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Finding Winning Stocks  
 
Legendary investor Peter Lynch, who managed the Fidelity Magellan Fund for 13 years, 
is a proponent of looking at what’s going on around you as a source for investment 
ideas. That philosophy has always served me well, and it’s one I’ll take with The 
Telecom Connection model portfolio also. It’s not some inflexible rule applied with a blind 
eye toward macro events, but simply a guideline for where to look for longer-term ideas. 
 
The Power of Convergence and Mobility 
With that in mind, there are two fundamental changes taking place in the world of 
communications today, convergence and mobility. A short five years ago these concepts 
were largely off in the future with a lot of attractive slideware of how good it’s going to be. 
A few years ago they began to get off the ground with the prerequisite missteps as well 
as some successes. Now they are part of the fundamental changes that are taking place 
for individuals and companies worldwide.  
 
So let’s take a closer look at both of these trends. 
 
● Convergence is a relatively simple concept but not particularly easy to implement 
because of the technology involved, as well as the inertia of the status quo. It is simply 
the process of collapsing multiple information pipes (i.e., networks) for voice and data 
into one. 

 
In the corporate world, voice and data are the lifeblood of daily operations but have 
always been separate networks, frequently residing in different departments within a 
company. Data have been sent in what are called packet-based networks, whereas 
voice is traditionally circuit switched, and the two pathways do not mix at all. However, 
as data networks matured, they reached the point where they can carry voice traffic as 
well. Not only does this capability eliminate network redundancy and inefficiencies, but it 
also enables an entirely new class of applications within an organization that leverage 
the new resource.  
 
A simple example will give you a much better idea of the impact.  
 
JetBlue (JBLU), a low-cost airline, was an early adopter of integrated Internet protocol 
(IP) communications (i.e., a type of convergence). A primary expense for all airlines is 
their reservations operations with peaks and troughs of activity throughout the day and 
seasonally during the year. With the implementation of IP telephony and integration with 
its reservations system, JetBlue is able to have reservations agents operate from home 
on a part-time basis. Agents can work “when available,” staffing can mirror demand, and 
the need for fixed assets, such as buildings, is reduced. JetBlue reduced its cost vs. its 
competition, and is much more flexible. 
 
Convergence has been happening within the home as well. Few of our cable carriers 
today do not offer Internet access in addition to television. Most have also added 
telephony services for the so-called triple play. A number of the telcos are involved in 
fiber-to-the-home (FTTH) programs and are able to provide you with TV as well. And 
within your house there are programs under way to network all of your consumer 
electronics to provide you with flexibility of inputs and outputs. Inputs might be your 
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digital still camera, camcorder, iPod, Dish Network, etc., whereas outputs could be your 
TV -- indeed, all your TVs -- personal computer, iPod, printer and even your neighbor’s 
printer. In many ways, it’s a great time to be a consumer. 
 
● Mobility is another very strong trend under way from a variety of perspectives. The 
clear objective here is for us to be able to do anything while in motion that we are able to 
do while attached to a wireline network. 

 
Few of us would argue with the developments we’ve seen and experienced in the cell-
phone arena. But high-end and midrange handsets are really in their infancy in terms of 
the changes that will take place in the coming years. Your handset will assume much 
more functionality, becoming more “computer-like,” and at the same time your notebook 
computer will become more mobile, like your handset. There will be overlap as well as 
innumerable variations in between, but each device is a tool that will be put to use best 
by its operator. 
 
While much of the “sizzle” in this market focuses on the high end, certainly one of the 
biggest opportunities is one at the very low end of the handset market. The next billion 
new cell-phone subscribers are far more likely to come from emerging markets than 
from New York, London or Tokyo. Within a very short time, handset original equipment 
manufacturers (OEMs) will be able to offer units that are expected to retail in emerging 
markets for as little as $20. This has the potential to penetrate a new subscriber base 
that will number in the hundreds of millions. Moreover, for the overwhelming majority of 
these subscribers, this will be their first telephone. Aside from the social benefits, the 
economic impact may well be substantial, given the symbiotic relationship between 
communications and commercial development. 
 
In addition to my focus on communications, I’ll be expanding the model portfolio as 
appropriate into some of the other areas of technology. By doing so, I increase the 
chances for its success by increasing the available market of investments, diversifying 
the model portfolio and reducing the risk. Here again, I am looking to take advantage of 
changes that are taking place today, not in some nebulous future.  
 
Asking the Right Questions 
While current trends may give you an idea of where to go hunting for winning stocks, I 
don’t just recommend companies because they participate in some particular arena. 
There are questions that need to be asked and answered.  
 

 Is it for real? 
There’s a big difference in what’s forecast to happen several years down the 
road that requires a litany of precursors vs. what’s taking place now or the next 
quarter or so. Is this a real company, or is it just a product masquerading as a 
company looking for a problem to “solve”? Is it generating revenue and profits, 
and are they growing? The company’s profit and loss will tell you some of this, 
but it’s essential to dig beneath the headline numbers for the details.  
 

 Who adds the value? 
Being a participant in a market does not necessarily translate into being a 
beneficiary. When you look at a particular market segment, which companies are 
really making money? Which ones have the high margins? 
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 What are the benchmarks? 

Any management team should be able to tell you how to judge its success in a 
new market. If they can’t, how are they going to judge it? And beware of 
manufactured metrics that become popular jargon but have little to no 
relationship to the company’s financials. 

 
 Balance sheets & cash flow statements matter! 

Unless a company is in the early stages of a major buildout, it should really be 
self-funding. If the company is not, why not? Balance sheets will typically contain 
the first signs of trouble, as well as recovery. More people should read them. 

 
As I mentioned previously, these are not hard and fast rules but guidelines. All 
companies and market segments will not conveniently “fit into the box.” Consequently, 
you have to have some degree of flexibility.  
 
But when you have to deviate from these suggestions, understand why and make 
certain there’s a legitimate case for doing so. For example, I may recommend a stock 
short term to take advantage of a specific event, and so it may not fit within my 
“guidelines.” But: a) it is within my charter; b) it has an attractive risk/reward ratio from 
my perspective; and c) it fits the mandate that we’re here to help you make money.  
 




