the 
world's largest hedge-fund-operating underground is plainly put·shocking. But then 
again, we don't' even know thesize of the hedge fund industry so none of this should be 
surprising. A super-sized ~aud of this magnitude was bound to happen giventhe lack of 
regulation of these off-shore entities. My best guess is that approximately $30 billion is 
involved. 

2. However the hedge fund isn't organized as a hedge fund by Bernard Madoff(BM) yet it 
acts and trades exactly like one. BM allows third party Fund of Funds (FOFls) to private 
label hedge fUnds that provide his firm, Madoff Securities, with equity tranch funding. 
In return for equity trench funding, BM runs a trading strategy, as agent, whose returns 
flow to the third party FOF hedge funds and their investors who put up equity capital to 

MADOFF EXHIBITS-04452 



-f~F` ~SPo~sRcr? 7~ 

fund BM's.broker-dealer and ECN operations. BMtZlls investors it earns itsSees by 
charging commissions on all oj~fhe trades done in their accounts. 
Red Rag # i: Why would a US broker-deaIer organize andfund itselfinsuch an unusual 

~D`IIJ~ P~L~ _ manner? Doesn 'I ~his seem to be an unseemly way oSoperaling under the regulator : 
radar screens? Why aren't the commissions chargedfully disclosed to investors 

RSJm -~ ~d~ a SEC Registered Investment Advisor charge both commissions and charge a principlefee 
,·I~ r4 for trades? MOSTIMPORTANTLI~ why wouldBMsertlefbr charging only IFVE"4 or undisclosed commissions when he could earn standard hedgefundfees of I %~~ fleet rse L·l~- 

~LSj ~~U~S ~s~t~s manngementfee + 20% offhe profits? Doing some simplemafh on EMS 12% average ~p~ hCPo4 
annual return stream to investors, fhe hedgefund beSorefees, would have to be earning 
average annual returns oS16~ Subtract out the I% managemencSee and investors are 
down to 15%. 20% oftheprofits would amount to 3% ~20 x 15% 3%profit 
'participaiion) so investors would be left with the stared 72% annual returns listed in 
Attachment I (Fairjieli~ Sentry Ltd Performance Data). Toralfees to the thirdparty 
FOF'swould amount to 4% annuallL. Now why would BM leave 4% in average annual 
fee revenue on the table unless he were a Ponzi Scheme?· Or, is he charging a whole lot 
more. than 4% in undisclosed commissions? 

3. The third parties organize the hedge fUnds and obtain investors but 100% of the money 
raised is actually managed by MadoffInvestment Securities, LLC in a purported hedge 
fund strategy. ~ The investors that pony up the money don't know that BM is managing 
their money. That Madoffis managing the money is purposely kept secret from the 
investors. Some prominent US based hedge fund, fund of funds, that· "invest" in BM in 
this manner include: 

A. Fairfield Sent~~Limited (Arden Asset Management) which had $5.2 billion 
5, a ;I i~nlu~vr invested in BM as of May 2005; 1 i" Floqr, 919 Third Avenue; ~P=-~i~, NY 

~Jr 100?2; Telephone 212~-3I~T~i36; The Fairfield Greenwich Group is a global family of 
~.ul E)7" ~-~cZ. companies with offices in New York. London and Bermuda. and representative offices in the U.S.. 

htEn,-T" Europe and Latin America. Local operating entities are authorized or regulated by a variety of ~3LU ~ 7 government agencies; including Fairfield Greenwich Advisors LLC, a U.S. SEC registered B.~S 39 investment adviser, Fairfield Heathcliff Capital LLC. a U.S.~ NASD member broker-dealer, and 
Fairfield Oreenwich (UK) Limited. authon~zed and regulated by the Financial Services Authority in the United Kingdom. 

B. Access International Advisors; www.aiaRrou~.com; a SEC registered investment 
advisor, telephone # 212.223.7167; Suite 2206; 509 Madison Avenue, New York, 
NY 10022 which had over $450 million invested with BM as of mid-2002. The 
majority of this F9F's investors are European, even thoug~l the firm is US 
registered. 

C. Broyhill All-Weather Fund, L.P. had ~350 million invested with BM as ofMarch 
2000. 

D. Tremont Capital Management, Inc. Corporate Headquarters is located at 
555· Theodore FremdAvenue; Rye, New York 10580; T: (914) 925-1140 F: (914) 
92'113499. Tremont oversees on an advisory and fi~lly discretionary basis over $10.5 
billion in assets. Clients include institutional investors, public and private pension 
plans, ERISA plans, university endowments, foundations, and financial institutions, 
as well as 6igh net worth individuals. Tremo nt is owned by Oppenhiemer Fi~nds Inc. 
which is owned bY Mass Mutual Insurance Company so they should have sufficient 
reserves to make investors whole. Mass Mutual is currently under investigation by · 
the Massachusetts Attorney General, the Department ofJustice, and the SEC. 
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,- p~ bner 5 
bOudng a Z002 m~leting fn~ to EumPe every hedge hind rOF I met ~u~th in Paris 
\ and Geneva had investments with M. They all said he was their best manager! 

A partial'list of money managers and Private Banks that invest in BM is included 
at -the end of this report in Attachment 3. 

4. Here's wha't smells bad about the idea of providing ecluity tranch funding to a US 
registered broker-dealer: 

A. The investment returns passed along to the third party hedge funds are eg~z~v~ent 
7 ~paMhorrc7winnmoney. These 12 monthretums from 1990 M~T~-~05 ranged n ne 

from a low of 6.23% to a high of 19.98%, with an average 12 month return during 
that time period of 12.00%. Add in the 4% in average annual management & 
participation fees and BM would have to be delivering average annual returns of 
16% in order for the investors to receive 12%. No Broker-Dealer that I've ever 
heard offinances its that high of an implied borrowing rate (source: 

~ \FRO~J~ aachmeni I:Fairfield Sen~y Limited rchlm data from December 1990 May ~1 
2005). Ask around and I'm sure you'll find that BM is the only firm on Wall C~ih~h/ I Street that pays an average of 16% to fund its operatidns. 

B. BD's typically find in the short-term credit markets and benchmark a significant 
part of their overnight funding to LIBOR plus or minus some spread. LIBOR + 
40 basis points would seem a more realistic borrowing rate foi a broker-dealer of 
BM's size. 

C. Red Flag # 2: why woulda ED choose ~oSund at such a high implied interest rate 
when cheaper money is available in the short-term credit markets? One reason 
that comes to mind is tha) BM couldn 'r stand the due diligence scruliny offhe 
short-term creditmarkets. Ij~Charies Ponzi had issued bank notespromising 5Q% 
interest on 3 month time deposits instead of issuing unreguIated Ponzi No~s to 
his investors, the State Banking Commission would have guickly shut him down 
The key to a success_liul Ponzi Scheme is To promise lucrative returns but to do so 
in an unregulated area of the -capiral markets. HeaBefuMds are not due fofall 
under the SEC S umbrella until February 2006. 

5. The third party hedge fUnds and fund of funds that market this hedge fund strategy that 
invests in BM don't name and aren't allowed to name Bemie ~Madoff as the actual 
manager in their performancesummaries or marketing literature. Look closely at 
Attachment i, Fairfield Sentry Ltd.'s performance summary and~you won't see BM's 
name anywhere on the document, yet BM is the actual hedge fund manager with 
discretion~yy trading authority over all funds, as agent. 
Red Flag # 3: Why the needfor such secrecy? Ifl was the world's largest hedgefund 
and had great returns, I'd want all fhe publicity Icquld garner and would want to appear 
as the world's largesC hedgefund in all of the industry rankings. Name one murualfund 
company, Venture Capita!firm, or LBQfirm which daesn 't .brag ahotlt the size of their 
largesrfunds' assets under management. Then askyoursel~ why' would the world's 
largess hedgefund manager be-so secrerivi! that he didn 't even want his inves~ors to know 
he~· was managing·their money? Or is it thht BMdoesn:'r want the SEC and FSA to know 
that he exists? 

6. The third party FOI;'s never tell investors who is actually managing their money and 
describe th·e investmentstrategy as: This hedge fund's objective is long term growth on 
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a consistent basis with low volatilit~C-~he investment advisor invests exclusively in the ~~ U.S.andutilizes a strategy often referred to as a "split-strike conversion.'~Generally this IPJ·n6~ r 
style involves purchasing a basket of 30 - 35 large-capitalization stocks with a high 
degree of correlation to the·general market (e.g. American Express, Boeing, Citigroup, 
Coca-Cola, Dupont, Exxon, General Motors, IBM, Merck, McDonalds). To provide the 
desired hedge, the manager then sells out-of-the-money OEX index call options and Ixlys 
out-of-the-money OEX index put options. The amount of calls that are sold and puts that 
are boqght represent a dollar amount equal to the basket of shares purchases. 

7. I personally have run split-strike conversion strategies and know that BM's approach is 
far riskier than stated in 6 above. His strategy is wholly inferior to an all index approach 
and is wholly incapable of generating returns in the range of 6.23% to 19.98%. BM's 
strategy should not be·able beat the return on US Treasury Bills Due to the glaring 
weakness of the strategy: 

A. Income Part of the strategy is to buy 30 - 35 large-cap stocks, sell out-of-the- 
money index call options against the value of the stock basket, There are three 
possible sources-of income in this strategy. 

I) We earn income from the stock's dividends. Let's attribute a 2% 
average return to this source of fUnds for the 14 ~z year time period: 
This explains 2% of the 16% average gross annual returns before fees 
and leaves 14% of the returns unexplained. 

2) We earn income froin the sale of OTC OEX index call options. Let's 
also assume that we can generate an additional 2% annual return via the 
sale of OTC out-of-the-money OEX index call options which leaves 
12% of the 1·6% gross returns unexplained. On Friday, October 14, 
2005 the OEX (S&P 100) index closed at 550.49 and there were only 
163,809 OEX index call option contracts outstanding (termed the "open 
interest"). 163,809 call option calls outstanding x $100 contact 
multiplier x 550.49 index closing price = $9,017, 521,641 in stock - 
·equivalents hedged. 

3) We can earn income from capital gains by selling the stocks that go up 
in price. This portion of the return stream wguld have to earn the lion's 
share of the hedge fund strategy's retunis. We have 12% of the return 
stream unexplained so far. However, the OTC OEX index puts that we 
buy will cost AT LEAST <8%, per year (a lot more in most years but 
I'm giving BM the benefit·of every doubt here). Therefo·re, BM's stock 
selection would have to'be earning an average of20% per year. That 
would mean that he's been the world's best stock-picker since 1990 
beating out such luminaries as Warren Buffet and Bill Miller. Ye~ no 
one's ever heard of BM as being a stock-picker, much less the world's 
best stock-picker. Why isn't he famous if he was able to earn 20% 
average annual returns? 

Red Flag # 4: $9: 0~7 hi2lion in total OEX listed call options oulstandingis 
not nearly enough to generate income on BM's total amounl oSassets under 
management which I estimate to range between $20 - $50 billion. FairJield 
Sentry Ltd. alone has $5. 1 biElion with BM: And, while BM may say he only~? : 
uses Over-the-Counter(OTC) ind~x options, there is no way thaT this is 
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possible. The OTC market should never be several times larger than the 
exchange listed marketfor this type ofplain vanilla a'erivative. 

B. P'rotection Part of the stratenv is to buy out-of-the-money OEX index put options. 
This costs you money each and every month. This hurts your returns and is the 
main reason why BM's sfrategy would have trouble earning 0% average annual 
returns much less the 12% net returns stated in Fairfield Sentry Ltd.'s 
performance summary. Even if BM earns a 4% return from the combination of 
2% stock dividends and 2% from the sale of call options, the cost of the puts 
would put this strategy in the red year in and year out No way he can possibly be 
delivering 12% net to investors. The math just doesn't support this strategy if 
he's really buying index put options. 
Red Flag # 5: BM would need to be yurchuJ~ing at-the-moneyput options because 
he has only 7 small monthly losses in rhepast 14 ~ years. His largest monthly 
loss is only <055%,, so his yurs would have to be at-the-money. At-the-money 
put options are very, very expensive. A one-year at-rhe-moneyput option.would 
costyou <8%> or more, depending upon the market 's volatility. And <8%> 
would be a cheap price to pay in many of the past 1 4 ~ yearsfor put protection!! 
Assuming BM only paid< 8%> per year in put protection, and assuming he can 
earn +2%fi-om stock dividends plus another +2%Srom call option sales, he 's 
still under-water <4%> performance wise. <8%> put cost + 2% stock dividendS 
+ 2% income~j~om call sales = <4%>. And, I 've proven that BM would need to 
be earning at least 16% annually to deliver 12% afterfees to investors. That 
means the rest oShis returns would have to be comingfrom stock selection where 
he picked and sold winning stocks to include in his 35-stock basket o~large-cap 
names. Lots of luck doing that during the past stock market crises like 1997's 
Asian Currency Crises, the 1998 Russian Debt /LTCMcrises, and the 2000-2002 
killer bear market.- And indexput optio n protection was a lot more expensive 
during these crises periods~ than 8%. Mathematically none ofBM's returns listed 
in Attachment I make much sense. They arejust too unbelievably good to be true. 

C. The OEX index(S&P 100) closed at 550.49 on Friday, October 14, 2005 meaning 
that each put option hedged $55,049 dollars worth of s~oek ($100 contract' 
multiplier x 550.49 OEX closing index price $55,049 in stock hedged). As of 
that same date, the total open interest for OEX index put options was 307,176 
contracts me~ning that a total of $ 1 6,909,73 1,624 in stock was being.hedged by 
the use of.OEX index puts (307,176 total put contracts in existence as of Oct 14th 
x $55,049 hedge value of 1 OEX index put $16,909,731,624 in stock hedged). 
Note: I excluded a few thousand OEX LEAP index put options from my 
calculations because these are long-term options and not relevant for a split-strike 
conversion strategy such as Bh/l's. 
Red Flag # 6: At my best guess level ofBMS assets under management of$30 
billion, or even at my low end estimate of $20 billion in assets under management, 
BMwould have to be over 100% aSthe total O~Xpu~ option contract open 
interest in order to hedge his stock holdings as depicted in the thirdparfy hedge 
jicnds markeiing literature. In other words, there are not enough index opHonput 
contracts in existence to hedge the way BMsays he is hedging! And there is no 
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way the OTC marl~t ~is ~igger than the exchange listed marketSor plbin vanilla 
S&P 100 inde~e put options. 

D. Mathematically I have proven that BM cannot be~hedging using listed index put 
and call options, One hedge fund FOF has told me that BM uses only Over-the- 
Counter options and trades exclusively thru UBS and Merrill ·Lynch. - I have not 
called those two firms to check on this because it seems implausible that a ED 
would trade $20 - $50 billion worth of index put options per month over-the- 
counter thru only 2 firms. That plus the fact that if BM was really buying OTC 
index put options, then there is no.way his average annual returns could be 
·positive!! At a minimum, using the cheapest way to buy puts would cost a fund 
is% per year. To get the put cost down to <8%2, BM would have to buy a one- 
year at-the-moneyput option and hold it for one-year. No way his call sales could 
ever hope to come even fractionally close to covering the cost of the puts. 
Red Flag # 7: The counter-parry credit ~xposuresfor UBS and Merrill wouldbe 
too largefor thesefirms credit departments to approve. The SEC should ask BM 
SOr trade tickets showing he has traded OTC options.thru these hYofirms. Then 
the 6EC should visit Ihefirms' PTC derivatives des~cr, talk the to heads aftrading 
and ark to see EMS rracie tickets. Then ask the director of operations to veri~i~ 
the tickets and ask to see the inventory of ail of the stock and listed options 
hedging the OTCputs and calls. ~f rheseJirns can 't show you the ofJ-setting 
hedgedpositions then 'they are assisting BM as part ofa conspiracj, to commit 
fraud. ~lfany other brokeragefirms equity derivatives desk is engaged in a 
conspiracy to coverSor BM; then this scandal will be a doozy when it hits the 

jinancialpress but at least investors would havefbms with deep pockets to sue. 
Red Flag # 8: OTC options are more expensive to trade than listed options. You 
have to pay extrafor the customizationfeatures and secrecy oSfered by OTC 
options. Trading in the size of$20 - $50 billion per month would 6e impossible 
and the bid-ask spreads would be so wide as to preclude earning anyproJit 
whatsoever. These Broker/Dealers would need to offset their short OTC index 
pur option exposure to afalling stock market by hedging out their shortput option 
risk by either buying listedput optionr or selling short.indexSurures and the 
derivatives- markets are not deep and liguid enough to accomplish this without 
paying apenally inprohibitively expensive transaction costs. 
Red Flag # 9: Extensive and voluminous papenuork would be required to keep 
track of and clear each OTC trade. Plus, why aren 't Goldman;. Sachs and 
Citigroup involved in handling BM's -orderflow? Both Goldman-and Citigroup 
are a lot larger in the OTC derivatives markets than UBS or Merrill Lynch. 

E. My experience with split-strike conversion trades is that the best a good manager 
is likely to obtain using the strategy marketed by the third-party FOF's is T-bills 

less management fees.: And, if the stock market is down by morethan 2%, the 
return from this strategy will range from a~high of zero return to a low of a few 
percent depending upon your put's cost and how far out-of-the-money it is. 

F. In 2000 I ran a regression of BM's hedge fund returns using the performance data 
from Fairfield Sentry Limited. BM had a .06 correlation to the equity market's 
return which confirms the .06 Beta that Fairfield Sentry Limited lists in its return 
numbers. 
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Red Flag ii 10: B is mathematically impossiblefor a strategy using index call 
options and indexput options to have such a low correli~tion to the market w~here 
its returns are supposedly·being generateil_fi·om. This makes no sense! The 
strategy depicted retains 100% of the single-stock downside risk since they own 
only indexput options and not single stockput oprior~s. Therefore iSone or more 
sloclrs in their portfolio were to tank on bad news, EMS indexput would offer 
little protectionandtheirpo~tjblio shouldSeel thepain. However, EMS 
performance numbers show only 7 extremely small losses during 14 ~ years and 
these, numbers are too good to be true. The largest one month loss was only -55 
basis points (-0. 550~ orjust over one-halfof~ne percent! And BM never had 

·more than a one month losing streak! Either BM is the world 's best stock and 
options manager that the SEC and the investingpublic has never heard of or he 's 
a~i·aud. You wouldhave tofigure that at somepoint BMowned a WorldCom, 
~Enron, GM or HealthSouth in theirportjblio when bad or really basnews came 
out and caused 'these stocks to drop like a rock. 

8. Red Flag # 11 Twopress articles, which came toprint well after my initial May 1999 
presentation to the SEC, do doubt Bernie Madoffs returns and they are: 

A. The May 7, 2001 edition ofBarron's, in an article entitled, "DonTAsk, Don't . 
Tell; Bernie Madoff is so secretetive, he even asks h~F investors to keep mum," 
written by Erin Arvedlund, published an expose about Bernie Madoff a few years 
ago with no resulting investigation by any regulators. Ms. Arvedlund has since · 
left Barron's. i have attached a copy of the Barrens' article which lists numerous 
red flags. 

B. Michael· Ocrant, formerly a reporter for MAR Hedge visited Bernie Madofrs 
offices and wrote a very negative article that doubted the source ofBM's retums. 
He reported to a colleague that he saw some very unusual things while at~ 
Madoffs offices. The SEC should contact him. Michael Ocrant is currently 
serving as the Uirector ofAltemative Investments; institutional Investor;·New 
York, NY 10001; Telephone # 21 2-224-3 82 1 or 2 12-213-6202; Email: 
mocrant~i~i iconferences.com 

9. Fund of funds with whom I have spoken to that have BM in their stable of fUnds 
continually brag about their retums·and how th;ey are generated thanks to BM's access to 
his broker-dealer's access to order flow. They betieve that BM has perfect knowledge of u+SO 

~~u~ themarket's on due to access to-customer order flow into his broker-deale~. 
( Red Flag # 12: Yes, BMhas access to his customer S orderjlow thru his broker-dealer 

but he rs only one broker out oSmany, so it is impassiblefor him to know the market 's 
direction to such a degree as to onlypod monthly losses once every couple qfyears. AIl 
of Wall Sh·eet 's bigwire houses experience trading losses on a more regularfi·eguenLy 
thatBM. Askyourselfhow BM's trading experience could be so much better than all of 
the otherfirms on Wall Street. Either he 's the best tradingJirm on the street and rarely 
ever has large losing months unlik~ otherfirms or he S afraud. 

~O. Red Flag # 13: 1 believe that EMS returns can be real ONL~Y if they are ~eneratedf20m · 
Ji~ont-running his customer~'s oi·derJlow. In other words, yes, if he 's buying at apenny · 
above his customer S buy orders, he can only lose one penny if the stock drops but can 
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make severalpennies if the stockgoes up. For example,'ifa customer has at; order to 
buy 100,000 shares of~BMat-$100, BM can put in his own order to buy 100, 000 share of 
IBM at $100. O1. This is what ~ known as a right-tail distribution and·is very similar to 
thepayo~-distribution ofa call option. Doing this could easily generate returns of30% - 
60% or more per anzim. He -could be doingrhe same thing byfi·ont-running customer 
sell orders. However, ifBMS returns are real bur he 's generating themfromfront- 
running there are two problems with this: 

A. Problem # 11 fi·onr-running is onejbrm ofinsiaTer-trading and is illegal 
B. Problem # 2. generating real relurns~fi·omfi·ont-running but telling hedgefund 

investors thalyou are generating the returns via a complex (i~ut unworkable) 
stock and options strategy is securitiesfraud. 

Some time, ago, during different market conditions, I ran a study using the Black-Scholes 
Option Pricing Model to analyze the value of f~ont-running with the goal of putting a monetary 
value on ~ont-running where the insider knew the customer's order and traded ahead of it; 
When I ran the study the model inputs were valued at: OEX component stocks annualized 
volatility on a cap-weighted basis was 50% (during abear market period), the T-bill rate was 
5.80%, and the average stock price was $46. I then calculated the value of an at-the-money call 
options over time intervals of 1 minute, 5 minutes, 10 minutes, and 15 minutes. I used a 253 
trading day year. The SEC should be ~ible to duplicate these results: 

1 minute option = 3 cents worth of trade information value 
5 minute option = 7 cents worth of trade information value 
10 minute option = IOcents worth of trade information value 
15 minute option - 12 cents worth of trade information value 

ConClusion: Bemie Madoffused to advertise in industry trade publications that he would pay I 
cent per share for other broker's order flow. If he was paying 1 cent per share for order flow and 
front·running these broker's customers, then he could easily be earning returns in the 30% - 60% 
.or higher annually. ~In all time intervals: ranging from I minute to 15 minutes; having access to 
order flow is the monetary equivalent of owning a valuable call option on that order. The value 
of these implicit call optioi~s ranges between 3·- 12 times the one penny per share paid for access 
to order flow; Ifthis-is what he's doing, then the returns are real but the stated investment 
strategy is illegal and based solelyon insider-trading. 

NOITE: I am pretty confident that BM is a Ponzi Scheme, but in the off chance he is front- 
running customer orders and his returns are real, then this case qualifies as insider-trading under 
the SEC's bourity program as outlined in Section 2 1A(e) of the 1934 Act. However, if BM.was 
~ont-running,a highly profitable activity, then he wouldn't need to borrow funds from investors 
at 16% implied.interest. ~ Therefore it is farmore likely that BM is a Ponzi Scheme. Front- 
running is a very simple fraud to commit and requires only access to inside information. The 
elaborateness of BM's fund-raising, his need for secrecy, his high 16% average cost of funds, 
and reliance on a derivatives investment scheme that few inirestors (or regulators) would be 
capable of comprehending lead to a weight of the evidence conclusion that this is a Ponzi 
Scheme. 
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II. Red Flag # 14: MadoSSsubsidizes down months! hiard.to believe (anZI i don 't believe 
this) but ~'ve heard hyo FOF's fell me that they don 't believe MadofScan make money in 
big down months either. They tell me that MadqtT "subsidizes" their investors in down 
months so that they will be able to show a low volatility ofreturns. These ~Des of 
stories are commonlyfound around Ponzi Schemes. These investors tell mt: that Madqff 
only books winning tickets in their accounts and "eats the losses " during months when 
the market sells o~i~hard. The problem with this is that it 's securitiesfraud to misstate 
either refurns or the volatility oj~those returns. These FOFproSessionals who heard Bnii 
tell them ~hat he subsidizes losses were professionally negligent in not turning BM into. 
the SEC, FSA and other regulatorsSor securiti~sfraud. ' 
Red Flag # 15: Why would afund offunds investor believe any broker-dealer that 
commitsfi~aud in a~J~ew important areas - such as misstating returns and misstating 
volatility of returns -yet believe him in other areas? I'd really like to believe in the tooth 

laily, but I don't after catching my molherpuffin~ a quarter underneath mypillow one 
night. 

12. Red Flag ii 16: MadofShasperfect market-timing ability. One investor told me, with a 
straightface, that MadoSfwent to 100% cash in July 1998 and December 1999 ahead of 
market declines. He said he~n~ws this because Made es his trade tickets to his 
an~_tbe~yrts~-~al~2aEik. However, since ~fSowns a broker-dealer, he -cangenerate 
whatever trade tickers he wants. And, I'II bet verySew FOFS ask BMtofax them trade 
tickets. And if these trade tickets arefaxed, have the FOF's then marched them to the time 
and sales oSthe exchanges? For enampIe, iSBMsays he bot I million shares ofG~ sold 

c*l·"""~- $1 millioi? worth of OTC OEX calls and bor $I million worth ofOTC OL~Xputs, we 
should see prints somewhere. The GM share prints would show on either the NYSE or 
some other exchange while the broker-dealers he traded OTC options thru would show 
prints of the hedges they traded to be able to provide BM with the OTC options at the 
prices listedon BM's trade tickets. 

~3· Rea Flag # 17: l~tadoffdoes not allow nutrirlenerfnm2ance n7rdi~~ One London based 
hedgeSund,funda , representing Arab money, asked to send in a team of Big 4 

Io~^vh~e~ accountants to conduct a perj~ormance audit during theirpla~~d due-diligence. They 
were told "No, only MadofSs brother-in-law who owns his own accountingJirm is ~F~~ allowed to auditperformancefor reps4ns ofsecrecy ii? order to keep M~doffS 
proprietary trading strategy secret so that nobody can copy it. Amazingly, thisfund of 
~Jitnds then agreed to invest $200 million ofrheir client S money anyway, because the low . 
volatility ofreturns was so atfractive!! Let 's ·see, how many hedgefunds havefaked an 
auditedperformance history?? Wood River isthe latest that comes to mind as does the 
Manhattan Fund but the number oSbogus hedgefunds that have relied uponfake audits 
has got to number in the dozens. 

14. Red Flag # 18: Madofj~S returns are not consistent with the one publicly traded option 
incomefund with a history as long a~ MfldoSSs. In 2000 1 analyzed the returns of 
Mado~and measured them against the returns oSthe Gateway Option Income Fund 
(Ticker GATE;Y). During the 87 month span anqlyzed, Madoffwas down only 3 months 
versus GAT~Xbeing down 26 months. GAT~Xearned an annualizedreturn oS10.27% 
during the period studied vs. 15. 62%for Bernie MadoSfand 19.58%for the S~P 500. 
GATE;Y has a morefZexible investment strateav than BM; so GA TE;YS returns should be 
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superior to BM's but instead they are inSerior. This makes no sense. How could BMbe 
better using an inSerior strategy 

15. Red Flag # 19: There have been several option incomefunds that went IPO since August 
2004 None of them have the high returns that Bernie Madoffhas. How can this be? 
They use similar strategies only they should be making more than BM in up months 
because most ofthese oprion· incoineSunds don 't b~y expensive indexput options i~o 
protect their portSolios. Thus the publicly traded option incomefunds should make more 
money in up markers and lose more than MadofSin downmarkets. Hmm.l..that Mado~ 
returns pre so high yet he buy~ expensiveput options isjust another reason to believe he 
is running the world 's largest Ponzi Scheme. A good studyfor the SEC would be to 
compare 2005 performance ofthe new option incomeFunds to Bernie MadofSwhile 
accountingfor the cost ofBernie 's index put option protection. There 's no way Bernie 
can have positive returns in 2005 given what the market 's done and where volatility is. 

Id. Red Flag # 20: Mado~i~Sis suspected oSbeing afraud by some of the world's largest and 
most sophisticatedfinancial servicesfinns. N~irhout naming names, here S an 
abbreviated tally. 

A. A managing director at Goldman, Sachs prime brokerage operation told me that 
his firm doubts Bernie Madoffis legitimate so they don't deal with him. 

B. From an Email I received this past June 2005 I now suspect that the end is near for 
BM. All Ponzi Schemes eventually topple of their own weight once they become toolarge and it 
now appears that BM is having trouble meeting redemptions and is attempting to borrow sizeable 
funds in Euro 

C~" and I had dinner with a sa fur n investor that studies the HFOF market. He 
both RBC and Socgen have removed Madoff some time a4o from a lists of individu 

pSS\E~ used by investors to build their own tailored HFOFs 

re important~, MadoR was turned down, according to this source. ~or a borrowin4 line from a Eu 
nk, I believe he said Paribas. Now why would Madoff need to borrow mo~r~efunds?ThisEu 

or said that Madoff was in fact runnjng "way over" our suggested $12-14 bill/on(fairfield 
running ~5.3 BE by themselves!) . MadotPs 12 month returns is about 7% net ofthe~ee~j-fund' 

ees. Looks like he is stepping down the 

C. An official from a Top 5 money center bank's FOF tolEi me that his firm wouldn't 
touch Bernie Madoff with a ten foqt pole and that there's no way he's for real. 

17. Red Flag # 21: ECN's didn 't exi~prior to 1998 ~MadofJmakes vtrbal claims to his 
rhirdparty hedge FOF's that he has private access to ECNS internal orderflow, which Mado;f~ 
liaysfor, and that this is a substantialpart of the return generatingproci?ss. if this is true, then 
where did ihe returns comefFom in the years 1991 - 1997, prior to the ascendance of the 
ECNS? Presumably, prior to 1998, Madoffonly had access to orderflow on the NASDAefor 
which he paid I centper sharefor. He would have no such advantagepre-1998 on the large- 
cap, NYSE listed stocks The marketing literature says he buys (Exlcon, McDonalds, American 
Express, IBM, Merck; etc...). 
18. Red Flag # 22: The FairJield Sent~y Liniited Performance Chart (AttaChment I) depictedfor 
Bernie MadofSs investment sh;ategy are misleading. The Sd~P 500 return line is accurate 
because it is moving up and down, reflectingpositive and negative returns. FairJieldSentry 's 
performance chart is' misleading, it is almost a straight line rising at a 45 degree angle. This . 
chart cannot be cumulative in the common usage clfthe termfor reportingpurposes, which 
means "geometric returns. " The ~hart must be some sort oSarithmetic average sum, since a true · 
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cumulatl;ve retumline, given the listed monthly returns would be exponentially rising tie. 
curving upward at an increasing rate). My rule oSthumb is that ifthe manager misstates his 
performance, you can't trust him. Yet somehow Madoffis now running the world 's largest, most 
clandestine hedgefi~nd so clearly investors aren 'r-doing their due diligence; And why does he 
provide the S&P 500 as his benchmark when he is actually managing using a S&P 100 strategy? 
Shouldn 't the performance line presented be the S&P 100 's (OEX) performance? 
19. Red ~Plag ii 23: Ct42y is Bernie MadofSborrowing money at an average rate of 1 6 00% per 
anum and allowing these thirdparty~ hedgefund, Sund offunds to pecker their I % and 20%~j~ees 
bases upon Bernie Madoffs hard work and brains? Does this make any sense at all? Typically 
FOF's charge only I % and 10~ yet BM allows them ~ie extra 100~ U'hy And why do these 
thirdpartiesfail to mention Bernie Mada~fin their marketing literature? After all he 's the 
manager don 't iizvestors have a right to know who 's managing their money? 
20. Red Flag # 24: Cinly MadoffSamily members areprivy to the investment strategy Name 
one other prominent multi-billion dollar hedgefund that doesn 'r have outside, non-family 
professionals involved in the investmentprocess. You can 'r because there aren 't any. Michael 
Ocrant, thejbrmer UAR Hedge Reporter listed above saw some- highly suspicious ri·dflags 
during his visit to Mado~jrS offices'and should be interviewed by the SEC as soon as possible. 
21. Red Flag # 25: The Mado~j~j~mily has held important leadershippositions with the NASD, 
NASDA1Q, SLA, DTC, and otherprominent indust~y bodies therefore these organizations would 
not be inclined to doubt or investigate Madofflnvestment Securities, LLC. The NASD and 
NASDAe do not e~cactly have a glorious rc~pulation as vigorous regulators untainted bypolitics 
or money. 

22. Red Flag # 26: BMgoes to 100% carhfor every December Sl"'year-end according to one 
FOF invested with BM: This allowsfor "cleanerfinancial statements " according to this source. 
Any unusual transfers or activity near a quarter-end oryear-end is a redjlagSorJT-aud. 
Recently, the ED REFCOSecurities engaged in 'ffake borrowing" with Liberty, a hedgefund, 
that made it appear that Liber~y owed REFCO over $400 million in receivables. This allowed 
REFCO to mask its true debtposition and made all ofth-eir equity ratios look better than they 
actually were. And~ofcourse, Grant Thdrton, REFCO 's external auditor missed this $400 million 
entry. As did the two lead underwriters who were also tasked with due-diligence ~n the IPO - 
CSFB and Goklman Sachs. BM uses his brother-in-law as his enti~mpl auditor, so in ~his case 
there isn 't even thefaL-ade of having an- independent and vigilant auditor veri~i~ing the 
accounti~ig entries. 

23. Red Flag ii 27: Several equity derivatives professii~na[s will all tell you that the split-strike 
conversion strategy that BM runs is an outrighrfi·aud ~and cannot possibly achieve f2% average 
annual returns with only 7 down inonths-during a 14.~ year time.period. Some derivatives 
t~x~perrs that the SEC should call to hear their opinions of how and why BM is~nfi·aud andfor 
silme insights into the mathematical reasons behind their belief~ the SEC should call. 

a. Leon Gross, Managing Director of Citigroup's world-wide equity derivatives 
researc~· unit; 3" Floor, 390 Greeriwich Slreet; New E'ork, NY 10013: Tel# 
800.492.9833 or·212.723.7873 or leon.i.nross(i~,citinrou~:cdm C-Leon can't 
believe that the SE~ hasn't shut down Bernie Madoffyet. He's also amazed that 
FOF's actually believe this stupid options strategy is capable of earning a positive 
return much less a 12% net average annual return. He thinks the strategy would 
havetroub!e earning I% net much`less 12% liet. Leon is a free spirit, so if you 
ask him he'll tell you but you'd understand it better if you met him at his 
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workplace in a private- confkrence room and tell' him he won't·need to' have 
Cifigroup lawyers present, you're just there for some friendly opinions. ~He talks 
derivatives at a high level,.so ask simple "yes or no" type questions to start off the 
interview then drill down,] 

b. Waiter "Bud"Haslett, CFA; Write Capital Management, LLC; Suite 455; 900 
Briggs Road; Mount Laurel, NJ 08065; Te1#:~856.727. 1700 or 
bu'd,hasl ett(ii),writecaT~ita1 .com www,writeca~ital. coon C Bud's firm runs $ 
hundreds ofmillions in options related strategies and he knows all of the math. 1 

c. Joanne Hill, Ph.D.; Vice-President and giobal head of eiluity derivatives research, 
Gddman Sachs (NY), 46" Floor; One New York Plaza, New York, NY 10004; 
Tel# 212.902.2908 [ Again, make sure she doesn't lawyer up or this conversation 
will be useless to you. Tell her you want her opinion and no one will hbla her to 
it or ever tell she gave the SEC an opinion without legal counsel present. i 

24. Red Flag # 28: EMS Sharpe Ratio 0$2.55 (Attachment I: Fair~ieldSenlry Ltd. 
Performance Data) is UNBELIEVABLY HIGH compared to the Sharpe Ratios 
experienced by the rest ofrhe hedgejitnd industry The S~Cshould obtain industry 
hedge fund rankings and see exactly how outstanding Fairjield Sentry Ltd. 's Sharpe 
Ratio is. Look at the hedgej~und rankingsjbr FairJield Sentry Ltd and see how their 
performance numbers compare to the rest ofthe indushy. Then askyourselfhow this; is 
possible and why hasn 'r the world come to acknowledge BMas the world S best hedge 
~ fund manager? 

25. Red Flag # 29: BMtells the thirdparty FOFS that he has so much money·under 
management that he 's going to close his strategy to new investments. However, I have 
.met several FOF 's who brag about their 'Special access" to BM's capacity. This would 
be humorous except that too many European FOF 's have told me this same .seductive 
story about their being so close to BMhaf he'll waive thefact that he 's closed iisj~unds 
to othei investors but let them in because they 're special. It seems like every single one 
oj~these thirdparty FOF 's has a "special relationship " with BM: 
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Conclusions: · 

i. I have presented 174 months (14 ~2 years) of Fairfield Sentry's return numbers dating 
back to December 1990. Only 7 months or 4% of the months saw negative returns. 
Classify this as "definitely too good to be true!" No major league baseball hitter bats 
.960, no NFL team has ever gone 96 wins and only 4 losses over a 100 game span, and 
you can bet everything you own that no money manager is up 96% of the months either- 
It is inconceivable that~BM's largest monthly loss could only·be -0.55% and that his 
longest losing streaks could consist of I slightly down month every couple ofyears.~ 
Nobody on earth is that gbod ofa money manager unless they're front-running. 

2. There are too many red flags to ignore. REFCO, Wood River, the Manhattan Fund, 
Princeton Economics, and other hedge fund blow ups all had a lot fewer red flags than 
Madoff and look what happened at those places. 

3. Bemie Madoffis running the world's largest unregistered hedge fund. He's organized 
this business as "hedge fund of funds private labeling their own hedge fUnds which 
Bernie Madoffsecretly runs for them using asplit-strike conversion strategy getting paid 
only trading commissions which are not disclosed." If this isn't a regulatory dodge, I 
don't know what is. This is back-door marketing and financing scheme that is opaque 
and rife with hidden fees the charges only commissions on the trades). If this product 
isn't marketed correctly, what is the chance that it is managed correctly? In my financial 
industry experience, Irve found that iYherever there's one cockroach in piain sight, many 
more are lurking behind the comer out of plain view. 

4. Mathematically this type of split-strike conversion fund should never be able to beat US 
Treasury Bills much less provide 12.00% average annual returns to investors net of fees. 
I and other derivatives professionals on Wall Street will swear up and down that a split- 
strige· conversion strategy cannot earn an average annual return anywhere near the 16% 
gross returns necessary to be able to deliver 12% net returns to investors. 

5. BM would have to be trading niore than 100% of the open interest of OEX index put 
options every month. And if BM is using only OTC OEX index options, it is guaranteed 
that the Wall Street frrms on the other side of those trades would have to-be laying offa 
significant portion of that risk in the exchange listed index options' markets. Everylarge 
derivatives dealer on Wall Street will tell you that Bernie Madoffis a fraud. Go ask the 
heads of equity derivatives trading at Morgan Stanley, Goldman Sachs, JP Morgan and - 
Citigroup their opinions about Bemie Madoff. They'll all tell the SEC that they can't 
believe that BM hasn't been caught yet. 

6. The SEC is slated to start overseeing hedge funds in February 2006, yet since Bemie 
Madoffis not registered as a hedge fund but acting as one but via third party shields, the 
chances of Madoff escaping SEC scrutiny- are very high. If I hadn't written this report, 
there's no way the SEC would have known to check the facts behind all of these third 
party hedge funds. 

MADOFF EXHIBITS-04464 



Potential Fall Out if Bernie Madoff turns out to be a Ponzi Scheme: · 

i. If·the average hedge fund is assumeh to be levered 4: i, it doesn't take a rocket scientist to 
realize that there might be anywhere from a few hundred billion on up in selling.pressure 
in the wake of a $20·- $50 billion hedge fund fraud. With the hedge fund market 
estimated to be $1 trillion, having one hedge fund with 2% - 5% of the industry's assets 
under management suddenly blow up, it is hard to prediet the severity of the resulting 
shock wave. Youjust know it'll be unpleasant for anywhere from a few days to a few 
weeks but the fall out shouldn't be anywhere near as great as that from the Long Term 
Capital Management Crises. Using the:hurricane scale with which we've all become 
quite familiar with this year, I'd rate BM turning out to be a Ponzi Scheme as a Category 
2 or 3 hurricane where the 1998 LTCM Crises was a Category 5. 

2. Hedge fund, fund of funds with greater than a 10% exposure to Bernie Madoff will likely 
be faced with forced redemptions. This will lead to a cascade of panic selling in all· of the 
various hedge fund sectors whether equity related or not. Long -short and market neutral 
managers will take losses as their shorts rise and their longs fall. Convertible arbitrage 
managers will ~ose as the long positions in underlying bonds are sold and the short equity 
call options are bought to close. Fixed-income arbitrage manageis will also face losses as 
credit spreadswiden. Basically, most he~dge funds categories with two exceptions will 
have at least one big do~x~p month thanksto the unwinding caused by forced rei~emptions. 
Dedicated Short Fu~ds and Long Volatility Funds are the two hedge fund categories that 
will do well. 

3. The french and Swiss Private Banks are the largest investors in Bernie Madoff. T~his will 
have a huge negative impact on the European capital markets as several large fund of 

~j~ci~ funds implode. I figure one-half to thiee-quarters of Bernie Madoff a fUnds come from ·a~·~i~"~- overseas. The unwinding trade will hurt all markets across the globe but it is the Private 
European Banks that will fare the worst. 

4. European regulators will be seen as not being upto the task of dealing with hedge fund 
fraud. Hopefully this scandal will serve as a long overdue wake-up call for them and 
result in increased'fi~nding and staffing levels for European Financial Regulators. 

5. In the US Fairfield Sentry, Broyhill, Access International Advisors, Tremont and several 
other hedge fund, fund offunds:will all implode. There will tie a call for in~reased hedge 

- fund regulation by scared and battered high- net worth investors. 

6. The Wall Street wire house FOF's are not invested in Madoffs strategy. As far as I 
know the wire house's internal FOF's all think he's a fraud and have avoided him like the 

plague. But these very same wire houses often own highly profitable hedge fund prime 
brokerage operations and these operations will suffercontained, but painfUl nonetheless, 
losses from loans to some hedge fUnds that gob;ustdurihg the panic selling. As a reiult, . 
I predict that some investment banks will pull out of the prime brokerage business 
deeming ittoo volatile from an earnings standpoint. Damage to Wall Street will be 
unpleasant in that hedge funds and FOF's are a big source of trading revenues. If the 
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hedge fund industry fad~s, Wall Street will need to find another revenue source to replace 
them. 

7. US Mutual fund investors and other long-term investors in main stream investment 
products will only feel a month or two's worth of pain from the selling cascade in the 
hedge fund arena but their markets should recover aftenvards. 

8. ~ Congress will be up in arms andtherk will be Senate and.House hearings just like there 
were for·long Term Capital Management. 

9. The SEC's critics who say the SEC shouldn't be regulating private partnerships will be 
foiever silenced; Hopefully this leads to expanded powers and increased funding for the 
SEC. Parties that opposed SEC entry into hedge fund regulation will fall siltnt. The 
SEC will gain political strength in Washington from this episode but only if the SEC is 
proactive and launches an immediate, full scale investigation into all of the Red Flags 
surrounding MadoffInvestment Securities, LLC. Otherwise, it is almost certain that 
NYAG Elliot Spitzer will launch his investigation first and once again beat the SEC to 
the punch causing.the SEC further public embarrassment, 

10. Hedge funds will face increased due diligence from regulators, investors, prime brokers 
and counter-parties which is a good thing and long overdue. 
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Potential Fall Out if Bernie Madoff is found out to be front-running customer order flow: 

i. This would be just one more black eye among many for the brokerage industry and the 
NYSE and NASDAQ.` At this point the reputations of both the NYSE and NASDAQ are 
already at rock bottom, so there's likely little downside left for these two troubled' 
organizations. 

2. The industry wouldn't miss a beat other than for the liquidation of Madoff Investment 
Securities, LLC. Figure it will be similar'to REFCO's demise only there won't be a 
buyer of the firm given that they cheated customers who would all be embariassed to 
remain customers once the news they've been ripped off is on the front-pages. These 
former customers are more likely to sue for damages than remain customers. Unsecured 
lenders would face losses but other than that the industry would be better off. 

3. At least the returns are real, in which case determining restitution could keep the courts 
busy for years. The Class Action Bar would be thrilled. A lot of the FOF's are registered 
offshore in places where the long arm of the law might not reach. My guess is that the 
fight for the money off-shore would keep dozens of lawyers happily employed for many 
years. 

4. The FOF's would suffer little in the way of damage. All could be counted on to say "F~Ye 
didn 't know the manager was generating returns ill~gally. ~e relied upon the NYSE and 
NASDAe to regulate their markets andpreventfront-running therefore ~ye see no reason 
to return anyfunds. " 

Attachments: 

i. 2 page Summary of Fairfield Sentry Ltd with performance data from December 1990 - 
May 2005 

2. Copy of the May 7, 200 1 Barrens' article, "Don'l Ask, Don 't TeCI; Berni~ 1Kadoffi~ so 
secrelefive, he even asks his investors to keep mum, " written by Erin E. Arvedlund. 

3. Partial list of French and Swiss money-managers and private banks with investments in 
Bernie Madoffu hedge fund. Undoubtedly there are dozens more European FOF's and 
Private Banks that are invested with BM. 

4. 2 page offering memorandum, fared March 29, 2001, for an investment in what I believe 
is Fairfield Sentry Ltd., one of several investment programs run by Madoff Investment 
Securities, LLC for third party hedge fund, fund offunds. I do not know who the source 
was who fared this document since the fax heading is blank. The document number 
listed at the bottom of the page appears to read I:\Data\WPDOCS IAG~94021597 
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ATTACHMENT 1: Fairfield Sentry Performance Data 

Fairfield Sentry Ltd Fund Category(s): 
Long/Short Equity 

Strategy Description: 

The Fund seeks to obtain capital appreciation of its assets principally through the utilization of a nontraditional options trading strategy 
described as "split strike conversion", to which the Fund allocates the predominant portion of its assets. This strategy has defined risk 
and profit parameters, which may be ascertained when a particular position is established. Set forth below is a description of the "split 
stnke conversion" strategies (SSC Investments-). The establishriient ola typical position entails· (i) the purchase of a group or basket 
of equity secun'ties that are intended to highly correlate to the SEP 100 Index , (ii) the sale of out-of-the-money SEP 100 Index call 
options in an equivalentcontrad value dollar amount to the basket of equity securities, and (iii) the purchase of an equivalent number 
of out-of-Me-money SEP 100 Index put options. An index call option is out-of-the-money when its strike price is greater than.the 
current price of Me index; an index put option is out-of the-money when the stn'ke pn'ce is lower than the current price of the index. 
The basket typically donsists of approximately 35 to 45 stocks in the S8P 100. The I~gic of this strategy is that once a long stock . 
position has been established, selling a call against such long position will increase the standstill rate of retum. while allowing upward 
movement to the short call strike price. The purchase of an out-of-the-money put, funded with part·or all of Vie call premium, protects 
the equity position hom· downside risk. A bullish or bearish bias of the positions can be achieved by adjustment of the strike prices in i 
Me S&P 300 puts and calls. The further away the strike prices are from Me price of the SEP 100, the mom bullish the strategy. 
However, the dollar value underlying the put options always approximates the value of the basket of stocks. 

Contact Info ·I Fees 8 Structure 

Fund: Fairfield Sentry Ltd Fund Assets: $5100.001'si~pn 
General Partner: Arden Asset Management Strategy Assets: 85300.60miili~i~- 

Address: 919 Third Avenue Firm Assets: $8300million 
Ilth th Floor Min. Invejtment: g O.lOmillion 
New York NY 10022 1~ Management Fee; 1.00% 
USA Incentive Fee: 20.00% 

Tel: 212-319-6060 Hurdle Rate: 
Fax: High Water Mark: Yes 

Email: fairfieldfunds@fggus.com Additions: Monthly 
Contact Person: Fairfield Funds Redemptions: Monthly 

Portfolio Manager: Lockup: 
Inception Date: Dec-1990 

Moriey Invested In: United States 
Open to New 

Yes 
Investments: 

Annual Returns 

1990 1 19911 1992 1 1993 1 1994-1 1995 1 1996 i997 1998 1 1999 i 2000 1 200! 12002 12003 12004(2005 

18:58"/,114.67"1".68%)1 1.49%112.95%112.99%)14.q0%113.40%114.18%111.55%(10.68~9.33~78~2~o;r;l~OII~/~i: 

0· 

I I I I 

Is 
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Year To Date: L 2.52X I I Sharps Rbtro (Rolling 12): 2.56 

Highest 12 Month Retum: ( 19.98%1 1 s~ana~l~a~%a~a~a~a~a~a~a~a~a~l g~e~si~ 
Lowest 12 Month Return: L 6.23561 Std. Dev. (Uonthly): 0.75% 
~ifs~i~e~l ~ts~l I. Std.Dev.(Rollingl2~1 2.74% 
Average Monthly Retum:J 0.96%1 I -Beta: 0.06 

Highest Monthly Return: 1 3.36%1 1 Alpha. 0.91 
~a~PBI I · R:( 0.30 

Average Gain:l 1.01%1 1 RSquared: O. 

AverageLoss: -0:24X 

lesi~sr;i~( ~e~t~Es~w~ 
Compounded Monthly Return: 6.96% 

~B~I~9~ 
Maximum Drawdown: I .~).55X 

Jan Feb Mar Apr May Jun Jul Aug Se~ ' Od Nov Dec 

1990 ~IUA N/A N/A N/A NIA N/A N/A NIA NIA N/A N/A 2.83% E 

1991 3.08XE 1.46D~E 0.59%E 1.39%E 1.88%E 0.37%E 2,040mE 1.07%E 0.80%E 2.82%E 0.08XE 1.63%E 

1992 0.49% E 12.79% E 11.010~ E(2.86% E ~f~f~8 1.29X E 0.00% E 0.92% E 0.40% E 1.40% E 1.42% E 1.43% E 
1993 O.OO%E 1.93%E 1.8636E10.06%E 1.72%6 0.86XE 0.09%E 1.78%E 0.35%E 1.77XE 0.26%E 0.45%E 

1994 · (2.18% E I ~I~E~EB~ 11·520/o E (' 1-82% E I o:slD/o E 10.290/0 E11.780~El 0.42% El 0.82% ~11:88% EJ ~f~j~fi~ (0.66% E 
1995 0.92X E 10.7636 E la.84% E 11.69X E 11.72% E(0.50% E(1.08% E I D3f4~i~ i·7o% E 1·so% E o·51o~ E 1.10% E 

1996 1.49X E)0.73% E 11.23% E 10.~4% E 11.41% E I d.22% E 11.92% E(0.2736 E /1.22% E)1.100/. E(1.58% E 10.48% E 

1997 2.45%E)0.73% E10.86%E 1.17%E 0.63% E 1.3456E 0.75%E 0.35SdE 2.39%E 0.5536 E 1.56% E 0.42%E 

1998 0.91%E 1.29XE 1.75XE 0.42%E 1.76%6 1.28%E 0.83XE a.28XE 1.04%E i.S3%E 0.84%E 0.33%E 

1999 2.D6%E 0.17%E 2.29XE 0.36%E 1.51%E 1.76%E10.43%E 0.94XE 0.73%E 1.11%E 1.61XEIO:39%E 

2000 2.200mE 0.20%E 1.84%E 0.3446E 1.37%E 0.80%E 0.65%E 1.32%E 0.25%E 0.92%E10.68%E 0.43%E 

2001 2.21XE 0.14XE 1.13%E 1.32%E 0.32%E 0.23XE 0.44%E 1.O-tS6E 0.73%E 1.28XE 1.21XE 0.19%E 

2002 0.d3% E)0.6056 E 10.46X E 11.16% E 12.12% E 10.26% E(3.36% E I ~ 0.13% E 10.73% E(0.16% E 10.06%. E 
2003 ~q~~ 19.04% E 11.97% E(O.IOX E( 0.9j%~l.00%~T~.44%~0.220~;E~f0~930/~Ti~('~/~~ 
2004 0.94% E 10.5q% E 10.05% C)0.43% C 10.66% C 11.28% C 10.08% CI 1.33X E 10.53% E 10.03% E10.79% E 10.24X 5 
2005 0.51% E 10.37% El 0;85% C10.14% C10.63% C ' N/A N/A NUA N/A ~UA NIA NIA 

~1P~$i~gq~%~`f~~ 
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Attachment 2: Barren's Article dated May 7, 2001 

"Don 't Ask, Don 't Tell" 

Beunie Madoffis so secrelive, h~ even aslcs investors to keep mum 

By ERIN. E. ARVEDLUND 

Barren's / Monday, May 7, 200~ 

Two years ago, at a hedge-fund conference in.New York, attendees were asked to name ·some of· 
their favorite and most-respected hedge-fund managers. Neither George Sores nor Julian 
Robertson merited a single ment~on. But one manager received lavish praise: Bernard Madoff. 

Folks on Wall Street know Bernie -Madoff well. His brokerage firm, Madoff Securities, helped 
kick-start the Nasdaq Stock Market in the early 1970s and is now one of the top three market 
makers in Nasdaq stocks. Madoff Securities is also the third-largest firm matching buyers and 
sellers of New York Stock Exchange-listed securities. Charles Schwab, Fidelity Investments and 
a slew of discount brokerages all send trades through Madoff. 

Some folks on Wall Street think there's more to how Madoff(above) generates hi~ enviable 
stream of investment returns than meets the eye. Madoff calls 'th~se claims "ridiculous. 

But what jC~ew on the Street know is that Bernie Madoff also manages $6 billion-to-$7 billion for 
wealthy individuals. Thatls.eraough to rank Madoff~s operation among the world's three largest 
hedge funds, according to a May 2001 report in MAR Hedge, a trade publication. 

What's more, these private accounts, have produced compound average annual returris of 15% 
for more than a decade. Remarkably, some of the larger, billion-~ollar Madoff-run funds have 
never had a downyear. 

When Barren's asked MadoffFriday how he accomplishes this, he said, "It's a proprietary 
strategy. I can't go into it in great detail." 

Nor were the firms that market h·ladofrs fUnds forthcoming when contacted earlier. "It's a private 
fund; And so our inclination has been not to discuss its returns," says Jeffieyy Tucker, partner and 
co-founder ofFairfield Greenwich, aNew York City-based hedge-fund marketer. "Why Barren's 
would have any interest in this fund Idon't know." One of Fairfield Greenwich's most sought- 
after funds is Fairfield Sentry Limited. Managed by Bemie Madoffl Fairfield Sentry has· assets of 
$3.3 billion. 

A Madoff hedge-fund offering memorandums describes his strategy this way~ "Typically, a 
position will consist of the ownership of 30-35 S&P 100 stocks, most correlated to that index, the 
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sale of out-of-the-money calls on the index and the purchase of out-of-the-money puts on the 
index. The sale of the calls is designed to increase the rate of return, while allowing upward 
movement of the stock portfolio to the strike price of the calls. The puts, funded in large part by 
the sale of the calls, limit the portfolii~'s downside. 

Among options traders, that's known as the "split-strike conversion" strategy. In layman's terms, 
it means Madoffinvests primarily in the largest stocks in the S&P 100 index -- names like 
General Electric, Intel and Cbca-Cola. Pit the·-same time, he buys and sells options against those 
stoc~. For example, Madoff might purchase shares of GE and sel-l a call option on a comparable 
nuinber of shares -- that is, an option to buy the shares at a fixed price at a future date; At the 
same time, he would buy a put option on the stock, which gives him the right to sell shares at a 
fixed price at a future date. 

The strategy, in effect, creates a boundary on a stock, limiting its upside~ while at the same time 
protecting against a sharp·decline in the share price. When done coirectly, this so-called market- 
neutral strategy produces positive returns no matter which way the market goes. 

Using this split-stri~ce conversion strategy, Fairfield Sentry Limited has had onlyfour down 
month~ since inception in 1989. In 1990, Fairfield Sentry was up 27%. In the ensuing decade, it 
returned no less than 11% in any year, and sometimes as high as 18%. Last year, Fairfie!d Sentry 
returned 11.55%~and so far in 2001, the fund is up 3.52%. 

Those returns have been so consistent that some on the Street have begun speculating:that 
Madoffs market-making operation subsidizes and smooths his hedge-fund returns. 

How might Madoff Securities do this? Access to such a huge capital.base could allow Madoff to 
make much larger bets -- with very little risk -- than it could otherwise. It would work like this: 
Madoff Securities stands in the' middle of a tremendous river of orders, which means that its 
traders have advance knowledge, if only by a few seconds, of what big customers are buying and 
selling. By hopping on the bandwagon, the market maker could effectively lock in profits. In 
such a ·case, throwing a little· cash back to the hedge funds would be no big deal. 

When Barren's ran that scenario by Madoff; he disinissed it as "ridiculous." 

Still,'some on Wall Street remain skeptical about how Madoff achieves such stunning double; 
·digit returns using options alone. The recent MAR Hedge ~eport, for example, cited more than a 
dozen hedge fund professionals, including current and former Madoff traders, who questioned 
why no one had been able to duplicate Madoffs returns using this strategy..likewise, three 
option strategists at major investment banks told Barren's they couldn't understand how Madoff 
churns, out such numbers. Adds a former. M~doffinvestor: "Anybody who's a seasoned hedge- 
fund investor knows the split-strike conversion is not the whole story. To take it at face value is a 
bit ndive." 

Madoff dismisses such skepticism. "Whoever tried to reverse-engineer \, he didn't do a goodjob. 
If he did, these numbers would not be unusual." Curiously, he charges no fees ~for his money- 
management services.- Nor does he take a cut of the 1.5% fees marketers like Fairfield 
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Greenwich char$e investors each year. Why not? "We'ie perfectly happy to just earn 
commissions on the trades," he says. 

Perhaps so. But consider the sheer scope of the money Madoff would appear to be leaving on the 
table.'A ·typical hedge fund charges I% of assets annually, plus 20% of profits. On a $6 billion 
fund' generating 15% annual returns, that adds up to ·$240 million a year. 

· ~he lessons of Long-Term Capital Management's collapse are.that investors need, or should 
want, transparency in their money manager's investment strategy. But Madoff~s investors rave 
about his performance -- even though they don't understand how he does it. "Even 
la~owledgeable people can't really tell you what he's doing," one very satisfied investor told 
Barron's. "People who -have all the trade confirmations'and statements still can't define it very 
well. The only thing I know isthat he's often in cash" when volatility levels get extreme, This 
investor declined to be quoted by name. Why' Because Madoffpolitely requests that his 
investors not reveal that he runs their money. . 

"What Madoff told us was, 'If you invest ~th me, you must never tell anyone that you're 
invested with me. It's no one's business what goes onhere,"' says an investment manager who 
took over a pool of assets that included an investment in a Madoff fund. "When he couldn't 
explain \ how they were up or down in a particular month," h~ added, "I pulled the money out." 

· For investors who aren't put off by such secrecy, it should be noted that Fairfield and Kingate 
Managerinent both market funds managed by Madoff, as does Tremont Advisers, a publicly 
traded hedge-fund advisory firm. 

URL for-·this ~irticie: 

http .//online.barrons .com/article!SB9890 19667829349012.html 

~il~ek"a~f~ 
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Attachment 3 

Partial List of French & Swiss money-managers / Private Banks invested with 13ernie 
Madoff who are likely to become insolvent if this is a Ponzi Scheme. More are out there. 

Paris & Paris suburbs 

1. AGF Asset Management; Mr. Jean Francois Bert; 14 Rue Havely 75009 

2. · Alterinvest; Mr. Etienne Bemier; 42 Avenue Montaigne; Tel # 33 1 53 67 53 27 

3. Altigest; Mr. Lescoat; 23 Rue d'Antin 75002; Tel # 33 1 42 66 15 43 

4. GT Finances; Mr. Moreau; 16 Place De La Madeleine; Tel # 33 1 53 43 20 41 

5. John Locke Investments; Mr. Bertrand Savatier; Cyrille Finances; 2 Rue des Italiens 

6. Oddo Asset Management; Mr. Philippe Oddo; 12 Boulevard De La Madeline 75009; Tel 
# 33 1 44 51 83 83 

7. S~V International; Mr. Voisin; 64 Ed Pereire 75017; Tel # 33 1 40 54 80 00 

8. Tethys; Mr. Jean Paul Delattre; 5 Rue Du 8 Mai 1945; Clichy; Tel # 33 1 47 56 87 46 

Geneva, Swit~erland 

1. Aforge;- Mr. Henrvieux Causse; 7 Rue Francois Versonnex; 41 22 7078240 

2. Banque Piguet; Mr. Tosi; 5 Place De L'universite; Tel # 41 22 3112700 

3. Dexia Asset Management; Mr. Jean Seb~tien Debusschere; 2~9~ue Jargommant 1207 
Tel # 41 22 7079011 

4. Fund Invest; Mr. Roer Galor; 22·Rue de Villereuse; Tel # 41 5929212 

5. Fix Family Office; Mademoiselle Ayca Pars; 7-9 Rue De La Croix D'or; 
Tel # 41 22 3178866 

-6. SCS Alliance; Mr. Saba; 11 Roue de Florissant; Tel # 41 22 8390100 

Notes: 

I. French and Swiss money-managers and Private Banks are Bemie Madoffs largest 
investors because they lack quantitative finance skills. 

2. I estimate that between 50% - 75% of Bernie Madofrs assets are European based. 
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ATTACHMENT 4 

Copy of a Fax dated March, 21, 2001 3:57 p.m. from an unknown sender (I forgot who sent it) 
that explains the -Use of Proceeds and Investment Program offered by Fairfield Sentry Ltd but 
managed by Bemie Madoff. The fax machine header reads N0.880 P.1 so it is 
impossible for me to identify the source at this time. This looks to be pages 6 and 7 of an 
offering memorandum. I would be happy to turn over.my original fax copy to the SEC. The 
document number listed on- both pages is·a bit blurry but appears to read 
I:\Dlc~TA\WPDoCslAc_\94021597 

USE OF PROCEEDS 

The entire net proceeds fromthe sale of the interests will be available to the Partnership. The 
Partnership incurred approximately $5,000 in connection with the initial offering of Interests for 
the admission of Limited Partners ~such costs consisting primarily of legal fees and blue sky 
filing fees. The General Partners do no intent to pay any commissions or fees to broker-dealers 
in connection with the offering. However, in the event any fees or commissions are paid, they 
will be paid by the General Partners rather than the Partnership. The General Partners have not 
e;stablished any maximum amounts for such fees and commissions, none of which have been 
paid or earned to date. 

The Partnership's funds areallocated to an account at Bernard L. MadoffInvestment 
Securities (see "TNVESTMENT PROGRAM"). Funds not so allocated will be maintained in 
cash. Bemard L. Madoff Securities is employed solely as an agent of the Partnership. It has no 
ownership interest in the Partnership and no role in the overall management ofthe. Partnership. 

The Partnership will not make any loans to affiliated entities nor will it invest in any foreign 
government securities. 

INVESTMENT PROGRAM 

The Partnership seeks to obtain capital appreciation of-its assets through the utilization of 
nontraditionaloptions trading strategies. The General Partners have established a discretionary 
account for the Partnership at Bernard L. MadoffInvestment Securities ("BLM"), a registered 
broker-dealer in New York, New York, which utilizes a strategy described as a "split strike 
conversion". This ·strategy has· defined risk and profit parameters which may beascertained 
when a particular position is established. All investment decisions in the account at BLM are 
effected by persons associated with B~LM. The firm, ~hich employs approximately 150 people, 
acts primarily as a.market maker· in stocks and convertible securities. Most of the stocks for 
which it acts as a market maker are also listed on the New York Stock Exchange. Set forth 
below is a description of the "split strike conversion strategies. 

The establishment of a typical position entails (i) the purchase of equity shares, (ii) the sale 
of a related out of the money call option representing an amount of underlying shares equal to 
the number of equity shares purchased, and (iii) thepurchase of a related put option which is at 

or out of the money. A call option is sold out of the money when its strike price is greater than 

24 
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the current price of the Stock; a put option is out of the money when the strike price is lower th~in. 
the current price of the stock, 

The logic of thigstrategy is that once a long stock position has been established, selling a call 
against such along position will increase the~ standstill rate of return, while allowing upward 
movement to the short call strike price. The purchase of an at or out of the money put, funded 
with part or all of the call premium, protects the equity position from downside risk. 

Equity index options are also utilized in this trading methodology. Such a strategy involves 
buyirig a group of equity securities that together will highly correlate td the S&P 100 Index ("the 
OEX'3. Equivalent contract value dollar amounts of out of the money OEX call options are sold, 
and out of the·money OEX put options are purchased, against the basket of stocks. The basket 
typically consists of approximately 35 stocks in the S&P 100 Index. 

A bullish or bearish bias of the positions can be achieved by adjustment of the strike prices In 
the OEX puts and calls. The ~i~ther away the strike prices are from the price of the S&P 100 
Index, the more bullish the strategy. However,:the dollar value underlying the put options 
always approximates the value of the basket of stocks. 

The Partnership bears the cost of all brokerage fees and commissions charged in 
connection with the account at BLM. All interest earned on credit balances is credited to the 

Partnership. 

BLM acts as principal in connection with its sale of securities to the Partnership, and the 
purchase of securities from the Partnership. BLM acts as a market-makerin the stocks 
purchased and sold by the Partnership. These market making activities enable BLM to trade 
with the Partnership as principal. See "CERTAIN RISK' FACTORS". 

The options transactions executed ~5~5~ are effected, primarily, in the 
over-the-counter, not on a iegistered options exchange. 

There can be no assurance that the investment objectives of thePartnership will be achieved. 
Ti~'PARTNERSHIP'S INVESMENT ~I~ROGRAM IS SPECULATIVE AND ENTAILS 
SUBST~ANTIPiL RISKS. MARKET RISKS ARE INHERENT IN ALL SECURITIES TCi 
VARMNG DEGREES. ·NO ASSURANCE CAN BE GIVEN THAT THE PARTNETiSHLP'S 

TNVESTMENT OBJECTIVE WILL BE REALIZED. (SEE "CERTAIN RISK FACTORS".) 
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TO: 

FROM: 

CONFIDENTIAL MEMORANDUM 

ATTACK ON AMERICAN FREE ENTERPRISE SYSTEM 

Hr. Eugene B. Sydnor, Jr. 
Chairman 
Education Committee 
u.s. Chamber of Commerce 

Lewis F. Powell, Jr. 

DATE: August 23, 1971 

This memorandum is submitted at your request as a 

basis for the discussion on August 24 with Mr. Booth and others 

at the u.s. C~ber of Commerce. The purpose is to identify the 

problem, and suggest possible avenues of action for further 

consideration. 

Dimensions of the Attack 

No thoughtful person can question that the Aalerican 

economic system is under broad attack.* This varies in scope, 

intensity, in the techniques employed, and in the level of 

visibility. 

There always have been some wbo opposed the American 

system, and preferred socialiB1ll or some form of statitsm 

*Variously called: the "free enterpriae system", "capitalism", 
and the "profit aystem". The American political system of 
democracy under the rule of law is slao under attack, often by 
the aame individuals and organizations wbo seek to undermine 
the enterprise system. 
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(communism or fascism). Also, there always have been critics 

of the system, whose criticism has been wholesCllile and constructive 

so long as the objective was to improve rather than to subvert 

or destroy. 

But what now concerns us is quite new in the history 

of America. We are not dealing with ep!Ls6dic or isolated attacks 

from a relatively few extremists or even fr~ the minority socialist 

cadre. Rather, the assault on the enterprise system is broadly 

based and consistently pursued. It is gaining momentum and 

converts. 

Sources of the Attack 

The sources are varied and diffused. They include, 

not unexpectedly, the Communists, New Leftists and other 

revolutionaries who would destroy the entire system, both 

political and economic. These extremists of the left are far 

more numerous, better finance.,, and increasingly are more 

welcomed and encouraged by other elements of society, than ever 

before in our history. But they remain a 8Dl8ll minority, and 

are not yet the principal cause for concern. 

The most disquieting voices joining the chorus of 

criticism, come from perfectly reepectab~e elements of society: 

from the college campus, the pulpit, the media, the intellectual 



3. 

and literary journals, the arts and sciences, and from politicians. 

In most of these groups the movement against the system is 

participated in only by minorities. Yet, these often are the 

most articulate, the most vocal, the most prolific in their 

writing and speaking. 

Moreover, much of the media - for varying motives and 

in varying degrees - either voluntarily accords unique publicity 

to these "attackers", or at least allows then: to exploit the 

media for their purposes. This is especially true of television, 

wtrlieb now plays such a predominant role in shaping the thinking, 

attitudes and emotions of our people. 

One of the bewildering paradoxes of our time is the 

extent to which the enterprise system tolerates, if not participates 

in, its own destruction. 

The campuses from which much of the criticism emanates 

are supported by (i) tax funds generated largely from American 

business, and (ii) contributions from capital funds controlled 

or generated by American business. The Boards of Trustees of 

our universities overwhelmingly are composed of men and women 

who are leaders in the syatem. 

Most of the media, including the national TV systems, 

are owned and theoretically controlled by corporation• which 

. ', •'• - ..... ,, 
, .. ,.,,.;.• 
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depend upon profits, and the enterprise system to survive. 

Tone of the Attack 

This memorandum is not the place to document ~n detail 

the ,tone, character, or intensity of the attack. The following 

quotations will suffice to give one a general idea: 

Willi8111 Kunstler, warmly welcODied on campuses and 

listed in a recent student poll as the "American lawyer. most 

admired", incites audiences as follows: 

'~ou must learn to fight in the streets 1 to 
revolt 1 to shoot guns. We will learn to do 
all of the things that property owners fear".* 

The New Leftists who heed Kunstler's advice increasingly 

are beginning to act - not just against military recruiting offices 

and manufacturers of munitions, but against a variety of businesses: 

"Since February 1970, branches (of Bank of 
America) have been attacked 39 ttmes. 22 
ttmes with explosive devices and 17 times 
with fire bombs or by arsonists".** 

Although New Leftist spokesmen are succeeding in 

radicalizing thousands of the young, the greater cause for concern 

is the hostility of respectable liberals and social reformers. 

*Richmond News-Leader 1 June 8, 1970, Column of William F. 
Buckley 1 Jr. 

**N. Y. Ttmes Service article. reprinted Richmond Times-D1spatch 1 

May 17. 1971. 



It is the sum total of their views and influence which could 

indeed fatally weaken or destroy the system. 

A chilling description of what 18 being taught on 

many of our car.apuses was written by Stewart Alsop: 

"Yale, like every other major eollege, 1a 
graduating scores of bright young men wbo 
are practitioners of 'the politics of despair'. 
These young men despise the American political 
and. economic system • • • (their) minds seem 
to be wholly closed, They live, not by 
rational disc:ussion, but by a:d.ndless slogans".* 

5. 

A recant pcll of students on 12 representative campuses· 

reported that: 

"Almost half the students favored socialiaation 
of basic u.s. industries".** 

A visiting professor from England at Rockford College 

gave a series of lectures entitled "The Ideological War Against 

Western Society" 1 in which he documents the extent to which 

members of the intellectual community are waging ideological 

warfare against the enterprise system and the values of western 

society, In a foreword to these lectures, femed Dr. Milton 

Friedman of Chicago warned: 

"It (is) crystal clear that the foundations of 
our free society are under wide-ranging and 
powerful attack • not b¥ Communist or any 

*Stewart Also-p, Yale and the Deadly Danger, New!!Week, May 18, 
1970. 

**Editorial, Richmond TilDes Dispatch, July 7, 1971. 



other conspiracy but by misguided individuals 
parroting one another and unwittingly serving 
ends they would never intentionally promote".* 

Perhaps the single most effective antagonist of 

6. 

American business is Ralph Nader who - thanks largely to the 

media - bas become a legend in his own time and an idol of 

mil lions of Americans. A recent article in Fortune speaks of 

Hader as follows: 

''The passion that rules in him - and he is a 
passionate man - is ~ed at smashing utterly 
the target of his hatted, which is corporate 
power. He thinks 1 and says quite bluntly. that 
a great many corporate executives belong in 
prison - for defrauding the consumer with shoddy 
merchandise, poisoning the food BUp))ly with 
chemical additives, and willfully manufacturing 
unsafe products that will maim or kill the 
buyer. , • • He emphasizes . that be is not 
talking just about 'fly-by-night hucksters' 
but the top 1118.nagement of blue-chip business",** 

A frontal auault was made on our government 1 our system 

of justice, and the free enterprise system by Yale professor 

Charles Reich in his widely publicized book: ''The Greenins of 

America" 1 published last l'inter. 

*Dr. Milton Friedman, Prof'i of Economics 1 U. of Chicago, writins 
a Foreword to Dr. Arthur A. Shenfield's Rockford College lectures 
entitled ''The Ideological War Against Western Society" 1 copy­
righted 1970 by Rockford College. 

**Fortune, May 1971, p. 145. Thb Fortune analysis of the Nader 
influence includes a reference to Nader 1s Visit to a college 
where be was paid a lecture fee of $2,500 for "denouncing 
America's big corporations in Vel\01110Us language • • • bringing 
(rousing and spontaneous) bursts of applause" when he was asked 
when he planned to run for President. 
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The foregoing references illustrate the broad, shotgun 

attack on the syste111 itself. There are countless examples of 

rifle shots which undermine confidence and confuse the public. 

Favorite current targets are proposals for tax incentives through 

changes in depreciation rates and investment credits. These 

are usually described in the media as "tax breaks", '\oop holes", 

or "tax benefits" for the benefit of business. As viewed by 

a colwmist in the Post, such tax measures would benefit ':'only 

the rich, the owners of big companies".* 

It is d1SIIJ4Yf.ng that many politicians make the same 

argument that tax measures of this kind benefit only ''business", 

without benefit to "the poor11
• The fact that this is either 

political dem~~ or economic illiteracy, is of slight 

COIIIfort. This settiog of the "rich" against the '"poor" 1 of 

business against the people, is the cheapest and most dangerous 

kind of polities. 

The Apathy and Default of Business 

What bas been the response of business to this massive 

assault upon its fundamental economies, upon its philosophy, 

upon ita right to continue to manage its own affairs, and indeed 

upon its integrity? 

*The Washington Post, Column of {~illi&lll Raspberry, June 28, 1971. 
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The painfully sad truth is that busine8s, including 

the boards of directors and the top executives of corporations 

great and small and business organizations at all levels, often 

have res110nded - if at all - by appeasement, ineptitude and 

ignoring the problem. There are, of course, lll8liY exceptions 

to thie sweeping generalization. But the net effect of such 

res110ftse as bas been '1118de is scarcely visible. 

In all fairness, it must be recognized that business­

men have not been trained or equipped to conduct guerrilla war­

fare with those who propagandize against the syste111 1 seeking 

insidiously and constantly to sabotage it, The traditional 

role of bullliness executives has been to manage, to procluee, to 

sell, to create jobo 1 to make profits, to improve the standard 

of living, to be coa:munlty leaders, to serve on charitable and 

educational boards, and generally to be good citizens. They 

have performed these tasks very well indeed. 

But they have shown little stomach for bard-nose contest 

with their critics, and little skill in effective intellectual 

and philosophical debate. 

A column recently carried by the Wall Street Journal 

was entitled: "Memo to GM; WhY Not Fight Back?"* Although 

addressed to GM by name, the article was a warning to all 

American business. ColUIIIDist St. John said: 

*Jeffrey St. John, The Wall Street Journal. May 21, 1971 



"General Motors, like American business in 
general, is 'plainly in trouble' because 
intellectual bromides have been substituted 
for a sound intellectual exposition of its 
point of view''. 

9. 

Mr. St. John then commented on the tendency of business 

leaders to compr0111tse with and appease critics. Be cited the 

concessions which Nader wins from t11Anagement, and spoke of "the 

fallacious view many buaines!IIJien take toward their critics:· . 

He drew a parallel to the lllistaken tactics of many college 

administrators: 

"College administrators learned too late that 
such appeasement serves to destroy free speech, 
academic freedolll and genuine scholarship, One 
c81J11PUS radical ..._,.nd was conceded by university 
beads only to be followed by a fresh crop which 
soon escalated to what amounted to a demand for 
outright surrender". 

One need not agree entirely with Mr. St. John's analysis. 

But most observers of the American scene will agree1.:that the 

essence of his message is sound. American business "plainly 

is in trouble"; the response to the wide range of critics has 

been ineffective. and bas included appeasement: the time has 

come - indeed, it is long overdue - for the wiedolll1 ingenuity 

and resources of American business to be marshaled against 

those who would destroy it. 
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Responsibilit:y of Business Executives 

What specifically should be done? The fiTst essential -

a pTerequiaite to any effective action - is fOT businessmen 

to confront this pToblem as a pTimary responsibility of cOTpoTate 

management. 

The oveuiding first need b fOT busines8lllen to 

recognize that the ultimate issue may be survival - survival 

of what we call the free enterprise system, and all that this 

means for the sttength and prosperity of .America and the freedom 

of OUT people. 

The day is long past: when the chief executive officer 

of a major cOTpoTation discbaTges his responsibility by maintaining 

a satisfactory gTowth of profits, with due Tegard to the corpora­

tion's public and social responsibilities. If our system is 

to survive, top management IIIUst be equally concerned with protecting 

and preserving the system itself. This illVOlves far more than 

an increased emphasis on "public relations~' or "governmental 

affairs" - two &Teas in which corpOTations long have invested 

substantial sums. 

A significant first step by individual corporations 

could well be the designation of an executive vice p'resident 

(ranking with other executive VP's) whose responsibility is 
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to counter - on the broadest front - the attack on the enter­

prise system. The public relations department could be one 

of the fundations assigned to this executive, but his respon­

sibilities should encompass some of the types of activities 

referred to subsequently in this memorandum. His budget and 

staff should be adequate to the task. 

Possible Role of the Chamber of Commerce 

But independent and uncoordinated activity by individual 

corporations, as important as this is, will not be sufficient. 

Strength lies in organisation, in careful long-range planning 

and implementation, in consistency of action over an indefinite 

period of years, in the scale of financing available only through 

joint effort, and in the political power available only through 

united action and national organizations. 

Moreover, there is the quite understandable reluctance 

on the part of any one corporation to get too far out in front 

and to make itself too visible a: target. 

The role of the National Chamber of Commerce is there• 

fore vital. Other .national organizations (especially those of 

various industrial and coaanercial groups) should join in the 

effort, but no other organizations a'Pl'eara to be as well situated 

as the Chamber. It enjoys a strategic potlition, with a fine 
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reputation and a broad base of support. Also - and this is of 

illllneasurable merit • there are hundreds of local Chambers of 

Coa erce which can play a vital supportive role. 

It hardly need be said that before embarldag upon any 

p~em the Chamber should study and analyze possible courses 

of action and activities, weighing risks against probable effective­

ness and feasibility of each. Considerations of cost, the 

assurance of financial and other support frOID members, adequacy 

of staffing and similar problems will all require the most 

thoughtful consideration~ 

The assault on the enterprise system was not mounted 

in a ffiN months. It bas gradually evolved over the past two 

decades, barely perceptible in its origins and benefitting from 

a gradualism that provoked little awareness much less any real 

reaction. 

Although origins 1 sources and causes are complex and 

interrelated, and obviously difficult to identify without care­

ful qualification, there is reason to believe that the campus 

iB the Bingle most dynamic source. Tbe social science faculties 

usually include members who are unsympathetic to the enterprise 

system. They may range froln a Herbert H&rcuse, Marxist faculty 
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member at the Univusity of California at San Diego, and con­

vinced socialists. to the ambivalent liberal critic who finds 

1110re to condemn than to cOIDI!Iend. Sueh faculty members need not 

be in a majority. They are often personally attractive and 

magnetic; they are stimulating teachers 1 and their controversy 

attracts student following; they are prolific writers and 

lecturers: they author many of the textbooks; and they exert 

enormous influence • far out of proportion to their numbers • 

on their colleagues and in the academic world. 

Social science faculties (the political scientist, 

economist, sociologist and many of the historians) tend to be 

liberally oriented, even when leftists are not present. This 

is not a criticiBITI per .!!• as the need for liberal thought is 

essential to a balanced viewpoint. The difficulty is that 

•'balance" is conspicuous by its absence on many campuses, with 

relatively few members being of conservative or<· moderate persua· 

sion and even the relatively few often being less articulate 

and aggressive than their crusading colleagues. 

This situation extending back many years and with 

the imbalance gradually worsening, bas had an enormous impact 

on millions of young Asnerican students. In an article in 

Barron's weekly, seeking an answer to why so many young people 

are disaffected even to the point of being revolutionaries, it 

was said: 
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"Because they were taught that way".* 

Or, as noted by columnist Stewart Alsop; writing about 

his .!!!!!! mater : 

Yale, like every other major college, is 
graduating scores of bright youos men • 
who despise the American political and 
economic system". 

• • 

As these ''bright young men", from c8111puaes across 

the country, seek opportunities to change a system which they 

have been taught to distrust - if not, indeed "despise" - they 

seek employment in the centers of the real pOWer and influence 

in our country, namely: (i) with the news media, especially 

television; (ii) in gover~~:~~WDt, as "staffers" and consultants 

at various levels; (iii) in elective politics; (v) as lecturers 

and writers; and (v) on the faculties at various levels of 

education. 

HaDy do enter the enterprise system - in business 

and the profesdons - and for the most part they quickly dis­

cover the fallacies of what they have been taught. But those 

who eschew the mainstream of the system. often remain in key 

· positions of influence where they mold public opinion and often 

shape goveramental action. In many instances, these "intellectuals" 

*Barron' a National Business and Financial Weekly, ''The Total 
Break with America 0 The Fifth Annual Conference of Socialist 

. Scholars", Sept. 15. 1969. 
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end up in regulatory agencies or governmental departments with 

large authority over the business system they do not believe in. 

If the foregoing analysis is approximately sound, a 

priority task of budness - · and organizations such as the 

Chamber - is to address the campus origin of this hostility. 

Few things are more sanctified in American life than 

academic freedom. It would be fatal to attack this as a principle. 

But if academic free&lm is to retain the qualities of "openness", 

"fairness" and ''balanee" - which are essential to its intellectual 

significance - there is a great opportunity for constructive 

action. The thrust of such action must be to restore the qualities 

just mentioned to the academic communities. 

What Can Be Done About the C!!!!pus 

The ultimate regponsibility for intellectual integrity 

on the campus must remain on the administrations and faculties 

of our colleges and uoivereities. But organizations such as 

the Chamber can assist and activate constructive change in 

many ways, including the following: 

Staff of Scholars 

The Chamber should consider establishing a staff of 

highly qualified scholars in the social sciences who do believe 
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in the system. It should include several of national reputation, 

wbose authorship would be widely respected • even when disagreed 

with. 

Staff of Speakers 

There also should be a staff of speakers of the highest 

competency. These might include the scholars 1 and certaialy 

those who speak for the Chamber would have to articulate the 

product of the scholars. 

speaken Bureau 

In addition to full t:l.me staff personnel, the Chamber 

should have a Speaker's Bureau which should include the ablest 

and most effective advocates from the top echelons of .American 

business. 

Evaluation of Textbooks 

The staff of scholars (or preferably a panel of 

independent sebolars) should evaluate social science textbooks, 

especially in economics, political science and sociology. This 

should be a continuing program. 

The objective of such evaluation should be oriented 

toward restoring the balance essential to genuine academic 
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freedom. This would include assurance of fair and factual treat• 

ment of our system of government and our enterprise system. its 

accowplisbments 1 its basic relationship to individual rights 

and freedoms, and c0111parisons with the systems of socialiBID, 

faaciBID and cOIII!lUld.BID. Most of the existing textbooks have 

some sort of comparisons, but many are superficial, biased and 

unfair. 

We have seen the civil rights movement insist on re­

writing many of the textbooks in our universities and schools. 

The labor unions likewise insist that textbooks be fair to the 

viewpoints of organized labor. Other interested citizens gr01.1ps 

have not hesitated to review, analyze and criticize textbooks 

and teaching materials. In a democratic society 1 this can be 

a constructive process and should be regarded as an aid to 

genuine academic freedom and not as an intrusion upon it. 

If the authors, publishers and users of textbooks 

know that they will be subjected - bonestly 1 fairly and 

thoroughly - to review and critique by eminent scholars who 

. believe in the American system, a return to a more rational 

balance can be expected. 

Eggal Time 99 the C!I!!!J)us 

The Chamber should insist upon equal time on the college 

speaking circuit. The FBI publishes each year a list of speeches 
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I!LBde on college campuses by avowed Communillts. The number in 

1970 exceeded 100. There were, of coin-se, many hundreds of 

appearances by leftists and ultra liberals who urge the types 

of vtewpoirtts indicated earlier in this lllC!IIROrandum. There was 

no corresponding repl!esentation of American business, or indead 

by individuals or organizations who aP\)eared in support of the 

American system of government and business. 

Every campus has its formal and informal groups which 

invite speakers. Eaeb law school does the same thing. Many 

universities and college officialLy sponsor lecture and speaking 

'Programs. We all know the inadequacy of the representation of 

business in tiEa.e programs. 

It will be said that fw invitations would be extended 

to Chamber speakers.* This undoubtedly would be true unless 

the Chamber aggressively insisted upon the right to be heard -

in effect, insisted upon ,.equal time". University administrators 

and the great majority of student groups and cOIIIIIittees would 

not welcome being put in the position publicly of refusing a 

forum to diverse views. Indeed, this is the classic: ex:euse 

for allowing Communists to speak. 

The two essential ingrediertts are (i) to have attraetive, 

articulate and well-informed speakers; and (ii) to exert whatever 

*On many eampuses freedom of speech has been denied to all who 
express moderate or conservative viewpoints. 
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degree of pressure ~ publicly and privately - may be necessary 

to assure opportunities to speak. The objective always must be 

to infcn:m and enlighten, and not merely to propagandize. 

Balancing of Faculties 

Perhaptr the 111011t fundamental problem is the imbalance 

of many faculties. Correcting this is indeed a long-range and 

difficult p1'0jeet. Yet, it should be undertaken as a part of 

an overall program. This would mean the urging of the need for 

faculty balance upon university administrators and boards of 

trustees. 

The methods to be employed require careful thought, 

and the obvious pitfalls lliUSt be avoided. Improper pressure 

would be counterproductive. But the basic concepts of balance, 

fairness and truth are difficult to resist, if properly presented 

to boards of trustees, by writing and speaking, and by appeals 

to alumni associations and groups. 

'ftds is a lcmg road and not one for the fainthearted. 

But if JNI'SU8d with integrity and convtction it could lead to 

a strengthening of both academic freedom on the campus and of 

the values which have made America the most productive of all 

societies. 
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Graduate Schools of Business 

The Chamber should enjoy a particular rapport with 

the increasing¥influential graduate schools of business. Much 

that bas been suggested above applies to such schools. 

Should not the Chamber also request specific courses 

in such schools dealing with the entire scope of the problem 

addressed by this meDIOrandum? This is now essential training 

for the executives of the future, 

Secopc!ary Education 

While the first priority should be at the college level, 

the trends mentioned above are increasingly evidenced in the 

high schools, Action progr&n~, tailored to the bigb schools 

and similar to those mentioned, should be considered. The 

implementation thereof could become a major program for local 

chambers of commerce, although the control and direction -

especially the quality control - should be retaine~ by the 

National Chamber, 

What Can Be Done About the Public? 

Reaching the campus and the secondary schools is vital 

for the long-term. Reaching the public generally may be more 

important for the shorter term, The first essential is to 
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establish the staffs of eminent scholars, writers and speakers, 

who will do the thinking, the analysis, the writing and the 

speaking. It will also be essential to have staff perscmnel 

who are thoroughly faad.liar with the media, and. how ~nost 

effeetively to cOIIliiiUfticate with the public. Among the more 

obvious means are the following: 

Tel~v:lsion 

The national television networks should be monitored 

in the same way that textbooks should be kept under constant 

surveillance. This applies not merely to so-ealled educational 

programs (such as "Selling of the Pentagon"), but to the daily 

.. news analysis" which so often includes the most insidious type 

of criticilml of the enterprise system,'* Whether this criticism 

results from hostility or economic ignoraoee, the result is 

the gradual erosion of confidence in "business" and free enterprise. 

This monitoring, to be effeetive would require constant 

ex•dnation of the texts of adequate samples of progrllllls. Com-

plaints - to the media and to the Federal COIDIIIUnications com-

1111ssion - should be made pr0111ptly and strongly when progratlls 

are unfair or inaccurate. 

*It has been estimated that the evening half-hour news programs 
of the networks reach daily some 50,000,000 Americans. 
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Equal time should be demanded when appropriate. Efforts 

should be made to see that the forum-type progr~s (the Today 

show, Meet the Press, etc.) afford at least as ~h opportunity 

for supporters of the American. . system to participate as these 

programs do for those who attack it. 

Other Media 

Radio and the press are also important, and every 

available means should be employed to challenge and refute unfair 

attacks, as well as to present the affiEm&tive case through these 

media. 

The Scholarly Journals, 

It is especially important for the Chamber's "faculty 

of scholars" to publish. One of the keys., to the success of 

the liberal and leftist faculty members bas been their passion 

in' "publication" and "lecturing". A similar passion must exist 

amoug the Chamber's scholars. 

Incentives might be devised to induce more '!publishing" 

by independent scholars who do believe in the system. 

There should be a fairly steady flow of scholarly 

articles presented to a broad spectrum of magazines and 
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periodicals - ranging from the popular magazines (Life. Look, 

Reader's Digest. etc.) to the more intellectual ones (Atlantic. 

Harper's. Saturday Review. New York. etc.)*• and to the various 

professional journals. 

Books. Paperbacks ed Pamphlets 

The news stands - at airports. dru&stores ed else-

where - are filled with paperback and pamphlets advocating every-

thing from revolution to erotic free love. One finds almost 

uo attractive. well-written paperbacks or pamphlets on "our aide". 

It will be difficult to compete with an Eldridge Cleaver or 

even a Charles Reich for reader attention, but unless the effort 

is made - on a large enough scale and with appropriate imagine-

tion to assure some auccess - this opportunity for educating 

the public will be irretrievably lost, 

Paid Advertie!!!gts 

Business pays hundreds of millions of dollars to the 

media for advertisements. Most of this supports specific products: 

*One illustration of the type of article which should not go 
unanswered appeared in the popular ''New York" of July 19, 1971. 
This was entitled "A Populist Manifesto., by ultra liberal Jack 
Newfield - who argued that "the root need in our country is 
'to redistribute wealth'". 
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much of its· supports institutional image making; and some fraction 

of it does support the system. But the latter has been more or 

leu taDgential, and rarely part of a sustained, major effort 

to inform and enligbtan the Ameriean people. 

If American business devoted only lOl of its total · 

annual advertising budget to this overall purpose, it would be 

a stateaman~like expenditure. 

The Neglected Political Arena 

In final analysis, the payoff - short of revolution -

is what govexriDJijnt does. Bu&iness has been the favorite whipping­

boy of many politicians for many years. But the measure of how 

far this has gone is l)Uhaps best fouad in the anti-business 

views now being expressed by several leading candidates for 

President of the United States. 

It is still Marxist doctrine that the "capitalist" 

countries are controlled by big business. This doctrine, con­

sistently a part of leftist propaganda all over the world, has 

a wide public following among Americans. 

Yet 1 as ll!fVerY business executive knows 1 ff!!W elements 

of American society today have as little influence in govern­

ment as the American businesawm, the corporation, or even the 

millions of corporate stockholders. If one doubts this, let him 
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· mdertake the role of "lobbyist" for the business point of view 

Jefore Congressional Committees. The same situation obtains 

in the legislative halls of most Btates and major cities. One 

does not exaggerate to say that, in terms of political influence 

with respect to the course of legislation and goverameat action, 

the American business executive is truly the "forgotten man". 

Current examples of the impotency of business • and 

of the near•contempt with which busines8lllel'l 1 s views are held, 

are the stampedes by politicians to support almost any legisla­

tion related to "consumerism" or to the '1enviromnent". 

Politicians reflect what they believe to be majority 

views of their constituents. It is thus evident that most 

politicians are 11141d.ng the judgment that the public bas little 

sympathy for the businessman or his viewpoint. 

The educational programs suggested above would be 

designed to enlighten public thinking - not so much about the 

businessman and his individual role as about the system which 

he administers. and which provides the goods, services and jobs 

on which our country depends. 

But one should not postpone more direct political 

action 1 vhile awaiting the gradual change in public opinion to 

be effected through educat109 and infomation. Business must 

learn the lesson, long ago learned by Labor and other self-interest 



26. 

groups. This is the lesson that political power is necessary; 

that such power must be assidously cultivated; and that when 

necessary, it must be used aggressively and with determination -

without embarrassment end without the reluctance which has been 

so characteristic of American business. 

As unwelcome as it may be to the Chamber, it should 

consider assuming a broader and znore vigorous role in the 

political arena. 

Neglected Opportunity in the Courts 

American business and the enterprise system have been 

affected as ~uch by the courts as by the executive and legis-

lative branches of government. Under our constitutional system, 

especially with an activist-minded Supreme Court, the judiciary 

may be the most important instrument for sociaL economic and 

political change. 

Other organizations and groups, recognizing this, have: 

been far more astute in exploiting judicial action than American 

business. Perhaps the most active exploiters of the judicial 

system have been groups ranging in political orientation from ... 

"liberal" to the far left. 

The American Civil Liberties Union is one example. 

It initiates or intervenes in scores of cases each year, and 

'. ~·· ·.: . . : ., ' . '• 
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it files briefs amicus curiae in the Supr~e Court in a number 

of cases during each term of that court. Labor unions, civil 

rights groups and now the public interest law firms are extremely 

active in the judicial arena. Their success, often at business' 

expense 1 has not been inconsequential. 

This is a vast area of opportunity for the Chamber, 

if it is willing to undertake the role of spokemnan for American 

business and if, in turn 1 business is willing to provide the funds. 

As with respect to Bcholars and speake~s • the Chamber 

would need a highly competent staff of lawyers, In special 

situations it should be authorized to engage, to appear as counsel 

amicus in the Supreme Court, lawyers of national standing and 

reputation. The greatest care should be exerciued in selecting 

the cases in which to participate. or the suits to institute. 

But the opportunity merits the necessary effort. 

Neglected Stockholder Power 

The average member of the public: thinks of ''businass" 

as an impersonal corporate entity 1 owned by the very rich and 

managed by over-paid executives. There is an almost total failure 

to appreciate that ''business" actually embraces - in one way 

or another - most Americans, Those for whom business provides 

jobs, constitute a fairly obvious class, But the 20 million 
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stockholders - most of whom are of modest means - are the real 

owners, the real entrepreneurs, the real capitalists under our 

system. They provide the capital which fuels the economic 

system which has produced the highest standard of living in all 

history. Yet, stockholders have been as ineffectual as business 

executives in promoting a genuine understanding of our system 

or in exercising political influence. 

The question which merits the IPOSt ::thorough examina­

tion is how can the weight and influence of stockholders -

20 million voters - be mobilized to support (i) an educational 

program and (ii) a political action program. 

Individual corporations are now required to make 

numerous reports to shareholders. Many corporations also lulvo 

expensive "news" magazines which go to employees and stockholders. 

These opportunities to communicate can be used far more effectively 

as educational media. 

The corporation itself must exercise restraint in 

undertaking political action and must, of course, comply with 

applicable lawu. But is it not feasible - through an affiliate 

of the Chamber or otherwise - to establish a national organiza­

tion of American stockholders and give it enough muscle to be 

influential? 
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A More Aggres~ive Attitude 

Business interests - especially big business and their 

national trade organizations - have tried to maintain iow profiles. 

especially with respect to political action. 

As suggested in the l<all Street Journal article 1 it 

has been fairly characteristic of the average business executive 

to be tolerant - at least in public - of those who attack his 

corporation and the system. Very few businesmmen or business 

organizations respond in kind. There has been a disposition to 

appease; to regard the opposition as willing to compromise. 

or as likely to fade away in due time. 

Business has shunted confrontation politics. Business 1 

quite understandably, has been repelled by the ~ultiplicity of 

non-negotiable "daands" l!l&de conr:tantly by self-interest groups 

of all kinds, 

'Hbile neither responsible business interests>;, nor 

the United States Chamber of COIII!lerce 1 would engage in the 

irresponsible tactics of some pressure groups, it is essential 

that spoke~ for the enterprise system - at all levels and 

at every opportunity - be far more aggressive than in the past. 

There should be no hesitation to attack the Naders 1 

the Marcuses and others who openly seek destruction of the system. 
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' There should be not the slightest hesitation to press vigorously 

in all political arenas for support of the enterprise system. 

Nor should there be reluctance to penalize politically those 

who oppose it. 

Lesuons can be learned from organized labor in this 

respect. The head of the AFL-CIO may not appeal to businessmen 

as the most endearing or public-minded of citizens. Yet, over 

many years the heads of national labor organizations have done 

what they were paid to do very effectively. They may not have 

been beloved, but they have been respected - where it counts 

the most - by politicians, on the campus, and among the media. 

It is time for lunerican business - which has demonstrated 
./ 

the greatest capacity in all history to produce and to influence 

consumer decisions - to apply ··'its, great talents vigorously to 

the preservation of the system itself. 

The Cost 

The type of program described above (which includes 

a broadly based combination of education and political action), 

if undertaken long term and adequately staffed, would require 

far more generous financial support from American corporations 

than the Chamber has ever received in the past. High level 



management participation in Chamber affairs. also would be 

required. 

.n. 

The staff of the Chamber would have to be significantly 

increased, with the highest quality established and maintained. 

Salaries would have to be at levels fully comparable t~ those 
• 

paid key business executives and the most prestigious faculty 

members. Professionals of the great skill in advertising and 

in working with the media, speakers, lawyers and other specialists 

would have to be recruited, 

It is possible that the organization of the Chamber 
' c 

itself would benefit from restructuring. For example. as 

susseste1h by union experience. the office of President of the 

Chamber might well be a full-time careu pos1t1on. To assure 

mas1Jwm effectiveness and continuity. the chief executive officer 

of the Chamber should not be changed each year. The functions 

now largely performed by the President could be transferred 

to a Chairman of the Board, annually elected by the membership. 

The Board. of course. would continue to exerCise policy control. 

Quality Control is Essential 

Essential ingredients of the entire program ~t be 

responsibility and "quality control". The publications. the 

articles. the speeches. the media programs. the advertising. 
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the briefs filed in courts 1 and the appearances before legis­

lative c~ttees - all must meet the most exacting standards 

of accuracy and professional excellence. They must merit 

respect for their level of public responsibility and scholarship. 

whether one agrees with the viewpoints expressed or not. 

Relationahip to Freedom 

The threat, to the enterprise system is not merely a 

matter of econom:J,cs. It also is a threat to individual freedom. 

It is this great truth - now so submerged by the 

rhetoric of the New .Left and of many liberals - that must be 

reaffirmed if this program is to be meaningful. 

There seems to be little awareness that the only 

alternatives to fre• enterprise are varying degrees-of bureaucratic 
' 

regulation of individual freedom • ranging from that under moderate 
' 

socialism to the iron heel of the leftist or rightist dictatorship. 

We in America already have moved very far indeed 

toward some aspects of state socialism. as the needs and com-

plexities of a vast urban society require types of regulation 

and control that were quite unnecessary in earlier ttmes. In 

some areas. such regulation and control already have seriously 

impaired the freedom of both business and labor 1 and indeed 

of the public generally. But most of the essential freedoms 
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remain: private ownership• private profit, labor unions, 

collective bargaining, consumer choice, and a market economy 

in which competition largsly determines price, quality and 

variety of the goods and services provided the consumer. 

In addition to the ideological attack on the system 

itself (discussed in this memorandum), its essentials also 

are threatened by inequitable taxation, and - more recently -

by an inflation which has seemed uncontrollable.* But whatever 

the causes of dtminishing economic freedom may be, the truth 

is that freedom aa a concept is indivisible. As the experience~'· 

of the socialist and totalitarian states demonstrates, the 

contraction and denial of economic freedom is followed inevitably 

by governmental restrictions on other cherished rights. It is 

this message, above all others, that must be carried home to the 

American people. 

Conclusion 

It hardly need be said that the views expressed above 

are tentative and suggestive. The first step should be a 

thorough study. But this would be an exercise in futility unless 

*The recent 11freeze11 of prices and wages may well be justified 
by the current inflationary crisis. But if tmposed as a 
permanent measure the enterprise system will have sustained a 
near fatal blow. 
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the Board of Directors of the Chamber accepts the fundamental 

pr~ise of this paper, namely, that business and t~e enterprise 

system are in deep trouble, and the hour is late. 

L,F.P., Jr. 

51/167 
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From George Washington to The States, 8 June 1783
(Circular)

The great object, for which I had the honor to hold an Appointment in the service of my Country being accomplished, I am
now preparing to resign it into the hands of Congress, and to return to that domestic retirement; which it is well known I left
with the greatest reluctance, a retirement for which I have never ceased to sigh through a long and painfull absence, and in
which (remote from the noise and trouble of the World) I meditate to pass the remainder of life, in a state of undisturbed
repose: But before I carry this resolution into effect, I think is a duty incumbent on me, to make this my last official
communication, to congratulate you on the glorious events which Heaven has been pleased to produce in our favor, to offer
my sentiments respecting some important subjects which appear to me to be intimately connected with the tranquility of the
United States, to take my leave of your Excellency as a public Character, and to give my final blessing to that Country, in
whose service I have spent the prime of my life, for whose sake I have consumed so many anxious days and watchful nights,
and whose happiness, being extremely dear to me, will always constitute no inconsiderable part of my own.

Impressed with the liveliest sensibility on this pleasing occasion, I will claim the indulgence of dilating the more copiously
on the subjects of our mutual felicitation—When we consider the magnitude of the prize we contended for, the doubtfull
nature of the Contest, and the favorable manner in which it has terminated, we shall find the greatest possible reason for
gratitude and rejoycing—This is a theme that will afford infinite delight to every benevolent & liberal Mind, whether the event
in contemplation be considerd as the source of present enjoyment or the parent of future happiness; and we shall have equal
occasion to felicitate ourselves, on the lot which Providence has assigned us, whether we view it in a natural, a political, or a
moral point of light.

The Citizens of America, placed in the most enviable condition, as the sole Lords and Proprietors of a vast tract of
Continent, comprehending all the various Soils and Climates of the World and abounding with all the necessaries and
conveniences of life, are now, by the late satisfactory pacification, acknowledged to be possessed of absolute freedom and
Independancy—They are from this period to be considered as the Actors, on a most conspicuous Theatre, which seems to be
peculiarly designated by Providence for the display of human greatness and felicity, here they are not only surrounded with
every thing which can contribute to the completion of private and domestic enjoyment, but Heaven has crowned all its other
blessings by giving a fairer opportunity for political happiness, than any other Nation has ever been favored with—Nothing
can illustrate these observations more forcibly than a recollection of the happy conjuncture of times and circumstances under
which our Republic assumed its Rank among the Nations—the foundation of our Empire was not laid in the gloomy Age of
ignorance and superstition, but at an Epocha when the rights of Mankind were better understood and more clearly defined,
than at any former period—The researches of the human Mind after social happiness have been carried to a great extent, the
treasures of knowledge acquired by the labours of Philosophers, Sages and Legislators, through a long succession of years, are
laid open for our use and their collected wisdom may be happily applied in the establishment of our forms of Government.
The free cultivation of letters, the unbounded extension of Commerce, the progressive Refinement of manners, the growing
liberality of sentiment, and, above all, the pure and benign light of Revelation, have had a meliorating influence on Mankind
and encreased the blessings of Society. At this Auspicious period the United States came into existence as a Nation, and if
their Citizens should not be completely free & happy, the fault will be entirely their own.

Such is our situation, and such are our prospects: but nowithstanding the Cup of blessing is thus reached out to us,
notwithstanding happiness is ours if we have a disposition to seize the occasion and make it our own, yet it appears to me
there is an option still left to the United States of America; that it is in their choïce and depends upon their conduct, whether
they will be respectable and prosperous or contemptible and Miserable as a Nation. This is the time of their political
probation: this is the moment when the eyes of the whole World are turned upon them—This is the moment to establish or
ruin their National Character for ever—This is the favorable moment to give such a tone to our fœderal Government, as will
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enable it to answer the ends of its institution—or this may be the ill fated moment for relaxing the powers of the Union,
annihilating the cement of the Confederation and exposing us to become the sport of European Politicks, which may play one
State against another, to prevent their growing importance and to serve their own interested purposes; for according to the
System of Policy the States shall adopt at this moment, they will stand or fall, and by their confirmation or lapse, it is yet to be
decided whether the Revolution must ultimately be considered as a blessing or a curse: a blessing or a curse, not to the
present Age alone, for with our fate will the destiny of unborn Millions be involved.

With this conviction of the importance of the present Crisis, silence in me would be a crime; I will therefore speak to your
Excellency the language of freedom and sincerity without disguise. I am aware, however, that those who differ from me in
political sentiment may perhaps remark I am stepping out of the proper line of my duty, and they may possibly ascribe to
arrogance or ostentation what I know is alone the result of the purest intention; but the rectitude of my own heart, which
disdains such unworthy motives; the part I have hitherto acted in life; the determination I have formed of not taking any
share in public business hereafter; the ardent desire I feel and shall continue to manifest of quietly enjoying in private life,
after all the toils of War, the benefits of a wise and liberal Government, will, I flatter myself, sooner or later convince my
Country men that I could have no sinister views in delivering, with so little Reserve, the opinions contained in this address.

There are four things, which I humbly conceive are essential to the well being, I may even venture to say to the existence,
of the United States as an independent Power.

1st An indissoluble Union of the States under one federal Head.

2ndly A sacred regard to public Justice.

3dly The adoption of a proper Peace Establishment—and

4thly The prevalence of that pacific and friendly disposition among the people of the United States, which will induce them to
forget their local prejudices and policies, to make those mutual concessions which are requisite to the general prosperity, and,
in some instances, to sacrifice their individual advantages to the interest of the community.

These are the pillars on which the glorious fabrick of our Independancy and National Character must be supported —
Liberty is the basis—and whoever would dare to sap the foundation or overturn the Structure under whatever specious
pretexts he may attempt it, will merit the bitterest execration and the severest punishments which can be inflicted by his
injured Country.

On the three first Articles I will make a few observations, leaving the last to the good sense and serious consideration of
those immediately concerned.

Under the first head, altho it may not be necessary or proper for me in this place to enter into a particular disquisition of
the principles of the Union and to take up the great question which has been frequently agitated, whether it be expedient and
requisite for the States to delegate a larger proportion of Power to Congress or not, yet it will be a part of my duty, and that of
every true Patriot; to assert without reserve and to insist upon the following positions—That unless the States will suffer
Congress to exercise those prerogatives they are undoubtedly invested with by the Constitution, every thing must very rapidly
tend to Anarchy and confusion—that it is indispensible to the happiness of the individual States that there should be lodged
somewhere, a supreme power to regulate and govern the general concerns of the confederated Republic, without which the
Union cannot be of long duration—That there must be a faithfull and pointed compliance on the part of every State with the
late proposals and demands of Congress, or the most fatal consequences will ensue; that whatever measures have a tendency
to dissolve the Union, or contribute to violate or lessen the Sovereign Authority, ought to be considered as hostile to the
Liberty and Independancy of America and the Authors of them treated accordingly; and lastly, that unless we can be enabled,
by the concurrence of the States, to participate of the fruits of the Revolution, and enjoy the essential benefits of civil Society,
under a form of Government so free and uncorrupted, so happily guarded against the danger of oppression as has been
devised and adopted by the Articles of Confederation, it will be a subject of regret that so much blood and treasure have been
lavished for no purpose; that so many sufferings have been encounter’d, without a compensation and that so many sacrifices
have been made in vain.

Many other considerations might here be adduced to prove, that without an entire conformity to the spirit of the Union we
cannot exist—as an independant Power. It will be sufficient for my purpose, to mention but one or two which seem to me of
the greatest ïmportance. It is only in our United Character, as an Empire, that our Independance is acknowledged, that our
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power can be regarded or our Credit supported among foreign Nations—the Treaties of the European Powers with the United
States of America will have no validity on a dissolution of the Union. We shall be left nearly in a State of Nature, or we may
find by our own unhappy experience, that there is a natural and necessary progression from the extreme of Anarchy to the
extreme of Tyranny, and that arbritary power is most easily established on the ruins of Liberty abused to Licentiousness.

As to the second Article, which respects the performance of public justice, Congress have in their late address to the
United States almost exhausted the Subject, they have explained their ideas so fully and have enforced the obligations the
States are under to render compleat justice to all the public Creditors, with so much dignity and energy, that in my opinion no
real friend to the honour and Independancy of America, can hesitate a single moment respecting the propriety of complying
with the just and honorable measures proposed—If their Arguments do not produce conviction, I know of nothing that will
have greater influence, especially when we recollect that the System referred to, being the result of the collected wisdom of
the Continent, must be esteemed, if not perfect, certainly the least objectionable of any that could be devised, and that if it
shall not be carried into immediate execution, a National bankruptcy, with all its deplorable consequences, will take place
before any different plan can possibly be proposed and adopted, so pressing are the present circumstances! and such is the
alternative now offerd to the States!

The ability of the Country to discharge the debts which have been incurred in its defence, is not to be doubted, an
inclination I flatter myself will not be wanting: the path of our duty is plain before us—honesty will be found on every
experiment to be the best and only true policy—let us then as a Nation be just—let us fulfill the public Contracts which
Congress had undoubtedly a right to make for the purpose of carrying on the War, with the same good faith we suppose
ourselves bound to perform our private engagements; in the mean time let an attention to the chearfull performance of their
proper business as individuals and as members of Society be earnestly inculcated on the Citizens of America—then will they
strengthen the hands of Government & be happy under its protection, every one will reap the fruit of his Labours, every one
will enjoy his own acquisitions without molestation and without danger.

In this state of absolute freedom and perfect security, who will grudge to yield a very little of his property to support the
common interests of Society and ensure the protection of Government? who does not remember the frequent declarations at
the commencement of the War that we should be completely satisfied, if at the expence of one half, we could defend the
remainder of our possessions! where is the Man to be found who wishes to remain indebted for the defence of his own person
and property to the exertions, the bravery and the blood of others, without making one generous effort to repay the debt of
honor and of gratitude? In what part of the Continent shall we find any Man or body of Men who would not blush to stand up
and propose measures purposely calculated to rob the Soldier of his Stipend and the public Creditor of his due and were it
possible that such a flagrant instance of injustice could ever happen, would it not excite the general indignation and tend to
bring down upon the authors of such measures the aggravated vengeance of Heaven?

If after all, a spirit of disunion or a temper of obstinacy and perverseness should manifest itself in any of the States; if such
an ungracious disposition should attempt to frustrate all the happy effects that might be expected to flow from the Union; if
there should be a refusal to comply with the Requisitions for funds to discharge the annual Interest of the public Debts and if
that refusal should revive again all those jealousies and produce all those evils which are now happily removed, Congress,
who have, in all their transactions, shewn a great degree of magnanimity and justice, will stand justified in the sight of God
and Man and the State alone which puts itself in opposition to the aggregate wisdom of the Continent and follows such
mistaken and pernicious councils, will be responsible for all the Consequences.

For my own part, conscious of having acted, while a servant of the public, in the manner I conceived best suited to
promote the real interests of my Country, having in consequence of my fixed belief, in some measure, pledged myself to the
Army that their Country would finally do them compleat and ample Justice and not wishing to conceal any instance of my
official conduct from the eyes of the World, I have thought proper to transmit to your Excellency the inclosed collection of
papers relative to the half-pay & commutation granted by Congress to the Officers of the Army. From these communications
my decided sentiment will be clearly comprehended, together with the conclusive reasons which induced me, at an early
period, to recommend the adoption of this measure in the most earnest and serious manner. As the proceedings of Congress,
the Army and myself are open to all and contain in my opinion sufficient information to remove the prejudices and errors
which may have been entertained by any, I think it unnecessary to say anything more, than just to observe, that the
resolutions of Congress now alluded to, are undoubtedly as absolutely binding upon the United States, as the most solemn
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Acts of Confederation or Legislation. As to the idea which, I am informed, has in some instances prevailed, that the half pay
and Commutation are to be regarded merely in the odious Light of a pension, it ought to be exploded forever—that provision
should be viewed as it really was, a reasonable compensation offerd by Congress at a Time when they had nothing else to give
to the Officers of the Army for services then to be performed. It was the only means to prevent a total dereliction of the
Service—it was a part of their hire, I may be allowed to say, it was the price of their blood and of your Independancy—it is
therefore more than a common debt, it is a debt of honor—it can never be considered as a pension or gratuity nor be cancelled
untill it is fairly discharged.

With regard to a distinction between Officers and Soldiers, it is sufficient that the uniform experience of every Nation of
the World combined with our own, proves the utility and propriety of the discrimination—Rewards in proportion to the Aids
the Public derives from them, are unquestionably due to all its Servants—In some Lines, the Soldiers have perhaps generally
had as ample a compensation for their Services, by the large bounties which have been paid them, as their Officers will
receive in the proposed commutation; in others, if besides the donation of Lands, the payment of Arrearages of Cloathing and
Wages (in which Articles all the component parts of the Army must be on the same footing) we take into the estimate the
bounties many of the Soldiers have received and the gratuity of one years full pay which is promised to all, possibly their
situation (every circumstance being duly considered) will not be deemed less eligible than that of the Officers, should a
farther Reward however be judged equitable, I will venture to asert no one will enjoy greater satisfaction than myself, on
seeing an exemption from Taxes for a limitted time (which has been petitioned for in some instances) or any other adequate
compensation or immunity, granted to the brave defenders of their Countrys cause; but neither the adoption or rejection of
this proposition, will in any manner affect, much less militate against, the Act of Congress by which they have offer’d five
Years full pay in lieu of half pay for life, which had been before promised to the Officers of the Army.

Before I conclude the Subject of public justice, I cannot omit to mention the obligations this Country is under to that
meritorious class of veteran non Commission’d Officers and Privates who have been discharged for inability, in consequence
of the resolution of Congress of the 23d April 1782, on an annual pension for life; their peculiar sufferings, their singular
merits and claims to that provision, need only be known, to interest all the feelings of humanity in their behalf; nothing but a
punctual payment of their annual allowance, can rescue them from the most complicated misery, and nothing could be a
more melancholy and distressing sight, than to behold those who have shed their blood or lost their limbs in the service of
their Country, without a shelter, without a friend and without the means of obtaining any of the necessaries of life or comforts
of life compelled to beg their daily bread from door to door! Suffer me to recommend those of this description belonging to
your State to the warmest patronage of your Excellency and your Legislature.

It is necessary to say but a few words on the third topic which was proposed and which regards particularly the defence of
the Republic—As there can be little doubt but Congress will Recommend a proper Peace Establishment for the United States
in which a due attention will be paid to the importance of placing the Militia of the Union upon a regular and respectable
footing—If this should be the case, I would beg leave to urge the great advantage of it in the strongest terms—the Militia of
this Country must be considerd as the Palladium of our security and the first effectual resort, in case of hostility; It is essential
therefore, that the same system should pervade the whole—that the formation & discipline of the Militia of the Continent
should be absolutely uniform and the same species of Arms, Accoutrements & Military Apparatus should be introduced in
every part of the United States. No one, who has not learned it from experience, can conceive the difficulty, expence &
confusion which result from a contrary System, or the vague Arrangements which have hitherto prevailed.

If in treating of political points, a greater latitude than usual has been taken in the course of this address—the importance
of the Crisis and the magnitude of the objects in discussion, must be my apology—It is, however, neither my wish or
expectation, that the preceding observations should claim any regard, except so far as they shall appear to be dictated by a
good intention, consonant to the immutable rules of Justice—calculated to produce a liberal system of Policy and founded on
what ever experience may have been acquired by a long and close Attention to public business—Here I might speak with the
more confidence, from my actual observations and if it would not swell this Letter (already too prolix) beyond the bounds I
had prescribed myself, I could demonstrate to every mind open to conviction, that in less time & with much less expence than
has been incurred, the War might have been brought to the same happy, conclusion if the resources of the Continent could
have been properly drawn forth—that the distresses and disappointments, which have very often occurred, have in too many
instances resulted more from a want of energy in the Continental Government, than a deficiency of means in the particular
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States—That the inefficacy of measures, arising from the want of an adequate authority in the supreme Power, from a partial
compliance with the requisitions of Congress in some of the States and from a failure of punctuality in others, while it tended
to damp the Zeal of those which where more willing to exert themselves, served also to accumulate the expences of the War
and to frustrate the best concerted plans; and that the discouragement, occasioned by the complicated difficulties &
embarrasments in which our affairs were by this means involved, would have long ago produced the dissolution of any Army,
less patient, less virtuous and less persevering than that which I have had the honor to Command. But while I mention these
things, which are notorious facts, as the defects of our Federal Constitution, particularly in the prosecution of a War, I beg it
may be understood, that as I have ever taken a pleasure in gratefully acknowledging the assistance and support I have derived
from every class of Citizens, so shall I always be happy to do justice to the unparralled exertions of the individual States on
many interesting occasions.

I have thus freely disclosed, what I wished to make known, before I surrendered up my Public trust to those who
committed it to me—the task is now accomplished—I now bid adieu to your Excellency, as the Chief Magistrate of your State
at the same time I bid a last farewell to the cares of Office and all the employments of public life.

It remains then to be my final and only request, that your Excellency will communicate these sentiments to your
legislature at their next meeting and that they may be considered as the Legacy of one who has ardently wished on all
occasions to be usefull to his Country and who even in the shade of Retirement will not fail to implore the divine benediction
upon it.

I now make it my earnest prayer, that God would have you and the State over which you preside, in his holy protection
that he would incline the hearts of the Citizens to cultivate a spirit of subordination & obedience to Government, to entertain
a brotherly affection and love for one another, for their fellow Citizens of the United States at large and particularly for their
brethren who have served in the field—and finally that he would most graciously be pleas’d to dispose us all to do Justice, to
love mercy and to demean ourselves, with that Charity, humility & pacific temper of mind, which were the Characteristicks of
the Divine Author of our blessed Religion & without an humble immitation of whose example in these things, we can never
hope to be a happy Nation. With the greatest regard and esteem, I have the honor to be Sir Your Excellency’s Most Obedient
and most humble Servant

Go: Washington
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Pliny the Younger was governor of Pontus/Bithynia from 111-113 AD. We have a whole set of exchanges of his
letters with the emperor Trajan on a variety of administrative political matters. These two letters are the most
famous, in which P. encounters Christianity for the first time.

Pliny, Letters 10.96-97

Pliny to the Emperor Trajan

It is my practice, my lord, to refer to you all matters concerning which I am in doubt. For who can better give
guidance to my hesitation or inform my ignorance? I have never participated in trials of Christians. I therefore do
not know what offenses it is the practice to punish or investigate, and to what extent. And I have been not a little
hesitant as to whether there should be any distinction on account of age or no difference between the very young
and the more mature; whether pardon is to be granted for repentance, or, if a man has once been a Christian, it
does him no good to have ceased to be one; whether the name itself, even without offenses, or only the offenses
associated with the name are to be punished.

Meanwhile, in the case of those who were denounced to me as Christians, I have observed the following
procedure: I interrogated these as to whether they were Christians; those who confessed I interrogated a second
and a third time, threatening them with punishment; those who persisted I ordered executed. For I had no doubt
that, whatever the nature of their creed, stubbornness and inflexible obstinacy surely deserve to be punished.
There were others possessed of the same folly; but because they were Roman citizens, I signed an order for them
to be transferred to Rome.

Soon accusations spread, as usually happens, because of the proceedings going on, and several incidents
occurred. An anonymous document was published containing the names of many persons. Those who denied that
they were or had been Christians, when they invoked the gods in words dictated by me, offered prayer with
incense and wine to your image, which I had ordered to be brought for this purpose together with statues of the
gods, and moreover cursed Christ--none of which those who are really Christians, it is said, can be forced to do--
these I thought should be discharged. Others named by the informer declared that they were Christians, but then
denied it, asserting that they had been but had ceased to be, some three years before, others many years, some as
much as twenty-five years. They all worshipped your image and the statues of the gods, and cursed Christ.

They asserted, however, that the sum and substance of their fault or error had been that they were accustomed to
meet on a fixed day before dawn and sing responsively a hymn to Christ as to a god, and to bind themselves by
oath, not to some crime, but not to commit fraud, theft, or adultery, not falsify their trust, nor to refuse to return a
trust when called upon to do so. When this was over, it was their custom to depart and to assemble again to
partake of food--but ordinary and innocent food. Even this, they affirmed, they had ceased to do after my edict
by which, in accordance with your instructions, I had forbidden political associations. Accordingly, I judged it all
the more necessary to find out what the truth was by torturing two female slaves who were called deaconesses.
But I discovered nothing else but depraved, excessive superstition.

I therefore postponed the investigation and hastened to consult you. For the matter seemed to me to warrant
consulting you, especially because of the number involved. For many persons of every age, every rank, and also
of both sexes are and will be endangered. For the contagion of this superstition has spread not only to the cities
but also to the villages and farms. But it seems possible to check and cure it. It is certainly quite clear that the
temples, which had been almost deserted, have begun to be frequented, that the established religious rites, long
neglected, are being resumed, and that from everywhere sacrificial animals are coming, for which until now very
few purchasers could be found. Hence it is easy to imagine what a multitude of people can be reformed if an
opportunity for repentance is afforded.

Trajan to Pliny
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You observed proper procedure, my dear Pliny, in sifting the cases of those who had been denounced to you as
Christians. For it is not possible to lay down any general rule to serve as a kind of fixed standard. They are not to
be sought out; if they are denounced and proved guilty, they are to be punished, with this reservation, that
whoever denies that he is a Christian and really proves it--that is, by worshiping our gods--even though he was
under suspicion in the past, shall obtain pardon through repentance. But anonymously posted accusations ought
to have no place in any prosecution. For this is both a dangerous kind of precedent and out of keeping with the
spirit of our age.
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Days after Napoleon and Josephine were married, Napoleon
left to command the French army near Italy. Throughout the
following months, he begged her to join him in Milan for their
honeymoon:

April 1796:

I have your letters of the 16th and 21st. There are many days
when you don’t write. What do you do, then? No, my darling,
I am not jealous, but sometimes worried. Come soon; I warn
you, if you delay, you will find me ill. Fatigue and your
absence are too much.

Your letters are the joy of my days, and my days of happiness
are not many. Junot is bringing twenty-two flags to Paris.

You must come back with him, you understand? — hopeless
sorrow, inconsolable misery, sadness without end, if I am so
unhappy as to see him return alone. Adorable friend, he will
see you, he will breathe in your temple; perhaps you will even
grant him the unique and perfect favor of kissing your cheek,
and I shall be alone and far, far away. But you are coming,
aren’t you? You are going to be here beside me, in my arms,
on my breast, on my mouth? Take wing and come, come!

A kiss on your heart, and one much lower down, much lower!

B.

Marmirolo, July 17, 1796

I have received your letter, my adorable friend. It has filled
my heart with joy. I am grateful to you for the trouble you
have taken to send me the news. I hope that you are better
today. I am sure that you have recovered. I earnestly desire
that you should ride on horseback: it cannot fail to benefit
you.
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Since I left you, I have been constantly depressed. My
happiness is to be near you. Incessantly I live over in my
memory your caresses, your tears, your affectionate
solicitude. The charms of the incomparable Josephine kindle
continually a burning and a glowing flame in my heart.
When, free from all solicitude, all harassing care, shall I be
able to pass all my time with you, having only to love you,
and to think only of the happiness of so saying, and of
proving it to you? I will send you your horse, but I hope you
will soon join me. I thought that I loved you months ago, but
since my separation from you I feel that I love you a thousand
fold more. Each day since I knew you, have I adored you yet
more and more. This proved the maxim of Bruyere, that "love
comes all of a sudden," to be false. Everything in nature has
its own course, and different degrees of growth.

Ah! I entreat you to permit me to see some of your faults. Be
less beautiful, less gracious, less affectionate, less good,
especially be not over-anxious, and never weep. Your tears
rob me of reason, and inflame my blood. Believe me it is not
in my power to have a single thought which is not of thee, or
a wish I could not reveal to thee.

Seek repose. Quickly re-establish your health. Come and join
me, that at least, before death, we may be able to say, "We
were many days happy." A thousand kisses, and one even to
Fortuna, notwithstanding his spitefulness.

BONAPARTE

Verona, July 17, 1796

I write you, me beloved one, very often, and you write very
little. You are wicked and naughty, very naughty, as much as
you are fickle. It is unfaithful so to deceive a poor husband, a
tender lover! Ought he to lose all his enjoyments because he
is so far away, borne down with toil, fatigue, and hardship?
Without his Josephine, without the assurance of her love,
what is left him upon earth? What can he do?

We had yesterday a very bloody affair; the enemy has lost
many men, and has been completely beaten. We have taken
the whole country around Mantua.

Adieu, adorable Josephine; one of these nights your door will
open with a great noise; as a jealous person, and you will
find me on your arms.

A thousand loving kisses.

BONAPARTE

TULARD: What is extraordinary is that in this passion we have
Napoleon's letters to Josephine that she kept, but we don't have her
letters to Napoleon. So either he didn't keep them and that would
make his passion a little more lukewarm in a way or maybe
Josephine didn't write to him or would write just very neutral letters.
The latter version is the one I would adopt.

CHEVALLIER: Contrary to popular opinion, Josephine is
submissive. Very calm and gentle and she was Bonaparte’s haven of
peace. Her only defect was she was a bit jealous and sometimes she
would cry for nothing, but he would be able to come here to his wife
and find a home and tranquillity. She was always ready to serve him.
Sometimes she would be dressed in her best and she would be there
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with her entourage and wait for him to finish work. She was very soft
and very gentle, which was important for Napoleon because she was
the contrary of what he was.

During the First Italian Campaign Napoleon began to hear
the rumors that Josephine was being unfaithful to him in his
absence. He denied these rumors, even to himself, and his
letters became even more passionate in response.

November 21, 1796

I am going to bed with my heart full of your adorable
image… I cannot wait to give you proofs of my ardent love…
How happy I would be if I could assist you at your
undressing, the little firm white breast, the adorable face, the
hair tied up in a scarf a la creole. You know that I will never
forget the little visits, you know, the little black forest… I kiss
it a thousand times and wait impatiently for the moment I will
be in it. To live within Josephine is to live in the Elysian
fields. Kisses on your mouth, your eyes, your breast,
everywhere, everywhere.

Six days later he returned to her apartment in Milan, only to
find it empty. Josephine had left for Genoa — most probably
with army officer Hippolyte Charles, with whom she was
suspected of having an affair. He waited nine days for her
return, but the wait began to arouse his suspicions.

November 1796:

I don’t love you anymore; on the contrary, I detest you. You
are a vile, mean, beastly slut. You don’t write to me at all; you
don’t love your husband; you know how happy your letters
make him, and you don’t write him six lines of nonsense…

Soon, I hope, I will be holding you in my arms; then I will
cover you with a million hot kisses, burning like the equator.

In mid-March 1798 Joseph's brother finally tells Napoleon
outright of the rumors surrounding Josephine. Yet when he
confronts her she denies everything, angrily suggesting that
if he believes such lies he should divorce her. Privately she
fumes against the Bonaparte family, who she believes are in
league against her:

I’m going to the country, my dear Hippolyte…Yes, my
Hippolyte, my life is a constant torment! Only you can restore
me to happiness. Tell me that you love me, that you love only
me!… Adieu, I send you a thousand tender kisses... and I am
yours, all yours.

Yes, my Hippolyte, they all have my hatred. You alone have
my tenderness, my love. They must see how I abhor them from
the frightful state I’ve been in… They see my regrets, my
hopelessness at being deprived of seeing you as often as I
desire to. Hippolyte, I’ll kill myself. Yes! I want to end a life
which from now on can only be burdensome to me if it cannot
be consecrated to you.

Following this "day of the catastrophe," as she referred to it,
Josephine must have contemplated what life would be like if
Napoleon did divorce her. Her behavior from this point
forward was much more amiable and loving towards
Napoleon, and she appeared more willing to accompany him
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on his campaigns despite an overwhelming fear of carriage
travel.

Just the opposite could be said of Napoleon, however.
Following this confrontation he realized Josephine could no
longer be trusted, and his love began to turn to resentment.

CHEVALLIER: I think that then passion becomes a little more
dormant in Napoleon, and he doesn’t write these absolutely
passionate letters to her. He writes wiser, calmer letters and from
then on they become accomplices, very close and intimate because
while he is in Egypt, she has prepared the coup. She invites the
directors and leads them to admit that the return of her husband
would bring about a new situation in France, and she has played an
important role so, in fact, they grew up together in a way. Of course
their relationship changed. They had no more couple relationship.

He took a mistress in retaliation: Pauline Bellisle Foures, wife
of a junior officer. She became known among his troops as
"Napoleon's Cleopatra." Tired and discouraged, he wrote to
his brother Joseph:

"The veil is torn…It is sad when one and the same heart is
torn by such conflicting feelings for one person… I need to be
alone. I am tired of grandeur; all my feelings have dried up. I
no longer care about my glory. At twenty-nine I have
exhausted everything."

Unfortunately, this letter was captured by the British, who
gleefully published it in the London papers. Now all of France
knew of Napoleon’s changed feelings for Josephine.
Mortified, she hid herself at Malmaison.

Napoleon finally returned to France in October 1799, after a
year away. Josephine tried to intercept him on his return
journey, but they missed each other in travel and when he
arrived at her house she was not there. He ordered servants
to take her possessions away. When she finally arrived she
was at first refused entry, but she pushed past the servants
and ran to Napoleon’s room, where she collapsed outside his
locked door, weeping. The accusations, pleas and shouting
lasted for hours, but by dawn they were in each other’s arms
again. Josephine would never take another lover, but from
that point on Napoleon felt free to do as he pleased with
other women.

In February 1800 Napoleon became First Consul, and the
couple moved into the Tuileries Palace. Napoleon began to
flaunt his mistresses.

"I am not a man like others and moral laws or
the laws that govern conventional behavior do
not apply to me. My mistresses do not in the
least engage my feelings. Power is my mistress."

The couple was crowned Emperor and Empress in 1804, and
lived peacefully for two years.
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Howard Shultz, the CEO of Starbucks, sent this memo to his executive team prior to a board 
meeting. In it he suggests a new direction for the company. You might want to carefully study how 
he structures this memo to get his message across and create certain expectations for that meet.   

Which attributes of good technical communication does this memo have, and which does it lack or 
violate? Why do you think Schulz can get away with some of the poor communication strategies he 
uses?  

 

From: Howard Schultz  
Sent: Wednesday, February 14, 2007 10:39 AM Pacific Standard Time  
To: Jim Donald  
Cc: Anne Saunders; Dave Pace; Dorothy Kim; Gerry Lopez; Jim Alling; Ken Lombard; Martin 
Coles; Michael Casey; Michelle Gass; Paula Boggs; Sandra Taylor 

Subject: The Commoditization of the Starbucks Experience 

As you prepare for the FY 08 strategic planning process, I want to share some of my thoughts with 
you. 

Over the past ten years, in order to achieve the growth, development, and scale necessary to go from 
less than 1,000 stores to 13,000 stores and beyond, we have had to make a series of decisions that, in 
retrospect, have lead to the watering down of the Starbucks experience, and, what some might call 
the commoditization of our brand. 

Many of these decisions were probably right at the time, and on their own merit would not have 
created the dilution of the experience; but in this case, the sum is much greater and, unfortunately, 
much more damaging than the individual pieces. For example, when we went to automatic espresso 
machines, we solved a major problem in terms of speed of service and efficiency. At the same time, 
we overlooked the fact that we would remove much of the romance and theatre that was in play with 
the use of the La Marzocca machines. This specific decision became even more damaging when the 
height of the machines, which are now in thousands of stores, blocked the visual sight line the 
customer previously had to watch the drink being made, and for the intimate experience with the 
barista. This, coupled with the need for fresh roasted coffee in every North America city and every 
international market, moved us toward the decision and the need for flavor locked packaging. Again, 
the right decision at the right time, and once again I believe we overlooked the cause and the affect of 
flavor lock in our stores. We achieved fresh roasted bagged coffee, but at what cost? The loss of 
aroma -- perhaps the most powerful non-verbal signal we had in our stores; the loss of our people 
scooping fresh coffee from the bins and grinding it fresh in front of the customer, and once again 
stripping the store of tradition and our heritage? Then we moved to store design. Clearly we have had 
to streamline store design to gain efficiencies of scale and to make sure we had the ROI on sales to 
investment ratios that would satisfy the financial side of our business. However, one of the results 
has been stores that no longer have the soul of the past and reflect a chain of stores vs. the warm 
feeling of a neighborhood store. Some people even call our stores sterile, cookie cutter, no longer 
reflecting the passion our partners feel about our coffee. In fact, I am not sure people today even 
know we are roasting coffee. You certainly can't get the message from being in our stores. The 
merchandise, more art than science, is far removed from being the merchant that I believe we can be 



and certainly at a minimum should support the foundation of our coffee heritage. Some stores don't 
have coffee grinders, French presses from Bodum, or even coffee filters. 

Now that I have provided you with a list of some of the underlying issues that I believe we need to 
solve, let me say at the outset that we have all been part of these decisions. I take full responsibility 
myself, but we desperately need to look into the mirror and realize it's time to get back to the core 
and make the changes necessary to evoke the heritage, the tradition, and the passion that we all have 
for the true Starbucks experience. While the current state of affairs for the most part is self induced, 
that has lead to competitors of all kinds, small and large coffee companies, fast food operators, and 
mom and pops, to position themselves in a way that creates awareness, trial and loyalty of people 
who previously have been Starbucks customers. This must be eradicated. 

I have said for 20 years that our success is not an entitlement and now it's proving to be a reality. 
Let's be smarter about how we are spending our time, money and resources. Let's get back to the 
core. Push for innovation and do the things necessary to once again differentiate Starbucks from all 
others. We source and buy the highest quality coffee. We have built the most trusted brand in coffee 
in the world, and we have an enormous responsibility to both the people who have come before us 
and the 150,000 partners and their families who are relying on our stewardship. 

Finally, I would like to acknowledge all that you do for Starbucks. Without your passion and 
commitment, we would not be where we are today. 
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