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any of us remember the Dot.com

bubble. But often those memories

get “adjusted” by hindsight over
time.

We suspect most readers remember how
“crazy” those days were, with Dot.com startups
garnering astronomical valuations, and investors
attributing their gains to outstanding investment
acumen rather than a raging stock market bubble.
Of course when it all popped, that outstanding
investment acumen was forced to face reality, and it
was not abnormal to hear of those who lost 60%,
70%, 80% or even more of their portfolios.

There was one Dot.com darling, Sun
Microsystems, that was a computer, chip and
information technology company. Many thought
that the sky was the limit given the new internet. In
the three years 1997-1999, Sun Microsystem’s stock
rose +129.31% per year. When reality set in and the
bubble burst, the stock price fell by about -99% over
the next three-year bear market, 2000-2002.

Like many stocks at the time, the price became
very dislocated from the fundamentals. In fact at
one point the stock was trading at 10 x sales. After
the collapse, the CEO Scott McNealy, had what has
become a somewhat famous rant about the price of
his stock and how expensive it got.

“At 10 times revenues, to give you a 10-year
payback, | have to pay you 100% of revenues
for 10 straight years in dividends. That
assumes | can get that by my shareholders.

That assumes | have zero cost of goods sold,
which is very hard for a computer company.
That assumes zero expenses, which is really
hard with 39,000 employees. That assumes |
pay no taxes, which is very hard. And that
assumes you pay no taxes on your dividends,
which is kind of illegal. And that assumes
with zero R&D for the next 10 years, | can
maintain the current revenue run rate. Now,
having done that, would any of you like to
buy my stock at 564? Do you realize how
ridiculous those basic assumptions are? You
don’t need any transparency. You don’t need
any footnotes. What were you thinking?”

Of course, in hindsight, the question “What
were you thinking?” makes a lot of sense. But at the
time, Wall Street and the media were very creative
in explaining away fundamentals as antiquated and
poorly suited to judge how high prices should go.
After all, it was a new era.

We’'ve become much more sophisticated since
that time and would never be so reckless in our
investments today.

Correct?

Apple and Microsoft now account for 14% of
the S&P-500’s performance, the most ever. These
certainly are two good companies with fine
products, very much unlike those Dot.com fakes. As
of this writing Apple trades at 7.3 times revenues
and Microsoft trades at 11.47 times revenues
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“What are you thinking?”

To be clear, we are not contending that any of
these companies are likely to fall -99%. But we are
saying that this is a true stock bubble to go along
with a real-estate bubble. When bubbles burst,
prices fall... a lot.

Of course those are just three stocks — albeit
three very impactful stocks. What about the overall
valuation of the stock market? It's nothing like the
crazy bubble Dot.com era, right?

The price to revenues ratio of the S&P-500 has
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For context, the
Dot.com bubble saw
the price to sales
ratio of the S&P-500
peak at 2.13 x sales.
In fact, back to at
least 1994, and
outside of the post
Covid era, price to
sales have never
been this high.

[\

01-2008 01-2012 01-2015 01-2018 01-2021

2002 2007 2012 2017

Remember, during the Dot.com bubble burst
from 2000 — 2002 the S&P-500 fell about -50% but
the Nasdaq fell over -80%.

Why would you willingly risk those
kinds of losses in your portfolio when
you don’t have to?

It’s not too late to protect yourself.

What is your defensive plan? Attend a
free seminar or call the office to hear about ours.

Waiting could be costly.

Lol
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P.S. Please feel free to forward this commentary to family, friends, or colleagues. If you would like us to add
them to the list, please ask them to send an email with their information and permission to be added.

The Standard & Poor's 500 (S&P 500) is an unmanaged group of securities considered to be representative of the stock market in
general. The Dow Jones Industrial Average is a price-weighted index of 30 actively traded blue-chip stocks. The NASDAQ Composite
Index is an unmanaged, market-weighted index of all over-the-counter common stocks traded on the National Association of Securities
Dealers Automated Quotation System. Yahoo! Finance is the source for any reference to the performance of an index between two
specific periods. Opinions expressed are subject to change without notice and are not intended as investment advice or to predict future
performance. Investments in securities do not offer a fixed rate of return. Principal, yield and/or share price will fluctuate with changes
in market conditions and, when sold or redeemed, you may receive more or less than originally invested. No system or financial planning
strategy can guarantee future results. Consult your financial professional before making any investment decision. You cannot invest
directly in an index. JAVA: Sun Microsystems, Inc. Yearly Stock Returns (1stockl.com) https://dqydj.com/sp-500-ps-ratio/
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