
 

 

 

 
 
To our shareholders: 
  
 Amazon.com passed many milestones in 1997: by year-end, we had served more 
than 1.5 million customers, yielding 838% revenue growth to $147.8 million, and 
extended our market leadership despite aggressive competitive entry. 
  
 But this is Day 1 for the Internet and, if we execute well, for Amazon.com. Today, 
online commerce saves customers money and precious time. Tomorrow, through 
personalization, online commerce will accelerate the very process of discovery. 
Amazon.com uses the Internet to create real value for its customers and, by doing so, 
hopes to create an enduring franchise, even in established and large markets. 
  
 We have a window of opportunity as larger players marshal the resources to pursue 
the online opportunity and as customers, new to purchasing online, are receptive to 
forming new relationships. The competitive landscape has continued to evolve at a fast 
pace. Many large players have moved online with credible offerings and have devoted 
substantial energy and resources to building awareness, traffic, and sales. Our goal is to 
move quickly to solidify and extend our current position while we begin to pursue the 
online commerce opportunities in other areas. We see substantial opportunity in the large 
markets we are targeting. This strategy is not without risk: it requires serious investment 
and crisp execution against established franchise leaders. 
  
  It's All About the Long Term 
  
 We believe that a fundamental measure of our success will be the shareholder value 
we create over the long term. This value will be a direct result of our ability to extend and 
solidify our current market leadership position. The stronger our market leadership, the  
more powerful our economic model. Market leadership can translate directly to higher 
revenue, higher profitability, greater capital velocity, and correspondingly stronger 
returns on invested capital. 
  
 Our decisions have consistently reflected this focus. We first measure ourselves in 
terms of the metrics most indicative of our market leadership: customer and revenue 
growth, the degree to which our customers continue to purchase from us on a repeat 
basis, and the strength of our brand. We have invested and will continue to invest 
aggressively to expand and leverage our customer base, brand, and infrastructure as we 
move to establish an enduring franchise. 
  



 

 

 Because of our emphasis on the long term, we may make decisions and weigh 
tradeoffs differently than some companies. Accordingly, we want to share with you our 
fundamental management and decision-making approach so that you, our shareholders, 
may confirm that it is consistent with your investment philosophy: 
  
We will continue to focus relentlessly on our customers. 
  

• We will continue to make investment decisions in light of long-term market 
leadership considerations rather than short-term profitability considerations or 
short-term Wall Street reactions. 

  
• We will continue to measure our programs and the effectiveness of our 

investments analytically, to jettison those that do not provide acceptable 
returns, and to step up our investment in those that work best. We will 
continue to learn from both our successes and our failures. 

  
• We will make bold rather than timid investment decisions where we see a 

sufficient probability of gaining market leadership advantages. Some of these 
investments will pay off, others will not, and we will have learned another 
valuable lesson in either case. 

  
• When forced to choose between optimizing the appearance of our GAAP 

accounting and maximizing the present value of future cash flows, we'll take 
the cash flows. 

  
• We will share our strategic thought processes with you when we make bold 

choices (to the extent competitive pressures allow), so that you may evaluate 
for yourselves whether we are making rational long-term leadership 
investments. 

  
• We will work hard to spend wisely and maintain our lean culture. We 

understand the importance of continually reinforcing a cost-conscious culture, 
particularly in a business incurring net losses. 

  
• We will balance our focus on growth with emphasis on long-term profitability 

and capital management. At this stage, we choose to prioritize growth because 
we believe that scale is central to achieving the potential of our business 
model. 

  
• We will continue to focus on hiring and retaining versatile and talented 

employees, and continue to weight their compensation to stock options rather 
than cash. We know our success will be largely affected by our ability to 
attract and retain a motivated employee base, each of whom must think like, 
and therefore must actually be, an owner. 

  
 



 

 

 We aren't so bold as to claim that the above is the "right" investment philosophy, but 
it's ours, and we would be remiss if we weren't clear in the approach we have taken and 
will continue to take. 
  
 With this foundation, we would like to turn to a review of our business focus, our 
progress in 1997, and our outlook for the future. 
  
  Obsess Over Customers 
  
 From the beginning, our focus has been on offering our customers compelling value. 
We realized that the Web was, and still is, the World Wide Wait. Therefore, we set out to 
offer customers something they simply could not get any other way, and began serving 
them with books. We brought them much more selection than was possible in a physical 
store (our store would now occupy 6 football fields), and presented it in a useful, easy-to-
search, and easy-to-browse format in a store open 365 days a year, 24 hours a day. We 
maintained a dogged focus on improving the shopping experience, and in 1997 
substantially enhanced our store. We now offer customers gift certificates, 1-Click(SM) 
shopping, and vastly more reviews, content, browsing options, and recommendation 
features. We dramatically lowered prices, further increasing customer value. Word of 
mouth remains the most powerful customer acquisition tool we have, and we are grateful 
for the trust our customers have placed in us. Repeat purchases and word of mouth have 
combined to make Amazon.com the market leader in online bookselling. 
  
 By many measures, Amazon.com came a long way in 1997: 
  

• Sales grew from $15.7 million in 1996 to $147.8 million -- an 838%       
increase. 

  
• Cumulative customer accounts grew from 180,000 to 1,510,000 -- a 738%       

increase. 
  

• The percentage of orders from repeat customers grew from over 46% in the       
fourth quarter of 1996 to over 58% in the same period in 1997. 

  
• In terms of audience reach, per Media Metrix, our Web site went from a       

rank of 90th to within the top 20. 
  

• We established long-term relationships with many important strategic       
partners, including America Online, Yahoo!, Excite, Netscape, GeoCities,       
AltaVista, @Home, and Prodigy. 

 
  
 
 
 
 



 

 

  Infrastructure 
  
 During 1997, we worked hard to expand our business infrastructure to 
support these greatly increased traffic, sales, and service levels: 
  

• Amazon.com's employee base grew from 158 to 614, and we significantly       
strengthened our management team. 

  
• Distribution center capacity grew from 50,000 to 285,000 square feet,       

including a 70% expansion of our Seattle facilities and the launch of our       
second distribution center in Delaware in November. 

  
• Inventories rose to over 200,000 titles at year-end, enabling us to 

improve availability for our customers. 
 

• Our cash and investment balances at year-end were $125 million, thanks to 
our initial public offering in May 1997 and our $75 million loan, 
affording us substantial strategic flexibility. 

  
  Our Employees 
  
 The past year's success is the product of a talented, smart, hard-working group, and I 
take great pride in being a part of this team. Setting the bar high in our approach to hiring 
has been, and will continue to be, the single most important element of Amazon.com's 
success. 
  
 It's not easy to work here (when I interview people I tell them, “You can work long, 
hard, or smart, but at Amazon.com you can't choose two out of three”), but we are 
working to build something important, something that matters to our customers, 
something that we can all tell our grandchildren about. Such things aren't meant to be 
easy. We are incredibly fortunate to have this group of dedicated employees whose 
sacrifices and passion build Amazon.com. 
  
  Goals for 1998 
  
 We are still in the early stages of learning how to bring new value to our customers 
through Internet commerce and merchandising. Our goal remains to continue to solidify 
and extend our brand and customer base. This requires sustained investment in systems 
and infrastructure to support outstanding customer convenience, selection, and service 
while we grow. We are planning to add music to our product offering, and over time we 
believe that other products may be prudent investments. We also believe there are 
significant opportunities to better serve our customers overseas, such as reducing delivery 
times and better tailoring the customer experience. To be certain, a big part of the 
challenge for us will lie not in finding new ways to expand our business, but in 
prioritizing our investments. 
  



 

 

 We now know vastly more about online commerce than when Amazon.com was 
founded, but we still have so much to learn. Though we are optimistic, we must remain 
vigilant and maintain a sense of urgency. The challenges and hurdles we will face to 
make our long-term vision for Amazon.com a reality are several: aggressive, capable, 
well-funded competition; considerable growth challenges and execution risk; the risks of 
product and geographic expansion; and the need for large continuing investments to meet 
an expanding market opportunity. However, as we've long said, online bookselling, and 
online commerce in general, should prove to be a very large market, and it's likely that a 
number of companies will see significant benefit. We feel good about what we've done, 
and even more excited about what we want to do. 
  
 1997 was indeed an incredible year. We at Amazon.com are grateful to our customers 
for their business and trust, to each other for our hard work, and to our shareholders for 
their support and encouragement. 
  
                                          /s/ JEFFREY P. BEZOS 
                                          Jeffrey P. Bezos 
                                          Founder and Chief Executive Officer 
                                          Amazon.com, Inc. 
 
 
 



 

 

 
 
 
To our shareholders, customers, and employees: 
 

The last 3½ years have been exciting.  We’ve served a cumulative 6.2 million 
customers, exited 1998 with a $1 billion revenue run rate, launched music, video, and gift 
stores in the U.S., opened shop in the U.K. and Germany, and, just recently, launched 
Amazon.com Auctions.   
 

We predict the next 3½ years will be even more exciting.  We are working to 
build a place where tens of millions of customers can come to find and discover anything 
they might want to buy online.  It is truly Day 1 for the Internet and, if we execute our 
business plan well, it remains Day 1 for Amazon.com. Given what’s happened, it may be 
difficult to conceive, but we think the opportunities and risks ahead of us are even greater 
than those behind us.  We will have to make many conscious and deliberate choices, 
some of which will be bold and unconventional.  Hopefully, some will turn out to be 
winners.  Certainly, some will turn out to be mistakes. 
 
A Recap of 1998 
 

Heads-down focus on customers helped us make substantial progress in 1998: 
 

• Sales grew from $148 million in 1997 to $610 million – a 313% increase. 
• Cumulative customer accounts grew from 1.5 million at the end of 1997 to 6.2 

million at the end of 1998 – an increase of over 300%. 
• Despite this strong new customer growth, the percentage of orders placed on the 

Amazon.com Web site by repeat customers grew from over 58% in the fourth 
quarter of 1997 to over 64% in the same period in 1998. 

• Our first major product expansion, the Amazon.com music store, became the 
leading online music retailer in its first full quarter. 

• Following their October launch under the Amazon brand and with Amazon.com 
technology, the combined fourth-quarter sales in the U.K. and German stores 
nearly quadrupled over the third quarter, establishing Amazon.co.uk and 
Amazon.de as the leading online booksellers in their markets. 

• The addition of music was followed by the addition of video and gifts in 
November, and we became the leading online video retailer in only 6 weeks. 

• 25% of our fourth-quarter 1998 sales was derived from Amazon.co.uk, 
Amazon.de, and music, video, and gift sales on Amazon.com, all very new 
businesses. 

• We significantly improved the customer experience, with innovations like 1-
ClickSM shopping, Gift Click, store-wide sales rank, and instant recommendations. 



 

 

 
1998’s revenue and customer growth and achievement of continued growth in 1999 

were and are dependent on expansion of our infrastructure.  Some highlights: 
 

• In 1998 our employee base grew from approximately 600 to over 2,100, and we 
significantly strengthened our management team. 

• We opened distribution and customer service centers in the U.K. and Germany, 
and in early 1999, announced the lease of a highly-mechanized distribution center 
of approximately 323,000 square feet in Fernley, Nevada.  This latest addition 
will more than double our total distribution capacity and allows us to even further 
improve time-to-mailbox for customers. 

• Inventories rose from $9 million at the beginning of the year to $30 million by 
year end, enabling us to improve product availability for our customers and 
improve product costs through direct purchasing from manufacturers. 

• Our cash and investment balances, following our May 1998 high yield debt 
offering and early 1999 convertible debt offering, now stand at well over $1.5 
billion (on a pro forma basis), affording us substantial financial strength and 
strategic flexibility. 

 
We’re fortunate to benefit from a business model that is cash-favored and capital 

efficient.  As we do not need to build physical stores or stock those stores with inventory, 
our centralized distribution model has allowed us to build our business to a billion-dollar 
sales rate with just $30 million in inventory and $30 million in net plant and equipment.  
In 1998, we generated $31 million in operating cash flow which more than offset net 
fixed asset additions of $28 million. 
 
Our Customers 
 

We intend to build the world’s most customer-centric company.  We hold as 
axiomatic that customers are perceptive and smart, and that brand image follows reality 
and not the other way around.  Our customers tell us that they choose Amazon.com and 
tell their friends about us because of the selection, ease-of-use, low prices, and service 
that we deliver.  
 

But there is no rest for the weary.  I constantly remind our employees to be afraid, 
to wake up every morning terrified.  Not of our competition, but of our customers.  Our 
customers have made our business what it is, they are the ones with whom we have a 
relationship, and they are the ones to whom we owe a great obligation.  And we consider 
them to be loyal to us – right up until the second that someone else offers them a better 
service. 
 

 
 
 
 



 

 

We must be committed to constant improvement, experimentation, and innovation 
in every initiative.  We love to be pioneers, it’s in the DNA of the company, and it’s a 
good thing, too, because we’ll need that pioneering spirit to succeed.  We’re proud of the 
differentiation we’ve built through constant innovation and relentless focus on customer 
experience, and we believe our initiatives in 1998 reflect it: our music, video, U.K. and 
German stores, like our U.S. bookstore, are best of breed. 
 
Work Hard, Have Fun, Make History 
 

It would be impossible to produce results in an environment as dynamic as the 
Internet without extraordinary people.  Working to create a little bit of history isn’t 
supposed to be easy, and, well, we’re finding that things are as they’re supposed to be!  
We now have a team of 2,100 smart, hard-working, passionate folks who put customers 
first.  Setting the bar high in our approach to hiring has been, and will continue to be, the 
single most important element of Amazon.com’s success. 
 

During our hiring meetings, we ask people to consider three questions before making 
a decision:  
 

• Will you admire this person? If you think about the people you’ve admired in 
your life, they are probably people you’ve been able to learn from or take an 
example from.  For myself, I’ve always tried hard to work only with people I 
admire, and I encourage folks here to be just as demanding.  Life is definitely too 
short to do otherwise. 

 
• Will this person raise the average level of effectiveness of the group they’re 

entering? We want to fight entropy.  The bar has to continuously go up.  I ask 
people to visualize the company 5 years from now.  At that point, each of us 
should look around and say, “The standards are so high now -- boy, I’m glad I got 
in when I did!” 

 
• Along what dimension might this person be a superstar?  Many people have 

unique skills, interests, and perspectives that enrich the work environment for all 
of us.  It’s often something that’s not even related to their jobs.  One person here 
is a National Spelling Bee champion (1978, I believe).  I suspect it doesn’t help 
her in her everyday work, but it does make working here more fun if you can 
occasionally snag her in the hall with a quick challenge: “onomatopoeia!” 

 
 
 
 
 
 
 
 



 

 

 
Goals for 1999 
 

As we look forward, we believe that the overall e-commerce opportunity is enormous, 
and 1999 will be an important year.  Although Amazon.com has established a strong 
leadership position, it is certain that competition will even further accelerate.  We plan to 
invest aggressively to build the foundation for a multi-billion-dollar revenue company 
serving tens of millions of customers with operational excellence and high efficiency.  
Although this level of forward investment is costly and carries many inherent risks, we 
believe it will provide the best end-to-end experience for customers, and actually offer 
the least risky long-term value creation approach for investors. 
 

The elements of our 1999 plan may not surprise you: 
 

Distribution capacity ! We intend to build out a significant distribution infrastructure 
to ensure that we can support all the sales our customers demand, with speedy access to a 
deep product inventory. 
 

Systems capacity ! We’ll be expanding our systems capacity to support similar 
growth levels. The systems group has a significant task: expand to meet near term 
growth, restructure systems for multi-billion dollar scale and tens of millions of 
customers, build out features and systems for new initiatives and new innovations, and 
increase operational excellence and efficiency.  All while keeping a billion dollar, 8 
million customer store up and available on a 24x7 basis. 
 

Brand promise ! Amazon.com is still a small and young company relative to the 
major offline retailers, and we must ensure that we build wide, strong customer 
relationships during this critical period. 
 

Expanded product and service offerings ! In 1999, we will continue to enhance the 
scope of our current product and service offerings, as well as add new initiatives. 
Amazon.com Auctions is our most recent addition.  If any of you have not tried this new 
service, I encourage you to run – not walk – to www.amazon.com and click on the 
Auctions tab.  As an Amazon.com customer, you are pre-registered to both bid and sell.  
As a seller, you have access to Amazon.com’s 8 million experienced online shoppers. 
 

Bench strength and processes ! We’ve complicated our business dramatically with 
new products, services, geographies, acquisitions and additions to our business model.  
We intend to invest in teams, processes, communication and people development 
practices.  Scaling in this way is among the most challenging and difficult elements of 
our plan. 
 
 
 
 



 

 

Amazon.com has made a number of strides forward in the past year, but there is still 
an enormous amount to learn and to do. We remain optimistic, but we also know we must 
remain vigilant and maintain a sense of urgency.  We face many challenges and hurdles.  
Among them, aggressive, capable and well-funded competition; the growth challenges 
and execution risk associated with our own expansion; and the need for large continuing 
investments to meet an expanding market opportunity. 
 

The most important thing I could say in this letter was said in last years’ letter, which 
detailed our long-term investment approach.  Because we have so many new shareholders 
(this year we’re printing more than 200,000 of these letters – last year we printed about 
13,000), we’ve appended last year’s letter immediately after this year’s.  I invite you to 
please read the section entitled It’s All About the Long Term.  You might want to read it 
twice to make sure we’re the kind of company you want to be invested in.  As it says 
there, we don’t claim it’s the right philosophy, we just claim it’s ours! 
 

All the best and sincere thanks once again to our customers and shareholders and all 
the folks here who are working passionately every day to build an important and lasting 
company. 
 
 
 
 
Jeffrey P. Bezos 
Founder and Chief Executive Officer  
Amazon.com, Inc. 
 
 



 

 

 
 
To our shareholders: 
 
The first 4½ years of our journey have yielded some amazing results: we’ve now served 
over 17 million customers in over 150 countries and built the leading global e-commerce 
brand and platform.  
 
In the coming years we expect to benefit from the continued adoption of online 
commerce around the world as millions of new consumers connect to the Internet for the 
first time.  As the online shopping experience continues to improve, consumer trust and 
confidence will increase, driving further adoption.  And, if we at Amazon.com do our job 
right, we can be uniquely positioned to serve these new customers best and benefit as a 
result. 
 
A Recap of 1999 
 
During 1999, our relentless focus on customers worked: 
 

• Sales grew from $610 million in 1998 to $1.64 billion – a 169 percent increase. 
• We added 10.7 million new customers, increasing cumulative customer accounts 

from 6.2 million to 16.9 million. 
• The percentage of orders placed by repeat customers grew from over 64 percent 

in the fourth quarter of 1998 to greater than 73 percent in the same period in 1999. 
• Customers around the world are now choosing Amazon.com for a wide array of 

products.  Only two years ago, Amazon.com's U.S. Books business represented 
100 percent of our sales.  Today, despite strong growth in U.S. Books, other areas 
account for more than half our sales.  Major 1999 initiatives included Auctions, 
zShops, Toys, Consumer Electronics, Home Improvement, Software, Video 
Games, Payments and our wireless initiative, Amazon Anywhere. 

• We've continued to be recognized as best-of-breed not only in our more 
established areas such as books, but in our newer stores as well.  Just to focus on 
one area, Amazon Toys has received multiple awards, including being rated the 
best online toy store in an MSNBC survey, a ranking as the No. 1 on-line toy 
store by Forrester Research, and the top e-Rating from Consumer Reports in the 
toys category, in each case beating out a number of longer-established players. 

• Sales outside of the US accounted for 22 percent of our business, totaling $358 
million. In the U.K. and Germany, we added Music, Auctions and zShops.  In 
fact, Amazon.co.uk, Amazon.de, and Amazon.com are now the #1, #2, and #3 
most popular online retail domains in Europe. 

• We grew worldwide distribution capacity from roughly 300,000 square feet to 
over 5 million square feet in less than 12 months. 



 

 

• In part because of this infrastructure, we were able to grow revenues 90 percent in 
just three months, while shipping well over 99 percent of our holiday orders in 
time for the holidays.  As far as we can determine, no other company has ever 
grown 90 percent in three months on a sales base of over $1 billion. 

 
I’m incredibly proud of everyone at Amazon.com for their tireless efforts to deliver what 
has become the standard-setting, Amazon.com-class customer experience while 
simultaneously handling such extraordinary growth rates.  If any of you shareholders 
would like to thank this incredible worldwide team of Amazonians, please feel free to 
send an email to jeff@amazon.com.  With help from my astounding office staff, I’ll 
compile them and send them to the company.  I know it would be appreciated.  (As a side 
benefit I’ll get to see if anyone reads these letters!) 
 
In 1999, we continued to benefit from a business model that is inherently capital efficient.  
We don’t need to build physical stores or stock those stores with inventory, and our 
centralized distribution model has allowed us to build a business with over $2 billion in 
annualized sales but requiring just $220 million in inventory and $318 million in fixed 
assets.  Over the last five years, we’ve cumulatively used just $62 million in operating 
cash. 
 
What Do You Own? 
 
At a recent event at the Stanford University campus, a young woman came to the 
microphone and asked me a great question: “I have 100 shares of Amazon.com.  What do 
I own?” 
 
I was surprised I hadn’t heard it before, at least not so simply put.  What do you own?  
You own a piece of the leading e-commerce platform. 
 
The Amazon.com platform is comprised of brand, customers, technology, distribution 
capability, deep e-commerce expertise, and a great team with a passion for innovation 
and a passion for serving customers well.  We begin the year 2000 with 17 million 
customers, a world-wide reputation for customer focus, the best e-commerce software 
systems, and purpose-built distribution and customer service infrastructure.  We believe 
we have reached a “tipping point,” where this platform allows us to launch new e-
commerce businesses faster, with a higher quality of customer experience, a lower 
incremental cost, a higher chance of success, and a faster path to scale and profitability 
than any other company. 
 
Our vision is to use this platform to build Earth’s most customer-centric company, a 
place where customers can come to find and discover anything and everything they might 
want to buy online.  We won’t do so alone, but together with what will be thousands of 
partners of all sizes.  We’ll listen to customers, invent on their behalf, and personalize the 
store for each of them, all while working hard to continue to earn their trust.  As is 
probably clear, this platform affords an unusually large scale opportunity, one that should 



 

 

prove very valuable for both customers and shareholders if we can make the most of it.  
Despite the many risks and complexities, we are deeply committed to doing so. 
 
Goals for 2000 
 
In the year 2000, Amazon.com has six major goals: growth in both the number of our 
customers and the strength of the relationship we have with each of them; continued rapid 
expansion of the products and services we offer; driving operational excellence in all 
areas of the company; international expansion; expanding our partnership programs; and 
last, importantly, driving toward profitability in each and every business we are in.  I’ll 
spend a moment on each goal. 
 
Growing and strengthening customer relationships !!!! We will continue to invest 
heavily in introductions to new customers.  Though it’s sometimes hard to imagine with 
all that has happened in the last five years, this remains Day 1 for e-commerce, and these 
are the early days of category formation where many customers are forming relationships 
for the first time.  We must work hard to grow the number of customers who shop with 
us, the number of products they purchase, the frequency with which they shop, and the 
level of satisfaction they have when they do so. 
 
Product and service expansion !!!! We are working to build a place where customers can 
find and discover anything they want to buy, anytime, anywhere. Each new product and 
service we offer makes us more relevant to a wider group of customers and can increase 
the frequency with which they visit our store. So, as we expand our offering, we create a 
virtuous cycle for the whole business.  The more frequently customers visit our store, the 
less time, energy, and marketing investment is required to get them to come back again. 
In sight, in mind. 
 
Further, as we expand, each new store has a dedicated team working to make it best-of-
breed in its category; thus each new store is also a new opportunity to demonstrate to 
customers our focus on them. Finally, each new product or service further leverages our 
investments in distribution, customer service, technology, and brand, and can yield 
increased leverage on our bottom line. 
 
Operational excellence !!!! To us, operational excellence implies two things: delivering 
continuous improvement in customer experience and driving productivity, margin, 
efficiency, and asset velocity across all our businesses. 
 
Often, the best way to drive one of these is to deliver the other.  For instance, more 
efficient distribution yields faster delivery times, which in turn lowers contacts per order 
and customer service costs.  These, in turn, improve customer experience and build 
brand, which in turn decreases customer acquisition and retention costs. 
 
Our whole company is highly focused on driving operational excellence in each area of 
our business in 2000.  Being world class in both customer experience and operations will 
allow us to grow faster and deliver even higher service levels. 



 

 

 
International expansion !!!! We think that consumers outside the U.S. are even more 
under-served by retail than those within it, and, with our platform in place, Amazon.com 
is well positioned to be a leading global retailer.  We already have significant brand, sales 
and customer presence around the world, as we’ve been shipping into over 150 countries 
for almost five years. I’m pleased to report that our stores in the UK and Germany are off 
to a strong start " they are already in the top 10 Web properties and the # 1 e-commerce 
site in each of their respective countries.  Our customers and shareholders around the 
world can look forward to further geographic expansion from this base during the coming 
year. 
 
Expanding our partnership program !!!! Through our platform, we are able to bring 
tremendous value to our partners, such as drugstore.com.  In fact, our experience so far 
suggests that Amazon.com may easily be the most efficient, effective means for our 
partners to build their businesses. In many areas, partnering is the best way for us to 
rapidly expand our store in a customer-focused, cost-effective manner.  One point worth 
emphasizing: the quality of customer experience a partner delivers is the single most 
important criteria in our selection process " we simply won’t build a partnership with any 
company that does not share our passion for serving customers.  
 
We love these kinds of partnerships because they please customers, please our partners, 
and are financially attractive, pleasing our shareholders " you and us. 
 
Drive toward profitability in each business we are in !!!! Each of the previous goals 
I’ve outlined contribute to our long-standing objective of building the best, most 
profitable, highest return on capital, long-term franchise.  So in a way, driving 
profitability is the foundation underlying all of these goals.  In the coming year, we 
expect to deliver substantial margin improvement and cost leverage as we drive 
continuous improvement in our partnerships with suppliers, in our own productivity and 
efficiency, in our management of fixed and working capital, and our expertise in 
managing product mix and price. 
 
Each successive product and service we launch this year should build on our platform, so 
our investment curve can be less steep and the time to profitability for each business 
should, in general, continue to shorten. 
 
It’s All About the Long Term 
 
In our 1997 letter to shareholders (our first), we detailed our long-term investment 
approach.  Because we continue to add many new shareholders, we’ve appended that 
letter immediately after this year’s.   I invite you to please read the section entitled It’s All 
About the Long Term, as it is the best way I know to help make sure we’re the kind of 
company you want to be invested in.  As we wrote there, we don’t claim it’s the right 
philosophy, we just claim it’s ours! 
 



 

 

In closing, consider this most important point: the current online shopping experience is 
the worst it will ever be. It’s good enough today to attract 17 million customers, but it 
will get so much better. Increased bandwidth will result in faster page views and richer 
content.  Further improvements will lead to “always-on access” (which I expect will be a 
strong boost to online shopping at home, as opposed to the office) and we’ll see 
significant growth in non-PC devices and wireless access.  Moreover, it’s great to be 
participating in what is a multi-trillion dollar global market, in which we are so very, very 
tiny.  We are doubly-blessed.  We have a market-size unconstrained opportunity in an 
area where the underlying foundational technology we employ improves every day.  That 
is not normal. 
 
As always, we at Amazon.com remain grateful to our customers for their business and 
trust, to each other for our hard work, and to our shareholders for their support and 
encouragement.  Many, many thanks. 
 
 
 
 
Jeffrey P. Bezos 
Founder and Chief Executive Officer  
Amazon.com, Inc. 
 
 



To our shareholders:

Ouch. It’s been a brutal year for many in the capital markets and certainly for Amazon.com shareholders.
As of this writing, our shares are down more than 80% from when I wrote you last year. Nevertheless, by
almost any measure, Amazon.com the company is in a stronger position now than at any time in its past.

• We served 20 million customers in 2000, up from 14 million in 1999.

• Sales grew to $2.76 billion in 2000 from $1.64 billion in 1999.

• Pro forma operating loss shrank to 6% of sales in Q4 2000, from 26% of sales in Q4 1999.

• Pro forma operating loss in the U.S. shrank to 2% of sales in Q4 2000, from 24% of sales in Q4
1999.

• Average spend per customer in 2000 was $134, up 19%.

• Gross profit grew to $656 million in 2000, from $291 million in 1999, up 125%.

• Almost 36% of Q4 2000 U.S. customers purchased from one of our ‘‘non-BMV’’ stores such as
electronics, tools, and kitchen.

• International sales grew to $381 million in 2000, from $168 million in 1999.

• We helped our partner Toysrus.com sell more than $125 million of toys and video games in Q4 2000.

• We ended 2000 with cash and marketable securities of $1.1 billion, up from $706 million at the end
of 1999, thanks to our early 2000 euroconvert financing.

• And, most importantly, our heads-down focus on the customer was reflected in a score of 84 on the
American Customer Satisfaction Index. We are told this is the highest score ever recorded for a
service company in any industry.

So, if the company is better positioned today than it was a year ago, why is the stock price so much lower
than it was a year ago? As the famed investor Benjamin Graham said, ‘‘In the short term, the stock market is a
voting machine; in the long term, it’s a weighing machine.’’ Clearly there was a lot of voting going on in the
boom year of ’99—and much less weighing. We’re a company that wants to be weighed, and over time, we
will be—over the long term, all companies are. In the meantime, we have our heads down working to build a
heavier and heavier company.

Many of you have heard me talk about the ‘‘bold bets’’ that we as a company have made and will
continue to make—these bold bets have included everything from our investment in digital and wireless
technologies, to our decision to invest in smaller e-commerce companies, including living.com and Pets.com,
both of which shut down operations in 2000. We were significant shareholders in both and lost a significant
amount of money on both.

We made these investments because we knew we wouldn’t ourselves be entering these particular
categories any time soon, and we believed passionately in the ‘‘land rush’’ metaphor for the Internet. Indeed,
that metaphor was an extraordinarily useful decision aid for several years starting in 1994, but we now believe
its usefulness largely faded away over the last couple of years. In retrospect, we significantly underestimated
how much time would be available to enter these categories and underestimated how difficult it would be for
single-category e-commerce companies to achieve the scale necessary to succeed.

Online selling (relative to traditional retailing) is a scale business characterized by high fixed costs and
relatively low variable costs. This makes it difficult to be a medium-sized e-commerce company. With a long



enough financing runway, Pets.com and living.com may have been able to acquire enough customers to achieve
the needed scale. But when the capital markets closed the door on financing Internet companies, these
companies simply had no choice but to close their doors. As painful as that was, the alternative—investing
more of our own capital in these companies to keep them afloat—would have been an even bigger mistake.

Future: Real Estate Doesn’t Obey Moore’s Law.

Let’s move to the future. Why should you be optimistic about the future of e-commerce and the future of
Amazon.com?

Industry growth and new customer adoption will be driven over the coming years by relentless
improvements in the customer experience of online shopping. These improvements in customer experience will
be driven by innovations made possible by dramatic increases in available bandwidth, disk space, and
processing power, all of which are getting cheap fast.

Price performance of processing power is doubling about every 18 months (Moore’s Law), price
performance of disk space is doubling about every 12 months, and price performance of bandwidth is doubling
about every 9 months. Given that last doubling rate, Amazon.com will be able to use 60 times as much
bandwidth per customer 5 years from now while holding our bandwidth cost per customer constant. Similarly,
price performance improvements in disk space and processing power will allow us to, for example, do ever
more and better real-time personalization of our Web site.

In the physical world, retailers will continue to use technology to reduce costs, but not to transform the
customer experience. We too will use technology to reduce costs, but the bigger effect will be using technology
to drive adoption and revenue. We still believe that some 15% of retail commerce may ultimately move online.

While there are no foregone conclusions, and we still have much to prove, Amazon.com today is a unique
asset. We have the brand, the customer relationships, the technology, the fulfillment infrastructure, the financial
strength, the people, and the determination to extend our leadership in this infant industry and to build an
important and lasting company. And we will do so by keeping the customer first.

The year 2001 will be an important one in our development. Like 2000, this year will be a year of focus
and execution. As a first step, we’ve set the goal of achieving a pro forma operating profit in the fourth quarter.
While we have a tremendous amount of work to do and there can be no guarantees, we have a plan to get
there, it’s our top priority, and every person in this company is committed to helping with that goal. I look
forward to reporting to you our progress in the coming year.

As I usually do, I’ve appended our 1997 letter, our first letter to shareholders. It gets more interesting
every year that goes by, in part because so little has changed. I especially draw your attention to the section
entitled ‘‘It’s All About the Long Term.’’

We at Amazon.com remain grateful to our customers for their business and trust, to each other for our
hard work, and to our shareholders for their support and encouragement. Many, many thanks.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.



 

 

 
 
To our shareholders: 
 

In July of last year, Amazon.com reached an important way station.  After four years of 
single-minded focus on growth, and then just under two years spent almost exclusively on 
lowering costs, we reached a point where we could afford to balance growth and cost 
improvement, dedicating resources and staffed projects to both.  Our major price reduction in 
July, moving to discount books over $20 by 30% off list, marked this change. 
 

This balance began to pay off in the fourth quarter, when we both significantly exceeded 
our own goals on the bottom line and simultaneously reaccelerated growth in our business.  We 
lowered prices again in January when we offered a new class of shipping that is free (year-round) 
on orders over $99.  Focus on cost improvement makes it possible for us to afford to lower 
prices, which drives growth.  Growth spreads fixed costs across more sales, reducing cost per 
unit, which makes possible more price reductions.  Customers like this, and it’s good for 
shareholders.  Please expect us to repeat this loop. 
 

As I mentioned, we exceeded our goals for the fourth quarter with pro forma operating 
profit of $59 million and pro forma net profit of $35 million.  Thousands of Amazon.com 
employees around the world worked hard to achieve that goal; they are, and should be, proud of 
the accomplishment.  More highlights from a notable year: 
 

• Sales grew 13% from $2.76 billion in 2000 to $3.12 billion in 2001; we achieved our 
first billion-dollar quarter on reaccelerated sales and 23% year-over-year unit growth 
in Q4. 
 

• We served 25 million customer accounts in 2001, compared to 20 million in 2000 and 
14 million in 1999. 
 

• International sales grew 74% in 2001, and more than one-quarter of sales came from 
outside the U.S.  The U.K. and Germany, our largest international markets, had a 
combined pro forma operating profit for the first time in Q4.  Open only a year, Japan 
grew to a $100 million annual run rate in Q4. 
 

• Hundreds of thousands of small businesses and individuals made money by selling 
new and used products to our customers directly from our highly trafficked product 
detail pages.  These Marketplace orders grew to 15% of U.S. orders in Q4, far 
surpassing our expectations when we launched Marketplace in November 2000. 
 

• Inventory turns increased from 12 in 2000 to 16 in 2001. 



 

 

• Most important, we stayed relentlessly focused on the customer, as reflected in a 
chart-topping score of 84 for the second year in a row on the widely followed 
American Customer Satisfaction Index conducted by the University of Michigan.  We 
are told this is the highest score ever recorded--not just for any retailer, but for any 
service company. 
 

Obsess over customers: our commitment continues 
 

Until July, Amazon.com had been primarily built on two pillars of customer experience: 
selection and convenience.  In July, as I already discussed, we added a third customer experience 
pillar: relentlessly lowering prices.  You should know that our commitment to the first two pillars 
remains as strong as ever. 

 
We now have more than 45,000 items in our electronics store (about seven times the 

selection you’re likely to find in a big-box electronics store), we’ve tripled our kitchen selection 
(you’ll find all the best brands), we’ve launched computer and magazine subscriptions stores, 
and we’ve added selection with strategic partners such as Target and Circuit City. 

 
We’ve improved convenience with features like Instant Order Update, which warns you 

if you’re about to buy the same item twice (people are busy--they forget that they’ve already 
bought it!). 

 
We’ve dramatically improved customer self-service capabilities.  Customers can now 

easily find, cancel, or modify their own orders.  To find an order, just make sure you are signed 
in and recognized by the site, and do a regular search on any product in your order.  When you 
get to that product’s detail page, a link to your order will be at the top of the page. 

 
We built a new feature called Look Inside the Book.  Customers can view large high-

resolution images of not only the front cover of a book, but also the back cover, index, table of 
contents, and a reasonable sample of the inside pages.  They can Look Inside the Book before 
making a buying decision.  It’s available on over 200,000 of our millions of titles (as a point of 
comparison, a typical book superstore carries about 100,000 titles). 

 
As my last example, I’ll just point out that one of the most important things we’ve done 

to improve convenience and experience for customers also happens to be a huge driver of 
variable cost productivity: eliminating mistakes and errors at their root.  Every year that’s gone 
by since Amazon.com’s founding, we’ve done a better and better job of eliminating errors, and 
this past year was our best ever.  Eliminating the root causes of errors saves us money and saves 
customers time. 

 
Our consumer franchise is our most valuable asset, and we will nourish it with innovation 

and hard work. 
 



 

 

An investment framework 
 

In every annual letter (including this one), we attach a copy of our original 1997 letter to 
shareholders to help investors decide if Amazon.com is the right kind of investment for them, 
and to help us determine if we have remained true to our original goals and values.  I think we 
have. 

 
In that 1997 letter, we wrote, “When forced to choose between optimizing the appearance 

of our GAAP accounting and maximizing the present value of future cash flows, we’ll take the 
cash flows.” 

 
Why focus on cash flows?  Because a share of stock is a share of a company's future cash 

flows, and, as a result, cash flows more than any other single variable seem to do the best job of 
explaining a company's stock price over the long term. 

 
If you could know for certain just two things--a company’s future cash flows and its 

future number of shares outstanding--you would have an excellent idea of the fair value of a 
share of that company’s stock today.  (You’d also need to know appropriate discount rates, but if 
you knew the future cash flows for certain, it would also be reasonably easy to know which 
discount rates to use.)  It’s not easy, but you can make an informed forecast of future cash flows 
by examining a company’s performance in the past and by looking at factors such as the leverage 
points and scalability in that company’s model.  Estimating the number of shares outstanding in 
the future requires you to forecast items such as option grants to employees or other potential 
capital transactions.  Ultimately, your determination of cash flow per share will be a strong 
indicator of the price you might be willing to pay for a share of ownership in any company. 

 
Since we expect to keep our fixed costs largely fixed, even at significantly higher unit 

volumes, we believe Amazon.com is poised over the coming years to generate meaningful, 
sustained, free cash flow.  Our goal for 2002 reflects just that.  As we said in January when we 
reported our fourth quarter results, we plan this year to generate positive operating cash flow, 
leading to free cash flow (the difference between the two is up to $75 million of planned capital 
expenditures).  Our trailing twelve-month pro forma net income should, roughly but not 
perfectly, trend like trailing twelve-month cash flow. 

 
Limiting share count means more cash flow per share and more long-term value for 

owners.  Our current objective is to target net dilution from employee stock options (grants net of 
cancellations) to an average of 3% per year over the next five years, although in any given year it 
might be higher or lower. 

 
Relentless commitment to long-term shareholder value 
 

As I’ve discussed many times before, we are firm believers that the long-term interests of 
shareholders are tightly linked to the interests of our customers: if we do our jobs right, today's 
customers will buy more tomorrow, we’ll add more customers in the process, and it will all add 
up to more cash flow and more long-term value for our shareholders.  To that end, we are 



 

 

committed to extending our leadership in e-commerce in a way that benefits customers and 
therefore, inherently, investors--you can’t do one without the other. 

 
As we kick off 2002, I am happy to report that I am as enthusiastic as ever about this 

business.  There is more innovation ahead of us than behind us, we are close to demonstrating 
the operating leverage of our business model, and I get to work with this amazing team of 
Amazonians all over the world.  I am lucky and grateful.  We thank you, our owners, for your 
support, your encouragement, and for joining us on this adventure.  If you’re a customer, we 
thank you again! 

 

 
Jeffrey P. Bezos 
Founder and Chief Executive Officer 
Amazon.com, Inc. 



 

 

 
 
To our shareholders: 
 

In many ways, Amazon.com is not a normal store.  We have deep selection that is 
unconstrained by shelf space.  We turn our inventory 19 times in a year.  We personalize 
the store for each and every customer.  We trade real estate for technology (which gets 
cheaper and more capable every year).  We display customer reviews critical of our 
products.  You can make a purchase with a few seconds and one click.  We put used 
products next to new ones so you can choose.  We share our prime real estate—our 
product detail pages—with third parties, and, if they can offer better value, we let them. 
 

One of our most exciting peculiarities is poorly understood.  People see that we’re 
determined to offer both world-leading customer experience and the lowest possible 
prices, but to some this dual goal seems paradoxical if not downright quixotic.  
Traditional stores face a time-tested tradeoff between offering high-touch customer 
experience on the one hand and the lowest possible prices on the other.  How can 
Amazon.com be trying to do both? 

 
The answer is that we transform much of customer experience—such as unmatched 

selection, extensive product information, personalized recommendations, and other new 
software features—into largely a fixed expense.  With customer experience costs largely 
fixed (more like a publishing model than a retailing model), our costs as a percentage of 
sales can shrink rapidly as we grow our business.  Moreover, customer experience costs 
that remain variable—such as the variable portion of fulfillment costs—improve in our 
model as we reduce defects.  Eliminating defects improves costs and leads to better 
customer experience. 
 

We believe our ability to lower prices and simultaneously drive customer experience 
is a big deal, and this past year offers evidence that the strategy is working. 
 

First, we do continue to drive customer experience.  The holiday season this year is 
one example.  While delivering a record number of units to customers, we also delivered 
our best-ever experience.  Cycle time, the amount of time taken by our fulfillment centers 
to process an order, improved 17% compared with last year.  And our most sensitive 
measure of customer satisfaction, contacts per order, saw a 13% improvement. 
 

Inside existing product categories, we’ve worked hard to increase selection.  
Electronics selection is up over 40% in the U.S. alone over the prior year, and we now 
offer 10 times the selection of a typical big box electronics store.  Even in U.S. books, 
where we’ve been working for 8 years, we increased selection by 15%, mostly in harder-
to-find and out-of-print titles.  And, of course, we’ve added new categories.  Our Apparel 
and Accessories store has more than 500 top clothing brands, and in its first 60 days, 
customers bought 153,000 shirts, 106,000 pairs of pants, and 31,000 pairs of underwear. 

 
 



 

 

 
In this year’s American Customer Satisfaction Index, the most authoritative study of 

customer satisfaction, Amazon.com scored an 88, the highest score ever recorded—not  
just online, not just in retailing—but  the highest score ever recorded in any service 
industry.  In ACSI's words: 
 

“Amazon.com continues to show remarkably high levels of customer satisfaction.  
With a score of 88 (up 5%), it is generating satisfaction at a level unheard of in the 
service industry…. Can customer satisfaction for Amazon climb more?  The latest 
ACSI data suggest that it is indeed possible.  Both service and the value proposition 
offered by Amazon have increased at a steep rate.” 

 
Second, while focused on customer experience, we’ve also been lowering price 

substantially.  We’ve been doing so broadly across product categories, from books to 
electronics, and we’ve eliminated shipping fees with our 365 day-per-year Free Super 
Saver Shipping on orders over $25.  We’ve been taking similar actions in every country 
in which we do business. 
 

Our pricing objective is not to discount a small number of products for a limited 
period of time, but to offer low prices everyday and apply them broadly across our entire 
product range.  To illustrate this point, we recently did a price comparison versus a major 
well-known chain of book superstores.  We did not hand pick a choice group of books 
against which we wanted to compare.  Instead, we used their published list of their 100 
bestsellers for 2002.  It was a good representation of the kinds of books people buy most, 
consisting of 45 hardcover titles and 55 paperbacks across many different categories, 
including Literature, Romance, Mystery and Thrillers, Nonfiction, Children's, Self-Help, 
and so on. 

 
We priced all 100 titles by visiting their superstores in both Seattle and New York 

City.  It took us six hours in four of their different superstores to find all 100 books on 
their list.  When we added up everything we spent, we discovered that: 

 
• At their stores, these 100 bestselling books cost $1,561.  At Amazon.com, the 

same books cost $1,195 for a total savings of $366, or 23%. 
 

• For 72 of the 100 books, our price was cheaper.  On 25 of the books, our price 
was the same.  On 3 of the 100, their prices were better (we subsequently reduced 
our prices on these three books). 

 
• In these physical-world superstores, only 15 of their 100 titles were discounted—

they were selling the other 85 at full list price.  At Amazon.com, 76 of the 100 
were discounted and 24 were sold at list price. 

 
To be sure, you may find reasons to shop in the physical world—for instance, if you 

need something immediately—but, if you do so, you’ll be paying a premium.  If you 
want to save money and time, you'll do better by shopping at Amazon.com. 
 

Third, our determination to deliver low price and customer experience is generating 
financial results.  Net sales this year increased 26% to a record $3.9 billion, and unit sales 



 

 

grew at an even faster 34%.  Free cash flow—our most important financial measure—
reached $135 million, a $305 million improvement over the prior year.¹ 
 

In short, what's good for customers is good for shareholders. 
 

Once again this year, I attach a copy of our original 1997 letter and encourage 
current and prospective shareowners to take a look at it.  Given how much we’ve grown 
and how much the Internet has evolved, it's notable that the fundamentals of how we do 
business remain the same. 
 

As always, we at Amazon.com are grateful to our customers for their business and 
trust, to each other for our hard work, and to our shareholders for their support and 
encouragement. 

 

 
Jeffrey P. Bezos 
Founder and Chief Executive Officer 
Amazon.com, Inc. 
 
 
 
 
 
 
 
 
 
 
 

_________ 
 ¹  Free cash flow for 2002 of $135 million is net cash provided by operating activities of $174 million 
less purchases of fixed assets of $39 million.  Free cash flow for 2001 of negative $170 million is net cash 
used in operating activities of $120 million less purchases of fixed assets of $50 million.  



To our shareholders:

Long-term thinking is both a requirement and an outcome of true ownership. Owners are different from
tenants. I know of a couple who rented out their house, and the family who moved in nailed their Christmas tree
to the hardwood floors instead of using a tree stand. Expedient, I suppose, and admittedly these were particularly
bad tenants, but no owner would be so short-sighted. Similarly, many investors are effectively short-term tenants,
turning their portfolios so quickly they are really just renting the stocks that they temporarily “own.”

We emphasized our long-term views in our 1997 letter to shareholders, our first as a public company,
because that approach really does drive making many concrete, non-abstract decisions. I’d like to discuss a few
of these non-abstract decisions in the context of customer experience. At Amazon.com, we use the term customer
experience broadly. It includes every customer-facing aspect of our business—from our product prices to our
selection, from our website’s user interface to how we package and ship items. The customer experience we
create is by far the most important driver of our business.

As we design our customer experience, we do so with long-term owners in mind. We try to make all of our
customer experience decisions—big and small—in that framework.

For instance, shortly after launching Amazon.com in 1995, we empowered customers to review products.
While now a routine Amazon.com practice, at the time we received complaints from a few vendors, basically
wondering if we understood our business: “You make money when you sell things—why would you allow
negative reviews on your website?” Speaking as a focus group of one, I know I’ve sometimes changed my mind
before making purchases on Amazon.com as a result of negative or lukewarm customer reviews. Though
negative reviews cost us some sales in the short term, helping customers make better purchase decisions
ultimately pays off for the company.

Another example is our Instant Order Update feature, which reminds you that you’ve already bought a
particular item. Customers lead busy lives and cannot always remember if they’ve already purchased a particular
item, say a DVD or CD they bought a year earlier. When we launched Instant Order Update, we were able to
measure with statistical significance that the feature slightly reduced sales. Good for customers? Definitely. Good
for shareowners? Yes, in the long run.

Among the most expensive customer experience improvements we’re focused on are our everyday free-
shipping offers and our ongoing product price reductions. Eliminating defects, improving productivity, and
passing the resulting cost savings back to customers in the form of lower prices is a long-term decision. Increased
volumes take time to materialize, and price reductions almost always hurt current results. In the long term,
however, relentlessly driving the “price-cost structure loop” will leave us with a stronger, more valuable
business. Since many of our costs, such as software engineering, are relatively fixed and many of our variable
costs can also be better managed at larger scale, driving more volume through our cost structure reduces those
costs as a percentage of sales. To give one small example, engineering a feature like Instant Order Update for use
by 40 million customers costs nowhere near 40 times what it would cost to do the same for 1 million customers.

Our pricing strategy does not attempt to maximize margin percentages, but instead seeks to drive maximum
value for customers and thereby create a much larger bottom line—in the long term. For example, we’re
targeting gross margins on our jewelry sales to be substantially lower than industry norms because we believe
over time—customers figure these things out—this approach will produce more value for shareholders.



We have a strong team of hard-working, innovative folks building Amazon.com. They are focused on the
customer and focused on the long term. On that time scale, the interests of shareowners and customers are
aligned.

As always, I attach our 1997 letter and believe it is still worth a read. Here’s to not being a tenant!

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.

P.S. Again this year, the widely-followed American Customer Satisfaction Index gave Amazon.com a score
of 88—the highest customer satisfaction score ever recorded in any service industry, online or off. A
representative of the ACSI was quoted as saying, “If they go any higher, they will get a nose bleed.” We’re
working on that.



  

  
  
To our shareholders:  
  

Our ultimate financial measure, and the one we most want to drive over the long-term, is free cash flow per share.  
  

Why not focus first and foremost, as many do, on earnings, earnings per share or earnings growth? The simple answer is that 
earnings don’t directly translate into cash flows, and shares are worth only the present value of their future cash flows, not the present 
value of their future earnings. Future earnings are a component—but not the only important component—of future cash flow per 
share. Working capital and capital expenditures are also important, as is future share dilution.  
  

Though some may find it counterintuitive, a company can actually impair shareholder value in certain circumstances by growing 
earnings. This happens when the capital investments required for growth exceed the present value of the cash flow derived from those 
investments.  
  

To illustrate with a hypothetical and very simplified example, imagine that an entrepreneur invents a machine that can quickly 
transport people from one location to another. The machine is expensive—$160 million with an annual capacity of 100,000 passenger 
trips and a four year useful life. Each trip sells for $1,000 and requires $450 in cost of goods for energy and materials and $50 in labor 
and other costs.  
  

Continue to imagine that business is booming, with 100,000 trips in Year 1, completely and perfectly utilizing the capacity of 
one machine. This leads to earnings of $10 million after deducting operating expenses including depreciation—a 10% net margin. 
The company’s primary focus is on earnings; so based on initial results the entrepreneur decides to invest more capital to fuel sales 
and earnings growth, adding additional machines in Years 2 through 4.  
  

Here are the income statements for the first four years of business:  
  

  
It’s impressive: 100% compound earnings growth and $150 million of cumulative earnings. Investors considering only the 

above income statement would be delighted.  

   

Earnings

   

Year 1
  

Year 2 
  

Year 3 
  

Year 4

   (in thousands)
Sales   $100,000  $200,000  $400,000  $800,000

Units sold    100   200  400   800
Growth    N/A   100%  100%   100%

Gross profit    55,000   110,000  220,000   440,000
Gross margin    55%   55%  55%   55%

Depreciation    40,000   80,000   160,000   320,000
Labor & other costs    5,000   10,000  20,000   40,000
         
Earnings   $ 10,000  $ 20,000  $ 40,000  $ 80,000
         

Margin    10%   10%  10%   10%
Growth    N/A   100%  100%   100%



However, looking at cash flows tells a different story. Over the same four years, the transportation business generates 
cumulative negative free cash flow of $530 million.  
  

  
There are of course other business models where earnings more closely approximate cash flows. But as our transportation 

example illustrates, one cannot assess the creation or destruction of shareholder value with certainty by looking at the income 
statement alone.  
  

Notice, too, that a focus on EBITDA—Earnings Before Interest, Taxes, Depreciation and Amortization—would lead to the same 
faulty conclusion about the health of the business. Sequential annual EBITDA would have been $50, $100, $200 and $400 million—
100% growth for three straight years. But without taking into account the $1.28 billion in capital expenditures necessary to generate 
this ‘cash flow,’ we’re getting only part of the story—EBITDA isn’t cash flow.  
  

What if we modified the growth rates and, correspondingly, capital expenditures for machinery—would cash flows have 
deteriorated or improved?  
  

   

Cash Flows
 

   

Year 1
 

Year 2 
 

Year 3 
 

Year 4 
 

   (in thousands)  
Earnings   $ 10,000  $ 20,000  $ 40,000  $ 80,000 
Depreciation    40,000  80,000  160,000  320,000 
Working capital    —     —     —     —   
      

Operating Cash Flow    50,000  100,000  200,000   400,000 
Capital expenditures    160,000  160,000  320,000   640,000 
      
Free Cash Flow   $(110,000) $ (60,000) $(120,000) $(240,000)
      

  
Paradoxically, from a cash flow perspective, the slower this business grows the better off it is. Once the initial capital outlay has 

been made for the first machine, the ideal growth trajectory is to scale to 100% of capacity quickly, then stop growing. However, even 
with only one piece of machinery, the gross cumulative cash flow doesn’t surpass the initial machine cost until Year 4 and the net 
present value of this stream of cash flows (using 12% cost of capital) is still negative.  
  

Unfortunately our transportation business is fundamentally flawed. There is no growth rate at which it makes sense to invest 
initial or subsequent capital to operate the business. In fact, our example is so simple and clear as to be obvious. Investors would run a 
net present value analysis on the economics and quickly determine it doesn’t pencil out. Though it’s more subtle and complex in the 
real world, this issue—the duality between earnings and cash flows—comes up all the time.  
  

Cash flow statements often don’t receive as much attention as they deserve. Discerning investors don’t stop with the income 
statement.  
  

Our Most Important Financial Measure: Free Cash Flow Per Share  
  

Year 2, 3 and 4 Sales and Earnings Growth Rate
  

Number of 
Machines in

Year 4 
  

Year 1 to 4 
Cumulative

Earnings 
  

Year 1 to 4 
Cumulative Free

Cash Flow 

      (in thousands)
0%, 0%, 0%   1   $ 40,000  $   40,000  
100%, 50%, 33%   4   $100,000  $(140,000)
100%, 100%, 100%  8   $150,000  $(530,000)

Amazon.com’s financial focus is on long-term growth in free cash flow per share.  
  

Amazon.com’s free cash flow is driven primarily by increasing operating profit dollars and efficiently managing both working 
capital and capital expenditures. We work to increase operating profit by focusing on improving all aspects of the customer 
experience to grow sales and by maintaining a lean cost structure.  



We have a cash generative operating cycle1 because we turn our inventory quickly, collecting payments from our customers 
before payments are due to suppliers. Our high inventory turnover means we maintain relatively low levels of investment in 
inventory—$480 million at year end on a sales base of nearly $7 billion.  
  

The capital efficiency of our business model is illustrated by our modest investments in fixed assets, which were $246 million at 
year end or 4% of 2004 sales.  
  

Free cash flow2 grew 38% to $477 million in 2004, a $131 million improvement over the prior year. We are confident that if we 
continue to improve customer experience—including increasing selection and lowering prices—and execute efficiently, our value 
proposition, as well as our free cash flow, will further expand.  
  

As to dilution, total shares outstanding plus stock-based awards are essentially unchanged at the end of 2004 compared with 
2003, and are down 1% over the last three years. During that same period, we’ve also eliminated over six million shares of potential 
future dilution by repaying more than $600 million of convertible debt that was due in 2009 and 2010. Efficiently managing share 
count means more cash flow per share and more long-term value for owners.  
  

This focus on free cash flow isn’t new for Amazon.com. We made it clear in our 1997 letter to shareholders—our first as a 
public company—that when “forced to choose between optimizing GAAP accounting and maximizing the present value of future 
cash flows, we’ll take the cash flows.” I’m attaching a copy of our complete 1997 letter and encourage current and prospective 
shareowners to take a look at it.  
  

As always, we at Amazon.com are grateful to our customers for their business and trust, to each other for our hard work, and to 
our shareholders for their support and encouragement.  
  
  

  
Jeffrey P. Bezos  
Founder and Chief Executive Officer  
Amazon.com, Inc.  

  
April 2005 

  

  
  

1 The operating cycle is number of days of sales in inventory plus number of days of sales in accounts receivable minus accounts 
payable days. 

2 Free cash flow is defined as net cash provided by operating activities less purchases of fixed assets, including capitalized 
internal-use software and website development, both of which are presented on our statements of cash flows. Free cash flow for 
2004 of $477 million is net cash provided by operating activities of $567 million less purchases of fixed assets, including 
capitalized internal-use software and website development costs, of $89 million. Free cash flow for 2003 of $346 million is net 
cash provided by operating activities of $392 million less purchases of fixed assets, including capitalized internal-use software 
and website development costs, of $46 million. 



To our shareholders:

Many of the important decisions we make at Amazon.com can be made with data. There is a right answer or
a wrong answer, a better answer or a worse answer, and math tells us which is which. These are our favorite
kinds of decisions.

Opening a new fulfillment center is an example. We use history from our existing fulfillment network to
estimate seasonal peaks and to model alternatives for new capacity. We look at anticipated product mix,
including product dimensions and weight, to decide how much space we need and whether we need a facility for
smaller “sortable” items or for larger items that usually ship alone. To shorten delivery times and reduce
outbound transportation costs, we analyze prospective locations based on proximity to customers, transportation
hubs, and existing facilities. Quantitative analysis improves the customer’s experience and our cost structure.

Similarly, most of our inventory purchase decisions can be numerically modeled and analyzed. We want
products in stock and immediately available to customers, and we want minimal total inventory in order to keep
associated holding costs, and thus prices, low. To achieve both, there is a right amount of inventory. We use
historical purchase data to forecast customer demand for a product and expected variability in that demand. We
use data on the historical performance of vendors to estimate replenishment times. We can determine where to
stock the product within our fulfillment network based on inbound and outbound transportation costs, storage
costs, and anticipated customer locations. With this approach, we keep over one million unique items under our
own roof, immediately available for customers, while still turning inventory more than fourteen times per year.

The above decisions require us to make some assumptions and judgments, but in such decisions, judgment
and opinion come into play only as junior partners. The heavy lifting is done by the math.

As you would expect, however, not all of our important decisions can be made in this enviable, math-based
way. Sometimes we have little or no historical data to guide us and proactive experimentation is impossible,
impractical, or tantamount to a decision to proceed. Though data, analysis, and math play a role, the prime
ingredient in these decisions is judgment.1

As our shareholders know, we have made a decision to continuously and significantly lower prices for
customers year after year as our efficiency and scale make it possible. This is an example of a very important
decision that cannot be made in a math-based way. In fact, when we lower prices, we go against the math that we
can do, which always says that the smart move is to raise prices. We have significant data related to price
elasticity. With fair accuracy, we can predict that a price reduction of a certain percentage will result in an
increase in units sold of a certain percentage. With rare exceptions, the volume increase in the short term is never
enough to pay for the price decrease. However, our quantitative understanding of elasticity is short-term. We can
estimate what a price reduction will do this week and this quarter. But we cannot numerically estimate the effect
that consistently lowering prices will have on our business over five years or ten years or more. Our judgment is
that relentlessly returning efficiency improvements and scale economies to customers in the form of lower prices

1 “The Structure of ‘Unstructured’ Decision Processes” is a fascinating 1976 paper by Henry Mintzberg, Duru
Raisinghani, and Andre Theoret. They look at how institutions make strategic, “unstructured” decisions as
opposed to more quantifiable “operating” decisions. Among other gems you will find in the paper is this:
“Excessive attention by management scientists to operating decisions may well cause organizations to pursue
inappropriate courses of action more efficiently.” They are not debating the importance of rigorous and
quantitative analysis, but only noting that it gets a lopsided amount of study and attention, probably because of
the very fact that it is more quantifiable. The whole paper is available at www.amazon.com/ir/mintzberg.



creates a virtuous cycle that leads over the long term to a much larger dollar amount of free cash flow, and
thereby to a much more valuable Amazon.com. We’ve made similar judgments around Free Super Saver
Shipping and Amazon Prime, both of which are expensive in the short term and—we believe—important and
valuable in the long term.

As another example, in 2000 we invited third parties to compete directly against us on our “prime retail real
estate”—our product detail pages. Launching a single detail page for both Amazon retail and third-party items
seemed risky. Well-meaning people internally and externally worried it would cannibalize Amazon’s retail
business, and—as is often the case with consumer-focused innovations—there was no way to prove in advance
that it would work. Our buyers pointed out that inviting third parties onto Amazon.com would make inventory
forecasting more difficult and that we could get “stuck” with excess inventory if we “lost the detail page” to one
of our third-party sellers. However, our judgment was simple. If a third party could offer a better price or better
availability on a particular item, then we wanted our customer to get easy access to that offer. Over time, third-
party sales have become a successful and significant part of our business. Third-party units have grown from 6%
of total units sold in 2000 to 28% in 2005, even as retail revenues have grown three-fold.

Math-based decisions command wide agreement, whereas judgment-based decisions are rightly debated and
often controversial, at least until put into practice and demonstrated. Any institution unwilling to endure
controversy must limit itself to decisions of the first type. In our view, doing so would not only limit controversy
—it would also significantly limit innovation and long-term value creation.

The foundation of our decision-making philosophy was laid out in our 1997 letter to shareholders, a copy of
which is attached:

• We will continue to focus relentlessly on our customers.

• We will continue to make investment decisions in light of long-term market leadership considerations
rather than short-term profitability considerations or short-term Wall Street reactions.

• We will continue to measure our programs and the effectiveness of our investments analytically, to
jettison those that do not provide acceptable returns, and to step up our investment in those that work
best. We will continue to learn from both our successes and our failures.

• We will make bold rather than timid investment decisions where we see a sufficient probability of
gaining market leadership advantages. Some of these investments will pay off, others will not, and we
will have learned another valuable lesson in either case.

You can count on us to combine a strong quantitative and analytical culture with a willingness to make bold
decisions. As we do so, we’ll start with the customer and work backwards. In our judgment, that is the best way
to create shareholder value.

Jeffrey P. Bezos
Founder and Chief Executive Officer



To our shareholders:

At Amazon’s current scale, planting seeds that will grow into meaningful new businesses takes some
discipline, a bit of patience, and a nurturing culture.

Our established businesses are well-rooted young trees. They are growing, enjoy high returns on capital, and
operate in very large market segments. These characteristics set a high bar for any new business we would start.
Before we invest our shareholders’ money in a new business, we must convince ourselves that the new
opportunity can generate the returns on capital our investors expected when they invested in Amazon. And we
must convince ourselves that the new business can grow to a scale where it can be significant in the context of
our overall company.

Furthermore, we must believe that the opportunity is currently underserved and that we have the capabilities
needed to bring strong customer-facing differentiation to the marketplace. Without that, it’s unlikely we’d get to
scale in that new business.

I often get asked, “When are you going to open physical stores?” That’s an expansion opportunity we’ve
resisted. It fails all but one of the tests outlined above. The potential size of a network of physical stores is
exciting. However: we don’t know how to do it with low capital and high returns; physical-world retailing is a
cagey and ancient business that’s already well served; and we don’t have any ideas for how to build a physical
world store experience that’s meaningfully differentiated for customers.

When you do see us enter new businesses, it’s because we believe the above tests have been passed. Our
acquisition of Joyo.com is a first step in serving the most populous country in the world. E-commerce in China is
still in its early days, and we believe it’s an excellent business opportunity. Shoes, apparel, groceries: these are
big segments where we have the right skills to invent and grow large-scale, high-return businesses that genuinely
improve customer experience.

Fulfillment by Amazon is a set of web services API’s that turns our 12 million square foot fulfillment center
network into a gigantic and sophisticated computer peripheral. Pay us 45 cents per month per cubic foot of
fulfillment center space, and you can stow your products in our network. You make web services calls to alert us
to expect inventory to arrive, to tell us to pick and pack one or more items, and to tell us where to ship those
items. You never have to talk to us. It’s differentiated, can be large, and passes our returns bar.

Amazon Web Services is another example. With AWS, we’re building a new business focused on a new
customer set … software developers. We currently offer ten different web services and have built a community
of over 240,000 registered developers. We’re targeting broad needs universally faced by developers, such as
storage and compute capacity—areas in which developers have asked for help, and in which we have deep
expertise from scaling Amazon.com over the last twelve years. We’re well positioned to do it, it’s highly
differentiated, and it can be a significant, financially attractive business over time.

In some large companies, it might be difficult to grow new businesses from tiny seeds because of the
patience and nurturing required. In my view, Amazon’s culture is unusually supportive of small businesses with
big potential, and I believe that’s a source of competitive advantage.

Like any company, we have a corporate culture formed not only by our intentions but also as a result of our
history. For Amazon, that history is fairly fresh and, fortunately, it includes several examples of tiny seeds
growing into big trees. We have many people at our company who have watched multiple $10 million seeds turn
into billion dollar businesses. That first-hand experience and the culture that has grown up around those



successes is, in my opinion, a big part of why we can start businesses from scratch. The culture demands that
these new businesses be high potential and that they be innovative and differentiated, but it does not demand that
they be large on the day that they are born.

I remember how excited we were in 1996 as we crossed $10 million in book sales. It wasn’t hard to be
excited—we had grown to $10 million from zero. Today, when a new business inside Amazon grows to
$10 million, the overall company is growing from $10 billion to $10.01 billion. It would be easy for the senior
executives who run our established billion dollar businesses to scoff. But they don’t. They watch the growth rates
of the emerging businesses and send emails of congratulations. That’s pretty cool, and we’re proud it’s a part of
our culture.

In our experience, if a new business enjoys runaway success, it can only begin to be meaningful to the
overall company economics in something like three to seven years. We’ve seen those time frames with our
international businesses, our earlier non-media businesses, and our third party seller businesses. Today,
international is 45% of sales, non-media is 34% of sales, and our third party seller businesses account for 28% of
our units sold. We will be happy indeed if some of the new seeds we’re planting enjoy similar successes.

We’ve come a distance since we celebrated our first $10 million in sales. As we continue to grow, we’ll
work to maintain a culture that embraces new businesses. We will do so in a disciplined way, with an eye on
returns, potential size, and the ability to create differentiation that customers care about. We won’t always choose
right, and we won’t always succeed. But we will be choosy, and we will work hard and patiently.

As always, I attach our 1997 letter to shareholders. You’ll see that our philosophy and approach have not
changed. Many thanks for your support and encouragement.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.



To our shareowners:

November 19, 2007, was a special day. After three years of work, we introduced Amazon Kindle to our
customers.

Many of you may already know something of Kindle—we’re fortunate (and grateful) that it has been broadly
written and talked about. Briefly, Kindle is a purpose-built reading device with wireless access to more than
110,000 books, blogs, magazines, and newspapers. The wireless connectivity isn’t WiFi—instead it uses the
same wireless network as advanced cell phones, which means it works when you’re at home in bed or out and
moving around. You can buy a book directly from the device, and the whole book will be downloaded wirelessly,
ready for reading, in less than 60 seconds. There is no “wireless plan,” no year-long contract you must commit to,
and no monthly service fee. It has a paper-like electronic-ink display that’s easy to read even in bright daylight.
Folks who see the display for the first time do a double-take. It’s thinner and lighter than a paperback, and can
hold 200 books. Take a look at the Kindle detail page on Amazon.com to see what customers think—Kindle has
already been reviewed more than 2,000 times.

As you might expect after three years of work, we had sincere hopes that Kindle would be well received, but we
did not expect the level of demand that actually materialized. We sold out in the first 51⁄2 hours, and our supply
chain and manufacturing teams have had to scramble to increase production capacity.

We started by setting ourselves the admittedly audacious goal of improving upon the physical book. We did not
choose that goal lightly. Anything that has persisted in roughly the same form and resisted change for 500 years
is unlikely to be improved easily. At the beginning of our design process, we identified what we believe is the
book’s most important feature. It disappears. When you read a book, you don’t notice the paper and the ink and
the glue and the stitching. All of that dissolves, and what remains is the author’s world.

We knew Kindle would have to get out of the way, just like a physical book, so readers could become engrossed
in the words and forget they’re reading on a device. We also knew we shouldn’t try to copy every last feature of a
book—we could never out-book the book. We’d have to add new capabilities—ones that could never be possible
with a traditional book.

The early days of Amazon.com provide an analog. It was tempting back then to believe that an online bookstore
should have all the features of a physical bookstore. I was asked about a particular feature dozens of times: “How
are you going to do electronic book signings?” Thirteen years later, we still haven’t figured that one out! Instead
of trying to duplicate physical bookstores, we’ve been inspired by them and worked to find things we could do in
the new medium that could never be done in the old one. We don’t have electronic book signings, and similarly
we can’t provide a comfortable spot to sip coffee and relax. However, we can offer literally millions of titles,
help with purchase decisions through customer reviews, and provide discovery features like “customers who
bought this item also bought.” The list of useful things that can be done only in the new medium is a long one.

I’ll highlight a few of the useful features we built into Kindle that go beyond what you could ever do with a
physical book. If you come across a word you don’t recognize, you can look it up easily. You can search your
books. Your margin notes and underlinings are stored on the server-side in the “cloud,” where they can’t be lost.
Kindle keeps your place in each of the books you’re reading, automatically. If your eyes are tired, you can
change the font size. Most important is the seamless, simple ability to find a book and have it in 60 seconds.
When I’ve watched people do this for the first time, it’s clear the capability has a profound effect on them. Our
vision for Kindle is every book ever printed in any language, all available in less than 60 seconds.



Publishers—including all the major publishers—have embraced Kindle, and we’re thankful for that. From a
publisher’s point of view, there are a lot of advantages to Kindle. Books never go out of print, and they never go
out of stock. Nor is there ever waste from over-printing. Most important, Kindle makes it more convenient for
readers to buy more books. Anytime you make something simpler and lower friction, you get more of it.

We humans co-evolve with our tools. We change our tools, and then our tools change us. Writing, invented
thousands of years ago, is a grand whopper of a tool, and I have no doubt that it changed us dramatically. Five
hundred years ago, Gutenberg’s invention led to a significant step-change in the cost of books. Physical books
ushered in a new way of collaborating and learning. Lately, networked tools such as desktop computers, laptops,
cell phones and PDAs have changed us too. They’ve shifted us more toward information snacking, and I would
argue toward shorter attention spans. I value my BlackBerry—I’m convinced it makes me more productive—but
I don’t want to read a three-hundred-page document on it. Nor do I want to read something hundreds of pages
long on my desktop computer or my laptop. As I’ve already mentioned in this letter, people do more of what’s
convenient and friction-free. If our tools make information snacking easier, we’ll shift more toward information
snacking and away from long-form reading. Kindle is purpose-built for long-form reading. We hope Kindle and
its successors may gradually and incrementally move us over years into a world with longer spans of attention,
providing a counterbalance to the recent proliferation of info-snacking tools. I realize my tone here tends toward
the missionary, and I can assure you it’s heartfelt. It’s also not unique to me but is shared by a large group of
folks here. I’m glad about that because missionaries build better products. I’ll also point out that, while I’m
convinced books are on the verge of being improved upon, Amazon has no sinecure as that agent. It will happen,
but if we don’t execute well, it will be done by others.

Your team of missionaries here is fervent about driving free cash flow per share and returns on capital. We know
we can do that by putting customers first. I guarantee you there is more innovation ahead of us than behind us,
and we do not expect the road to be an easy one. We’re hopeful, and I’d even say optimistic, that Kindle, true to
its name, will “start a fire” and improve the world of reading.

As always, I attach our 1997 letter to shareholders. You’ll see that Kindle exemplifies our philosophy and long-
term investment approach as discussed in that letter. Happy reading and many thanks!

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.

April 2008



To our shareowners:

In this turbulent global economy, our fundamental approach remains the same. Stay heads down, focused on the
long term and obsessed over customers. Long-term thinking levers our existing abilities and lets us do new things
we couldn’t otherwise contemplate. It supports the failure and iteration required for invention, and it frees us to
pioneer in unexplored spaces. Seek instant gratification – or the elusive promise of it – and chances are you’ll
find a crowd there ahead of you. Long-term orientation interacts well with customer obsession. If we can identify
a customer need and if we can further develop conviction that that need is meaningful and durable, our approach
permits us to work patiently for multiple years to deliver a solution. “Working backwards” from customer needs
can be contrasted with a “skills-forward” approach where existing skills and competencies are used to drive
business opportunities. The skills-forward approach says, “We are really good at X. What else can we do with
X?” That’s a useful and rewarding business approach. However, if used exclusively, the company employing it
will never be driven to develop fresh skills. Eventually the existing skills will become outmoded. Working
backwards from customer needs often demands that we acquire new competencies and exercise new muscles,
never mind how uncomfortable and awkward-feeling those first steps might be.

Kindle is a good example of our fundamental approach. More than four years ago, we began with a long-term
vision: every book, ever printed, in any language, all available in less than 60 seconds. The customer experience
we envisioned didn’t allow for any hard lines of demarcation between Kindle the device and Kindle the service –
the two had to blend together seamlessly. Amazon had never designed or built a hardware device, but rather than
change the vision to accommodate our then-existing skills, we hired a number of talented (and missionary!)
hardware engineers and got started learning a new institutional skill, one that we needed to better serve readers in
the future.

We’re grateful and excited that Kindle sales have exceeded our most optimistic expectations. On February 23, we
began shipping Kindle 2. If you haven’t seen it, Kindle 2 is everything customers loved about the original Kindle,
only thinner, faster, with a crisper display, and longer battery life, and capable of holding 1,500 books. You can
choose from more than 250,000 of the most popular books, magazines, and newspapers. Wireless delivery is free,
and you’ll have your book in less than 60 seconds. We’ve received thousands of feedback emails from customers
about Kindle, and – remarkably – 26% of them contain the word “love.”

Customer Experience Pillars

In our retail business, we have strong conviction that customers value low prices, vast selection, and fast,
convenient delivery and that these needs will remain stable over time. It is difficult for us to imagine that ten
years from now, customers will want higher prices, less selection, or slower delivery. Our belief in the durability
of these pillars is what gives us the confidence required to invest in strengthening them. We know that the energy
we put in now will continue to pay dividends well into the future.

Our pricing objective is to earn customer trust, not to optimize short-term profit dollars. We take it as an article
of faith that pricing in this manner is the best way to grow our aggregate profit dollars over the long term. We
may make less per item, but by consistently earning trust we will sell many more items. Therefore, we offer low
prices across our entire product range. For the same reason, we continue to invest in our free shipping programs,
including Amazon Prime. Customers are well-informed and smart, and they evaluate the total cost, including
delivery charges, when making their purchasing decisions. In the last 12 months, customers worldwide have
saved more than $800 million by taking advantage of our free shipping offers.

We’re relentlessly focused on adding selection, both by increasing selection inside existing categories and by
adding new categories. We’ve added 28 new categories since 2007. One business that is rapidly growing and
continues to surprise me is our shoe store, Endless.com, which we launched in 2007.



Fast, reliable delivery is important to customers. In 2005, we launched Amazon Prime. For $79 per year,1 Prime
members get unlimited express two-day shipping for free and upgrades to one-day delivery for just $3.99. In
2007, we launched Fulfillment by Amazon, a new service for third-party sellers. With FBA, sellers warehouse
their inventory in our global fulfillment network, and we pick, pack, and ship to the end customer on the sellers’
behalf. FBA items are eligible for Amazon Prime and Super Saver Shipping – just as if the items were Amazon-
owned inventory. As a result, FBA both improves the customer experience and drives seller sales. In the fourth
quarter of 2008, we shipped more than 3 million units on behalf of sellers who use Fulfillment by Amazon, a
win-win for customers and sellers.

Prudent Spending

The customer-experience path we’ve chosen requires us to have an efficient cost structure. The good news for
shareowners is that we see much opportunity for improvement in that regard. Everywhere we look (and we all
look), we find what experienced Japanese manufacturers would call “muda” or waste.2 I find this incredibly
energizing. I see it as potential – years and years of variable and fixed productivity gains and more efficient,
higher velocity, more flexible capital expenditures.

Our primary financial goal remains maximizing long-term free cash flow and doing so with high rates of return
on invested capital. We are investing heartily in Amazon Web Services, in tools for third-party sellers, in digital
media, in China, and in new product categories. And we make these investments with the belief that they can be
of meaningful scale and can clear our high bar for returns.

Around the world, amazing, inventive, and hard-working Amazonians are putting customers first. I take great
pride in being part of this team. We thank you, our owners, for your support, for your encouragement, and for
joining us on our continuing adventure.

As always, I attach our 1997 letter to shareowners. Even as the rate of change accelerates, we hope and believe
our focus on what stays the same should serve us well.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.

April 2009

1 Prime is a global program. ¥3,900 in Japan, £48 in the UK, !29 in Germany, and !49 in France.
2 At a fulfillment center recently, one of our Kaizen experts asked me, “I’m in favor of a clean fulfillment

center, but why are you cleaning? Why don’t you eliminate the source of dirt?” I felt like the Karate Kid.



To our shareowners:

The financial results for 2009 reflect the cumulative effect of 15 years of customer experience improvements:
increasing selection, speeding delivery, reducing cost structure so we can afford to offer customers ever-lower
prices, and many others. This work has been done by a large number of smart, relentless, customer-devoted
people across all areas of the company. We are proud of our low prices, our reliable delivery, and our in-stock
position on even obscure and hard-to-find items. We also know that we can still be much better, and we’re
dedicated to improving further.

Some notable highlights from 2009:

• Net sales increased 28% year-over-year to $24.51 billion in 2009. This is 15 times higher than net sales
10 years ago when they were $1.64 billion in 1999.

• Free cash flow increased 114% year-over-year to $2.92 billion in 2009.

• More customers are taking advantage of Amazon Prime, with worldwide memberships up significantly
over last year. The number of different items available for immediate shipment grew more than 50% in
2009.

• We added 21 new product categories around the world in 2009, including Automotive in Japan, Baby in
France, and Shoes and Apparel in China.

• It was a busy year for our shoes business. In November we acquired Zappos, a leader in online apparel
and footwear sales that strives to provide shoppers with the best possible service and selection. Zappos
is a terrific addition to our Endless, Javari, Amazon, and Shopbop selection.

• The apparel team continued to enhance customer experience with the launch of our Denim Shop
offering 100 brands, including Joe’s Jeans, Lucky Brand, 7 For All Mankind, and Levi’s.

• The shoes and apparel teams created over 121,000 product descriptions and uploaded over 2.2 million
images to the website providing customers with a vivid shopping experience.

• Approximately 7 million customer reviews were added to websites worldwide.

• Sales of products by third party sellers on our websites represented 30% of unit sales in 2009. Active
seller accounts increased 24% to 1.9 million for the year. Globally, sellers using Fulfillment By Amazon
stowed more than one million unique items in our fulfillment center network, thereby making these
items available for Free Super Saver Shipping and Amazon Prime.

• Amazon Web Services continued its rapid pace of innovation, launching many new services and
features, including the Amazon Relational Database Service, Virtual Private Cloud, Elastic MapReduce,
High-Memory EC2 Instances, Reserved and Spot Instances, Streaming for Amazon CloudFront, and
Versioning for Amazon S3. AWS also continued to expand its global footprint to include additional
services in the EU, a new Northern California Region and plans for a presence in the Asia-Pacific
Region in 2010. The continued innovation and track record for operational performance helped AWS
add more customers in 2009 than ever before, including many large enterprise customers.

• The U.S. Kindle Store now has more than 460,000 books, an increase from 250,000 last year, and
includes 103 of the 110 New York Times Bestsellers, more than 8,900 blogs, and 171 top U.S. and
International newspapers and magazines. We have shipped Kindles to more than 120 countries, and we
now provide content in six different languages.

Senior leaders that are new to Amazon are often surprised by how little time we spend discussing actual financial
results or debating projected financial outputs. To be clear, we take these financial outputs seriously, but we
believe that focusing our energy on the controllable inputs to our business is the most effective way to maximize



financial outputs over time. Our annual goal setting process begins in the fall, and concludes early in the new
year after we’ve completed our peak holiday quarter. Our goal setting sessions are lengthy, spirited, and detail-
oriented. We have a high bar for the experience our customers deserve and a sense of urgency to improve that
experience.

We’ve been using this same annual process for many years. For 2010, we have 452 detailed goals with owners,
deliverables, and targeted completion dates. These are not the only goals our teams set for themselves, but they
are the ones we feel are most important to monitor. None of these goals are easy and many will not be achieved
without invention. We review the status of each of these goals several times per year among our senior leadership
team and add, remove, and modify goals as we proceed.

A review of our current goals reveals some interesting statistics:

• 360 of the 452 goals will have a direct impact on customer experience.

• The word revenue is used eight times and free cash flow is used only four times.

• In the 452 goals, the terms net income, gross profit or margin, and operating profit are not used once.

Taken as a whole, the set of goals is indicative of our fundamental approach. Start with customers, and work
backwards. Listen to customers, but don’t just listen to customers – also invent on their behalf. We can’t assure
you that we’ll meet all of this year’s goals. We haven’t in past years. However, we can assure you that we’ll
continue to obsess over customers. We have strong conviction that that approach – in the long term – is every bit
as good for owners as it is for customers.

As always, I attach a copy of our original 1997 letter. Our approach remains the same, and it’s still Day 1.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
April 2010



To our shareowners:

Random forests, naïve Bayesian estimators, RESTful services, gossip protocols, eventual consistency, data
sharding, anti-entropy, Byzantine quorum, erasure coding, vector clocks … walk into certain Amazon meetings,
and you may momentarily think you’ve stumbled into a computer science lecture.

Look inside a current textbook on software architecture, and you’ll find few patterns that we don’t apply at
Amazon. We use high-performance transactions systems, complex rendering and object caching, workflow and
queuing systems, business intelligence and data analytics, machine learning and pattern recognition, neural
networks and probabilistic decision making, and a wide variety of other techniques. And while many of our
systems are based on the latest in computer science research, this often hasn’t been sufficient: our architects and
engineers have had to advance research in directions that no academic had yet taken. Many of the problems we
face have no textbook solutions, and so we -- happily -- invent new approaches.

Our technologies are almost exclusively implemented as services: bits of logic that encapsulate the data they
operate on and provide hardened interfaces as the only way to access their functionality. This approach reduces
side effects and allows services to evolve at their own pace without impacting the other components of the
overall system. Service-oriented architecture -- or SOA -- is the fundamental building abstraction for Amazon
technologies. Thanks to a thoughtful and far-sighted team of engineers and architects, this approach was applied
at Amazon long before SOA became a buzzword in the industry. Our e-commerce platform is composed of a
federation of hundreds of software services that work in concert to deliver functionality ranging from
recommendations to order fulfillment to inventory tracking. For example, to construct a product detail page for a
customer visiting Amazon.com, our software calls on between 200 and 300 services to present a highly
personalized experience for that customer.

State management is the heart of any system that needs to grow to very large size. Many years ago,
Amazon’s requirements reached a point where many of our systems could no longer be served by any
commercial solution: our key data services store many petabytes of data and handle millions of requests per
second. To meet these demanding and unusual requirements, we’ve developed several alternative, purpose-built
persistence solutions, including our own key-value store and single table store. To do so, we’ve leaned heavily on
the core principles from the distributed systems and database research communities and invented from there. The
storage systems we’ve pioneered demonstrate extreme scalability while maintaining tight control over
performance, availability, and cost. To achieve their ultra-scale properties these systems take a novel approach to
data update management: by relaxing the synchronization requirements of updates that need to be disseminated
to large numbers of replicas, these systems are able to survive under the harshest performance and availability
conditions. These implementations are based on the concept of eventual consistency. The advances in data
management developed by Amazon engineers have been the starting point for the architectures underneath the
cloud storage and data management services offered by Amazon Web Services (AWS). For example, our Simple
Storage Service, Elastic Block Store, and SimpleDB all derive their basic architecture from unique Amazon
technologies.

Other areas of Amazon’s business face similarly complex data processing and decision problems, such as
product data ingestion and categorization, demand forecasting, inventory allocation, and fraud detection. Rule-
based systems can be used successfully, but they can be hard to maintain and can become brittle over time. In
many cases, advanced machine learning techniques provide more accurate classification and can self-heal to
adapt to changing conditions. For example, our search engine employs data mining and machine learning
algorithms that run in the background to build topic models, and we apply information extraction algorithms to
identify attributes and extract entities from unstructured descriptions, allowing customers to narrow their
searches and quickly find the desired product. We consider a large number of factors in search relevance to



predict the probability of a customer’s interest and optimize the ranking of results. The diversity of products
demands that we employ modern regression techniques like trained random forests of decision trees to flexibly
incorporate thousands of product attributes at rank time. The end result of all this behind-the-scenes software?
Fast, accurate search results that help you find what you want.

All the effort we put into technology might not matter that much if we kept technology off to the side in
some sort of R&D department, but we don’t take that approach. Technology infuses all of our teams, all of our
processes, our decision-making, and our approach to innovation in each of our businesses. It is deeply integrated
into everything we do.

One example is Whispersync, our Kindle service designed to ensure that everywhere you go, no matter what
devices you have with you, you can access your reading library and all of your highlights, notes, and bookmarks,
all in sync across your Kindle devices and mobile apps. The technical challenge is making this a reality for
millions of Kindle owners, with hundreds of millions of books, and hundreds of device types, living in over 100
countries around the world—at 24x7 reliability. At the heart of Whispersync is an eventually consistent
replicated data store, with application defined conflict resolution that must and can deal with device isolation
lasting weeks or longer. As a Kindle customer, of course, we hide all this technology from you. So when you
open your Kindle, it’s in sync and on the right page. To paraphrase Arthur C. Clarke, like any sufficiently
advanced technology, it’s indistinguishable from magic.

Now, if the eyes of some shareowners dutifully reading this letter are by this point glazing over, I will
awaken you by pointing out that, in my opinion, these techniques are not idly pursued – they lead directly to free
cash flow.

We live in an era of extraordinary increases in available bandwidth, disk space, and processing power, all of
which continue to get cheap fast. We have on our team some of the most sophisticated technologists in the world
– helping to solve challenges that are right on the edge of what’s possible today. As I’ve discussed many times
before, we have unshakeable conviction that the long-term interests of shareowners are perfectly aligned with the
interests of customers.

And we like it that way. Invention is in our DNA and technology is the fundamental tool we wield to evolve
and improve every aspect of the experience we provide our customers. We still have a lot to learn, and I expect
and hope we’ll continue to have so much fun learning it. I take great pride in being part of this team.

As always, I attach a copy of our original 1997 letter. Our approach remains the same, and it’s still Day 1.

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.



To our shareowners:

The Power of Invention

“To us, the value of Amazon Web Services is undeniable – in twenty seconds, we can double our server
capacity. In a high-growth environment like ours and with a small team of developers, it’s very important for us
to trust that we have the best support to give to the music community around the world. Five years ago, we would
have crashed and been down without knowing when we would be back. Now, because of Amazon’s continued
innovation, we can provide the best technology and continue to grow.” That’s Christopher Tholen, the Chief
Technology Officer of BandPage. His comments about how AWS helps with the critical need to scale compute
capacity quickly and reliably are not hypothetical: BandPage now helps 500,000 bands and artists connect with
tens of millions of fans.

“So, I started selling on Amazon in April of 2011, and by the time we became the top Amazon lunchbox
seller in June, we had between 50 and 75 orders a day. When we hit August and September – our busiest time,
with the start of the school year – we had 300, sometimes 500 orders a day. It was just phenomenal… I’m using
Amazon to fulfill my orders, which makes my life easier. Plus, when my customers found out they could get free
shipping with Prime subscriptions, the lunchboxes began selling like crazy.” Kelly Lester is the “mom
entrepreneur” of EasyLunchboxes, her own innovative line of easy-to-pack, environmentally friendly lunchbox
containers.

“I sort of stumbled onto it, and it opened a whole new world for me. Since I had over a thousand [book]
titles at my house, I thought, ‘I’ll give this a try.’ I sold some and I kept expanding it and expanding it, and come
to find out this was so much fun I decided I don’t ever want to get another job again. And I’ve got no boss –
other than my wife, that is. What could be better than that? We actually work together on this. We both go out
hunting, so it’s a team effort that’s worked out very well. We sell about 700 books a month. We ship between
800 and 900 to Amazon each month and Amazon ships out the 700 that people buy. Without Amazon handling
shipping and customer service, my wife and I would have to be running to the post office or someplace every day
with dozens of packages. With that part taken care of for us, life is much simpler… This is a terrific program and
I love it. After all, Amazon supplies the customers and even ships the books. I mean, how can it get better than
that?” Bob Frank founded RJF Books and More after getting laid off in the midst of the economic downturn. He
and his wife split their time between Phoenix and Minneapolis, and he describes finding the books he sells like “a
treasure hunt every day.”

“Because of Kindle Direct Publishing, I earn more royalties in one month than I ever did in a year of writing
for a traditional house. I have gone from worrying about if I will be able to pay the bills – and there were many
months when I couldn’t – to finally having real savings, even thinking about a vacation; something I haven’t
done in years… Amazon has allowed me to really spread my wings. Prior, I was boxed into a genre, yet I had all
of these other books I wanted to write. Now I can do just that. I manage my career. I feel as if I finally have a
partner in Amazon. They understand this business and have changed the face of publishing for the good of the
writer and the reader, putting choices back into our hands.” That’s A. K. Alexander, author of Daddy’s Home,
one of the top 100 best-selling Kindle books in March.

“I had no idea that March of 2010, the first month I decided to publish on KDP, would be a defining
moment in my life. Within a year of doing so, I was making enough on a monthly basis to quit my day job and
focus on writing full time! The rewards that have sprung out of deciding to publish through KDP have been
nothing short of life changing. Financially. Personally. Emotionally. Creatively. The ability to write full time, to
be home with my family, and to write exactly what I want without the input of a legacy publisher marketing
committee wanting to have a say in every detail of my writing, has made me a stronger writer, a more prolific
writer, and most importantly a far happier one…. Amazon and KDP are literally enabling creativity in the



publishing world and giving writers like me a shot at their dream, and for that I am forever grateful.” That’s
Blake Crouch, author of several thrillers, including the Kindle best seller Run.

“Amazon has made it possible for authors like me to get their work in front of readers and has changed my
life. In a little over a year, I have sold nearly 250,000 books through the Kindle and have traded in old dreams for
bigger and better ones. Four of my books have hit the Top 100 Kindle Best Sellers List. Also, I have been
approached by agents, foreign sales people, and two movie producers, and have received mentions in the
LA Times, Wall Street Journal, and PC Magazine, and was recently interviewed by USA Today. Mostly, I am
excited that all writers now have the opportunity to get their work in front of readers without jumping through
insurmountable hoops. Writers have more options and readers have more choices. The publishing world is
changing fast, and I plan to enjoy every minute of the ride.” Theresa Ragan is the KDP author of multiple Kindle
best sellers including Abducted.

“Past age 60 and in the midst of the recession, my wife and I found our income options severely limited.
KDP was my one shot at a lifelong dream – our only chance at financial salvation. Within months of publishing,
KDP has completely changed our lives, enabling this aging nonfiction writer to launch a brand-new career as a
best-selling novelist. I can’t say enough on behalf of Amazon and the many tools that they make available to
independent authors. Without reservation, I urge fellow writers to investigate and seize the opportunities that
KDP offers. As I’ve happily discovered, there is zero downside risk – and the potential is virtually unlimited.”
Robert Bidinotto is the author of the Kindle best seller Hunter: A Thriller.

“I leveraged KDP’s technology to blow through all the traditional gatekeepers. Can you imagine how that
feels, after struggling so hard, for so long, for every … single … reader? Now, inspirational fiction lovers I never
would have reached are enjoying Nobody and my other two novels from the Kindle Store at $2.99. I’ve always
wanted to write a Cinderella story. Now I have. And, thanks to Prince Charming (KDP), there will be more to
come…” Creston Mapes is the author of the Kindle best seller Nobody.

Invention comes in many forms and at many scales. The most radical and transformative of inventions are
often those that empower others to unleash their creativity – to pursue their dreams. That’s a big part of what’s
going on with Amazon Web Services, Fulfillment by Amazon, and Kindle Direct Publishing. With AWS, FBA,
and KDP, we are creating powerful self-service platforms that allow thousands of people to boldly experiment
and accomplish things that would otherwise be impossible or impractical. These innovative, large-scale platforms
are not zero-sum – they create win-win situations and create significant value for developers, entrepreneurs,
customers, authors, and readers.

Amazon Web Services has grown to have thirty different services and thousands of large and small
businesses and individual developers as customers. One of the first AWS offerings, the Simple Storage Service,
or S3, now holds over 900 billion data objects, with more than a billion new objects being added every day.
S3 routinely handles more than 500,000 transactions per second and has peaked at close to a million transactions
per second. All AWS services are pay-as-you-go and radically transform capital expense into a variable cost.
AWS is self-service: you don’t need to negotiate a contract or engage with a salesperson – you can just read the
online documentation and get started. AWS services are elastic – they easily scale up and easily scale down.

In just the last quarter of 2011, Fulfillment by Amazon shipped tens of millions of items on behalf of sellers.
When sellers use FBA, their items become eligible for Amazon Prime, for Super Saver Shipping, and for
Amazon returns processing and customer service. FBA is self-service and comes with an easy-to-use inventory
management console as part of Amazon Seller Central. For the more technically inclined, it also comes with a set
of APIs so that you can use our global fulfillment center network like a giant computer peripheral.

I am emphasizing the self-service nature of these platforms because it’s important for a reason I think is
somewhat non-obvious: even well-meaning gatekeepers slow innovation. When a platform is self-service, even
the improbable ideas can get tried, because there’s no expert gatekeeper ready to say “that will never work!” And
guess what – many of those improbable ideas do work, and society is the beneficiary of that diversity.



Kindle Direct Publishing has quickly taken on astonishing scale – more than a thousand KDP authors now
each sell more than a thousand copies a month, some have already reached hundreds of thousands of sales, and
two have already joined the Kindle Million Club. KDP is a big win for authors. Authors who use KDP get to
keep their copyrights, keep their derivative rights, get to publish on their schedule – a typical delay in traditional
publishing can be a year or more from the time the book is finished – and … saving the best for last … KDP
authors can get paid royalties of 70%. The largest traditional publishers pay royalties of only 17.5% on ebooks
(they pay 25% of 70% of the selling price which works out to be 17.5% of the selling price). The KDP royalty
structure is completely transformative for authors. A typical selling price for a KDP book is a reader-friendly
$2.99 – authors get approximately $2 of that! With the legacy royalty of 17.5%, the selling price would have to
be $11.43 to yield the same $2 per unit royalty. I assure you that authors sell many, many more copies at $2.99
than they would at $11.43.

Kindle Direct Publishing is good for readers because they get lower prices, but perhaps just as important,
readers also get access to more diversity since authors that might have been rejected by establishment publishing
channels now get their chance in the marketplace. You can get a pretty good window into this. Take a look at the
Kindle best-seller list, and compare it to the New York Times best-seller list – which is more diverse? The
Kindle list is chock-full of books from small presses and self-published authors, while the New York Times list
is dominated by successful and established authors.

Amazonians are leaning into the future, with radical and transformational innovations that create value for
thousands of authors, entrepreneurs, and developers. Invention has become second nature at Amazon, and in my
view the team’s pace of innovation is even accelerating – I can assure you it’s very energizing. I’m extremely
proud of the whole team, and feel lucky to have a front row seat.

As always, I attach a copy of our original 1997 letter. Our approach remains the same, and it’s still Day 1!

Jeffrey P. Bezos
Founder and Chief Executive Officer
Amazon.com, Inc.
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