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INTRODUCTION

You’re a multi-millionaire. You’re rich enough that reading a paper on spending habits seems like a waste of time.
It’s not.

This paper is for you. No matter how wealthy you become, you will have to grapple with the question of how much you
actually spend versus how much you should be spending.

One of the oldest pieces of advice on this topic comes from Aesop’s fable of the grasshopper and the ants.

The story is often used to encourage hard work, saving, and preparation. | see more. The grasshopper spent all his time
and resources enjoying music in the sun, only to be caught off guard when the hard times came. The ants, on the other
hand, worked diligently to prepare for life’s difficulties, but experienced no joy, laughter or relationships that make life
worth living.

Balance, it turns out, is everything.

Writing a paper on personal spending can be risky. Often the advice is seen as oversimplifying a complex problem.
We’ve all heard simple advice before: eat less and exercise more; cheer up,; calm down. Trite advice can be both
accurate and utterly useless at the same time. If weight management was as easy as eating less and exercising more,
Americans wouldn’t spend $140 billion on weight loss'. If mental health was as easy as looking on the bright side, there
wouldn’t be 1 million licensed mental health experts?.

Others may see this paper as overcomplicating a simple issue. The process is easy, some claim, just spend less than
you make. Forwealthy families, the concepts of income and spending are extremely complicated: salaries, restricted
stock, private distributions, tax accruals, capital calls, and asset liquidation are examples of how cash flows can be hard
to pin down. In addition, our personal habits, family dynamics, market forces, unexpected emergencies, and occasional
bad luck all push the best laid plans toward chaos. There is no single answer to the question “how much should |
spend?”, and no static answer to the question “how much can | spend?”

Throughout this paper | reference my experience with people and families. All the details have been changed to protect
confidentiality.

In this paper, | refer to wealthy families as either grasshoppers or ants. Grasshoppers are those families that spend most
of their money to make their lives comfortable, convenient, and enjoyable. Ants keep their focus on accumulation, work,
and prudence. Both need a spending plan.

The story will unfold in the following chapters:

Common Ground — Everyone spends, and even wealthy families can lose sight of the goal.

The Horizon Line — There is no level of wealth that should live without a plan.

Math Class — A quick primer on how planning software sees your spending.

The Toll - A potentially familiar story about the cost of uncontrolled spending.

Grasshoppers — The challenges and corrections for wealthy families who are spending at a high rate.
Ants —What families who focus on accumulation need to pay attention to.

Shortcuts —Rules of thumb to help grasshoppers and ants make big financial decisions.

A good plan, well-executed, can help minimize financial risk and maximize your time making music in the sun.

LUXURIOUS LIMITS 2 Morgan Stanley






COMMON GROUND

America spends. A lot. The United States has a $25
trillion economy?, and nearly 70% of that figure is driven
by consumer spending®. Over 20% of Americans admit
that they spend more than they make®. And those are
just the citizens willing to admit it; that number is likely
much higher when the overall savings rate is just over
4%?°. Even the portion of us that aren’t spending more
than we make are barely saving anything.

And many high-net-worth individuals spend at a
remarkable rate. In late 2023, as interest rates hit their
peak, and inflation impacted every part of consumption,
wealthy households continued to drive the economy
with outsized spending in travel, entertainment, and
experiences’. The top 20% of households in the U.S.
spend, on average, 53% of theirincome®.

When spending is out of control, it is
because the spender has lost track of the
answers to two questions. First: how much
am | spending? Second: how much should
| be spending? After working with ultra-
high-net-worth clients for over 25 years, |
believe: wealthy households can lose sight
of these two questions as easily as low-
income households.

If the average American household overspends, there
are immediate signals. Namely, the checking account
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is out of money, won’t be refilled until payday, and
credit cards have to be used. When a wealthy family
spends more than they planned to spend, there is no
immediate feedback. Excess liquidity, available credit,
and high income can all help cover an over-spending
situation.

When we point out high spending levels, our clients
push back in one of three ways. First, | hear a version of
the following: I know I’m spending too much, but before
my liquidity runs out, | will have sold my
company/property/oil reserve/private investment.
While it may be true, this is the same justification as the
average American spending more than they should, and
then assuming they’ll get a raise before the credit card
maxes out.

Second, some clients will argue: yeah, but we won't
spend this much forever. The truth is that spending
does not go down as you get older. Expenses shift from
children to college to asset accumulation to travel to
healthcare to assisted living.

Finally, I’'ve heard many people claim: we will just cut
back if we need to. In all myyears | have never seen a
family proactively or deliberately reduce spendingin a
meaningful way. We are not wired to radically alter our
accustomed lifestyles until we are forced to. And if you
are forced to alter your lifestyle, it is too late.
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THE TOLL

Spending choices have real-world consequences.
To illustrate the toll that unplanned spending has
on grasshopper clients, let’s meet Billand
Roxanne®.

They live in a house they purchased ten years ago
for $2.2 million, using a 50% mortgage. They lease
a Maserati and a Land Rover for themselves, and
recently leased a Jeep for their youngest daughter,
who just started driving. All three of their kids
attended the city’s second most expensive private
school. During the summers they attended camp
for two months, and the entire family regularly
escaped to Italy for two weeks. When they’re not
traveling abroad, they enjoy their lake house about
an hour from town —a house that cost them $3
million four years ago, using a 65% mortgage.
Roxanne sits on the Arts Board, and Billis a long-
standing member of the city’s Parks Board. Both
are routinely the largest donors. They use the
country club membership for golf, tennis, and
entertaining out-of-town guests. Their oldest
daughter attends Pepperdine, and their son just
started at Texas A&M.

Roxanne and Bill have achieved the American
dream. They would tell you that this lifestyle is
conservative compared to their business success.
One of the reasons they can afford this life is
because Roxanne sold her manufacturing
company four years ago for $20 million, and Bill
continues to earn $1.3 million from the law firm he
helped found.
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Bill and Roxanne are wealthy, and their lifestyle
reflects it. Between the two mortgages, home
utilities and maintenance, car payments, college
and private school tuitions, property taxes,
philanthropic giving, and insurance, they’re
spending nearly $1 million a year. With Jim’s
income and Jane’s sale proceeds, this seems like
avery acceptable lifestyle.

The Truth

The problem is that the unseen expenses are very
large. When they add private parties, interior
decorating, art collecting, ski trips, home
improvements, personal coaches, alumni
memberships, and season tickets, Bill and
Roxanne are spending $1.75 million a year.

Jim’s income varies based on case load, and his
$1.3 million is near the high end of his annual
earnings in recent years. His income was as low
as $725,000in 2020. With their top tax bracket
and pricey health insurance, his after-tax, after-
benefits cash flow this year will be around
$850,000.
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Roxanne’s situation is more complicated. She
sold the business for $20 million, but paid the
government $3.5 million in capital gains tax, $1
million was distributed to key employees, and
early estate planning had put $4 million worth of
the sale in anirrevocable trust benefiting their
children. Finally, the private equity firm required
that she stay on for five years, and that she roll
$2.75 million of her proceeds back into the
company.

The Toll

Roxanne and Bill have a mathematical problem.
They are spending $1 million per year more than
Jim’s after-tax income. This shortfall is being
funded out of Jane’s remaining $8.75 million from
the sale proceeds. As a couple that have both
recently turned fifty, and even after accounting for
reasonable market growth'™ in Jane’s portfolio,
they will empty her account sometime before they
turn 70.

LUXURIOUS LIMITS

The bigger problem is personal. Friends and
neighbors see a successful couple happily raising
three accomplished children. Close family knows
otherwise. The recurring arguments between
Roxanne insisting they never use the lake house
and Bill insisting her art collection is a waste of
money. The routine therapy appointments for their
son and youngest daughter. The missed family
events because Bill feels he has to take on more
clients, and Roxanne working off a five-year
contract with her company’s buyer. The sleepless
nights as interest rates rose in 2023 and their two
adjustable-rate mortgages increased in price every
quarter.

Bob Marley once said “if it takes money to
be happy, your search for happiness will
never end.” What conventional wisdom
doesn’t share is that significant wealth,
irresponsibly managed, can create a
unigue brand of misery.
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MATH CLASS

The concepts of spending, budgeting, and
investing have been around since the Assyrians
invented accounting 7,000 years ago. Inour
modern world, we have added technological
systems with access to years of data, artificial
intelligence, and ubiguitous communication that
help families and financial advisors create better
plans than ever before.

Planning Software

I’ve worked for several financial firms and used
nearly a dozen versions of financial planning
software. The premise, in every case, is simple.
Clients share as much detail as possible,
including, but not limited to: bills, discretionary
spending, leverage, cash balances, portfolio
composition and investment details. The financial
advisor enters this information and asks the
software to answer a question. These questions
have ranged from “how much to save for
retirement”, “can we afford to give $10 million to
our alma mater?”, “what amount should be moved
into the spousal trust?”, or “can we live off an all-
muni bond portfolio?”
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The software combines the client inputs with
dozens of assumptions: inflation, asset-class
expected returns, taxation, lifestyle changes,
social security, and the like. Itthen runs
thousands of Monte Carlo simulations™ to come
up with an expected answer to the original
question, plus a worst- and best-case scenario.

The initial results give the advisor a starting point to
make adjustments. Imagine the helm of a yacht,
and your financial advisor as the skipper: there are
dozens of control mechanisms and internal and
external measurements for the captain to adjust in
order to get the ship from where it is right now to
where it needs to be. He or she can begin
modifying the portfolio, delay an investment,
change an ownership vehicle, or add a tax strategy
to measure the impact of the change on the
likelihood of achieving the client’s goal.

| have a client with a significant net worth who only
spends $200,000 per year. As an ant, he was
insistent that we create a spending plan for his
family to answer the question “when will | run out
of money in retirement?” The analysis,
unsurprisingly, showed that he and his wife would
never run out of money — even if he doubled his
annual spending.

Morgan Stanley



Whenever market conditions changed, or he
experienced a surprise expense, we would run the
report again. The result never changed. (See
exhibit 1) After years of this, we decided to only
update the report if their spending ever got out of
hand. Like a dutiful ant, it never has.

Portfolio Outlook
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Exhibit 1 - Typical Monte Carlo Analysis for Ants

Many years ago we met a potential new client who
had just sold his business and netted $75 million,
but wanted to know what portfolio would allow
him to safely spend $1 million a month for the rest
of his life. He was in his early fifties, with a long life
expectancy and expensive hobbies.

My team put together the analysis to prove what
we already knew: spending $12 million every year
can work for a while, but eventually the money
would run dry. (See exhibit 2)

Portfolio Outlock

Exhibit 2 - Typical Monte Carlo Analysis for Grasshoppers

After over two decades in this business, and
running hundreds of financial plans, | can safely
attest that there is no adjustment, variable, or
input that is more significant to achieving a goal

than spending.

When spending is low enough, there is little chance of failure.

When spending is too high, there is little chance of success.
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THE HORIZON LINE

There was a time when referring to someone as a
“millionaire” was rare and financially meaningful.
Today, a couple retiring with a fully paid $300,000
house and $700,000 in an IRA is a paper
millionaire, but their lifestyle in retirement would
most likely be funded with $28,000/year'? from the
IRA plus their Social Security income.

The persistent myth of the millionaire has led many
of my clients to go on spending sprees because
they had a multi-million-dollar liquidity event.
“We’re rich!” they exclaim, and immediately buy
more than they should. A seventy-year-old former
client sold his small business for $12 million. One
of his first decisions was to buy his wife a
celebratory $650,000 diamond necklace. Even a
poor financial advisor could see that having 5% of
your entire net worth in a single piece of jewelry is a
bad idea.

Is there a level of personal wealth where a
spending plan is no longer needed?
Unfortunately, in this sport there is no finish
line, only a horizon line.

The line where the sky meets the seais an
unattainable destination, a direction more than a
destination. Without a spending plan to navigate
the waters, families can find themselves on a
sinking ship, or running aground into the illiquidity
trap.
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Spending It All

Bad spending habits, if left unchecked, can lead to
life-changing results. Nearly one-third of lottery
winners go bankrupt in five years'?; the result of
overspending, bad investments, scams and
outright fraud. Mike Tyson, Vin Baker, Lenny
Dykstra, and Sheryl Swoopes are just a small
sample of highly paid sports stars that ultimately
filed for bankruptcy. The culpritin each case was
spending that exceeded their income and their
portfolios’ ability to keep up.

My clients rarely fall into this camp. Financial
literacy, hard-earned wealth, and good advice all
help to prevent the most prolific spenders from
spendingitall. Instead, our ultra-high net worth
clients can often stumble backwards into the
illiquidity trap.

The llliquidity Trap

Ultra-high net worth balance sheets rarely shrink.
Historically both public and private investments
can usually outpace even the most bloated
spending. However, when the investments are
private, the money becomes trapped and no
longer available to fund a lifestyle. Years ago, |
witnessed an extreme example of the illiquidity
trap. Aclient asked me to help his father, a very
wealthy patriarch. He was worth $400 million, but
99% of it was in his multiple businesses,
properties, and personal assets. He only had $1.5
million in liquidity.
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There was almost no risk of ever going broke, but a
surprise tax bill or unfortunate court judgement
could put him in a borrowing situation, or worse
yet, force him to sell a private, illiquid investment
ata discount. His situation was more severe than
most but it demonstrates what happens when a
family loses sight of liquidity.

His situation highlights an important vocabulary
distinction. Ultra-high net worth families often talk
about “spending” to include discretionary
spending. Thisincludes food, travel, utilities,
entertainment, education, clothing, etc. These
same clients will talk about “investing” to include
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those assets or businesses they expectto rise in
value and be salable in the future. The “spending”
plan discussed in this paper needs to include both
categories. Moving money out of cash and into a
minority investment in a retail shopping center, for
example, could mean recurring income and a good
return on your investment, but it also means you
no longer have the liquidity to fund your lifestyle.

Your spending plan must include discretionary
spending, necessary spending, debt service,
illiquid investing and taxes. You and your financial
advisor will need to keep a balance of liquid and
illiguid investments to avoid potential problems.
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GRASSHOPPERS

| grew up in a small town in South Texas and spent
most of my summers outside. Our community
was filled with unfenced fields that my friends and
I would walk and bike through. | can still
remember the scratchy wail of the grasshoppers,
and getting pelted by their thick bodies as we tore
through the underbrush. Farmers have a less
idyllic view of these insects. Every sevento ten
years grasshopper populations can grow to mythic
proportions, consuming large swaths of cropland.
They are a species defined by music, movement,
and their ability to consume.

Many Americans are financial grasshoppers. They
will consume every penny they have to maintain a
lifestyle. Over 80% of households will receive no
inheritance, meaning their parents and
grandparents used up all their money in their
lifetimes. The top 1% of wealthy households in the
U.S. receive an average inheritance of just
$719,000'. It reveals how little even wealthy
families have left over to leave to the next
generation.

One of the more common justifications for this
mentality from our clientele is that they do not
want to “spoil” their children. These families see a
large and growing portfolio as a distraction to their
children, and typically encourage the next
generation to forge their own paths.

Grasshoppers are not totally self-indulgent, either.
Many of these families give significant amounts to
charity, albeit without having a spending plan in
place. And frankly, itis their money to spend.
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Challenges

The most practical challenge with being a
grasshopper is timing. To use up all your
resources before you die, itis important to know
when you’re going to die. My maternal grandfather
died at age 85, leaving my 83-year-old
grandmother a meaningful amount of money and a
fully paid home. Assisted living and medical
expenses grew every year. She passed away
seventeen years later, just weeks after she turned
100. The fact that there was a little bit of money
left over was entirely due to luck.

Aside from the random nature of human mortality,
improved medical science and lifelong healthcare
is extending human life. If you live to retirement,
there is a 73% chance that one member of a
married couple lives to age 90'S.

A message we repeat to our clients is: you
and your spouse will live longer than you
expect, and it will cost more than you can
imagine.

In an attempt to spend it all before they die, some
grasshoppers find that the resources have run out,
and there are still many years of life left. Asa
colleague once told me, “Death is not a strategy.”
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The Plan

Discuss your current spending with your financial
advisor, and divide your expenditures into
discretionary spending, necessary spending, debt
service, capital calls, and taxes. Share any
aspirational expenses you may want in the future
(for example, a new vacation home in four years).

Small business owners are an important subset
that have an extra challenge. Itis common

practice to run some level of personal expenses
through the business: automobiles, technology,

travel, and some meals are common categories.
While these are valid business expenses, often
they are expenditures that will have to be made up
with spending from your personal wealth after the
business is sold.

Using your current spending as a starting point,
your advisor will determine how long your assets
will last you. If there needs to be a change,
adjustments include reduced spending, portfolio
modifications, or debt restructuring.

There are a few investing and portfolio implications to the
grasshopper’s spending plan.

The balance of growth assets versus yield assets is crucial. Itis
a difficult balancing act that will require you to rely on your
financial advisor. The need for spendable cash pushes a
portfolio to invest in yield instruments, but longer life spans
combined with high spending requires higher returns, which
pushes the portfolio to growth assets. The balance between
them will have to be continually monitored and adjusted.

Tax planning is also key, because selling assets into (hopefully)
a capital gain position and paying tax will become common.
Your financial advisor will need to aggressively pursue tax loss

harvesting to minimize this bill.

Liquidity versus illiquidity is an important consideration. As
assets continue to grow, they aren’t of use to a grasshopper if
they are tied up in mineral rights, raw land, or operating
businesses. Your financial planner can help you separate your
assets into the two categories, and apply a reasonable timeline
to map out your expenses versus availability of liquidity.
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ANTS

Auguste Forel was a Swiss scientist who spent the
early years of the 20™ Century pioneering the
science and study of ant colonies. He and
subsequent researchers found that ants are highly
efficient, constantly working, excellent
communicators, and defensive specialists. Forel
himself published his final work claiming extensive
similarities between the neural controls and
instinctive behaviors of both ants and humans.

Most of my clients have ant-like approaches to
their personal finances. Few of them, however,
took this approach deliberately. They created
spending habits early on, and when their wealth
grew they were uncomfortable breaking those
longstanding habits. Backing into this idea without
deliberately choosing it carries risks and hides the
fact that there is no planin place.

The Income-Only Rule

For ultra-high net worth clients that want the most
conservative spending plan, we encourage them to
build a portfolio to generate the income they need
to fund their lifestyle. Investable cash is used to
purchase yield assets that routinely pay dividends,
distributions, or coupons. Once enough money is
invested to generate the required annual spend,
any remaining money can be invested into higher
risk growth instruments.

Challenges

The biggest financial risk for ants is, unfortunately,
tax related. The modern estate tax was enacted by
Congress with the Revenue Act of 1916 as a
measure to help fund World War |, and it has
continued to the present day. As of 2024,
individuals owe the IRS nearly 40% of their wealth
over $13.61 million upon death.™

When financial ants don’t have a proper, funded
estate plan, money continues to grow in their
name, eventually exceeding the estate tax
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exclusion limits. This means that the least efficient
user of your money, the Federal Government, will
receive almost half of it. This can be minimized or
avoided entirely with early, intelligent estate
planning advice.

Another risk to this viewpoint is that your spending
budget can be affected by prevailing interest rates
and other macroeconomic factors. In a falling
interest rate environment, a municipal bond
portfolio’s coupon payments can shrink as
matured bonds roll into lower yielding instruments.
An investmentin an apartment complex can
produce quality income, but that income can go
down if the economy suffers and rents fall. A good
way to mitigate this risk is to have your financial
advisor help establish a reasonable band for
income, set your spending at the lower end, and
re-invest any excess every year.

Finally, the most insidious problem is the often-
unnecessary stress associated with a very tight
budget. Like the antsin Aesop’s fable, they spend
all their time preparing for the future without
enjoying their time in the present. Inthe 90s |
worked for a very wealthy man who had built a
successful company in the oilfield service sector.
During a meeting he was complaining that his wife
was asking to get a new cell phone. “Her phone is
only three years old and works just fine,” he
recounted to us. His lieutenant chuckled and
replied, “it will cost you $300 and thrill your wife.
Buy the cell phone.” If it fits in your spending plan,
and if it will bring your family joy, spend the money.
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The Plan

Like the spending plan for grasshoppers, you
should share discretionary spending, non-
discretionary spending, debt service, capital calls,
taxes, and aspirational expenses with your
financial advisor. If you are truly an ant, your

advisor will confirm that your spending will never
deplete your assets. Instead, you can make
adjustments that include increased annual
spending, large dollar improvements, or additional
giving. Many clients with excess assets start early
estate planning, moving assets out of their estate
and into philanthropic vehicles.

The investing and portfolio considerations for ants are:
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Simplicity is key. To live off a modest portion of your portfolio,
you will likely have an overweight to income assets. However,
even fixed income can become complicated and take on
unnecessary risks. Work with your financial advisor to choose
income-oriented strategies you understand.

Set up an income sweep. Have your income-oriented
investments sweep dividends, distributions, or coupon
payments into a separate account that you can live off of. It will
be easier to track the cash flows and to measure your income
against your expenses.

Keep your focus on the consistent income and the long-term
performance of the growth portfolio. To the extent you have
excess assets that are not needed to create income, these
accounts will be focused on growth. Growth assets are prone
to volatility. As a financial ant, you will be tempted to worry
about pullbacks in these portfolios. Don’t worry; you are living
off your income and measuring the returns of your growth
portfolio in years, not quarters.

Lock down your estate plan and fund it appropriately. One of

your greatest risks is in building unused wealth inside your
estate and paying estate taxes.
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SHORTCUTS

Every ultra-high net worth family should sit down with their advisor and work through a detailed spending and
financial plan, regardless of whether you are an ant or a grasshopper. The plan will require updates and
adjustments as your life continues to change. It will also help guide your decision making. When big
decisions must be made, you can work with your financial advisor to see how the potential expenditure or
investment fits in your spending plan.

But what happens when the decision is right in front of you, and the plan is in a file folder back home? Or
when you have to make a quick decision without consulting your advisor? Orwhen you and your spouse are
trying to make a key decision in a short period of time? Our team has created a number of rules of thumb to
help you answer these questions.

Shortcuts For Ants & Grasshoppers

The 4% Rule — “A starting point”

The simplest rule of thumb in financial planning is known as the “4% Rule.” This rule of thumb
has been around for decades but was explored in detail in a paper by three professors at
Trinity University in 1998". The simple version is that if an investor withdraws 4% of the total
value of their liquid portfolio every year, it will sustain them throughout retirement. The
research shows 4% is a good number in average years, but there is rarely an average year. Itis
appropriate to raise or lower this figure in good and bad times.

The Income-Only Rule — “Safety by design”

The income-only rule, described previously, is also a good practice for any family. The idea is
perfect for the most conservative ants, and likely difficult for any grasshopper. Ourteam
always runs an income-only plan for our clients to consider.
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Shortcuts for Grasshoppers

Making changes to reduce your grasshopper-like consumption won’t be popular or understood by everyone.
This section gives some pointers and rules of thumb that will help you explain changes to your spouse, your
family, and your friends.

Airplanes — “Buy a jet card”

There is almost nothing more luxurious than using a private plane. The feeling of freedom and
flexibility, the separation from other travelers, the time savings at the airport, and the ability to
land much closer to your chalet all scream comfort and convenience.

We also believe there is almost no worse investment than owning a private plane. Our rule of
thumb is that our clients should not own a private plane (of any size or price) until your liquid
net worth is over $25mm. The cost of airplane ownership is extraordinary: the jet, fuel,
insurance, staff, and fixed base operations costs alone make this form of travel many
multiples more expensive than flying first class commercial. We recommend our clients first
consider three options, in this order, before purchasing their own plane:

1. Putenough money in your spending plan for first class travel for you and your family. Use
high end credit cards like the American Express Platinum to access the best airport
lounges.

2. Whenyou don’t want to fly commercial, charter a private plane for special events.

3. Finally, buy a jet card. They cost less, are easier to cancel, and can be predictably
budgeted.

Vacation Homes - “Just rent”

One of my first clients was a top executive at a public oil & gas company. During our
introductory meeting he told me they were selling three of his four vacation homes. “Itturns
out we don’t use them as much as | thought we would.”

He was in his sixties, still employed, loved to travel, and had two grown children living in
different cities across the country. It was going to be nearly impossible for their family to use
the properties as they expected.

Home ownership is expensive beyond the price of the house. There are enormous ongoing
expenses: property taxes, onsite management, repairs, utilities, lawn & pool maintenance.
Every house thatisn’t used is a major annual expense. Our rule of thumb: own one vacation
home. And make sure you or your family spend at least four weeks out of every year at the
house. Ifyou don't, it just becomes the world’s most expensive hotel room. If travelis
important and you need a lot of space, there are plenty of luxury rent homes on every
continent.
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Collections - “If you won’t sell it, forget it”

We’ve had clients who collect cars, art, stamps, and coins. Every client insists that the latest
purchase is an “investment” and not an expense. Strictly speaking, thisis correct. Our own
firm has noted that art, for example, is one of the highest appreciating asset classes over the
last twenty years.

We do not consider collections as financial investments because clients have a deep
emotional connection to them. Even if a rare coin has quadrupled in value, the collector is
very hesitant to sell based solely on economics. This is why they are called “collectors”, not
“investors”.

Our rule of thumb: set a spending budget, not an investment budget. Investments are
allocated across your balance sheet. Spendingis onyourincome statement. There’s a
difference.

Your Friends’ Ideas — “Learn to say no”

When you achieve ultra-high net worth status, you will be approached by friends who have
their own business ideas. My clients have been pitched startup breweries, college housing, a
new jewelry line, and multiple restaurants. In every case, the business failed or failed to
launch. As arule, itis not wise to invest in your buddy’s startup business idea.

Two important caveats to this rule. First, itis very appropriate to invest with friends in an
industry you both understand and have experience in. Second, we welcome our clients to
invest alongside friends into third-party investments that conform to their due diligence and
financial plans.

Our rule of thumb: tell your friend to send the idea to your financial advisor, and you will make
a decision after they have given their opinion.

Shortcuts For Ants

Just one: spend a little. And send us pictures.
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CONCLUSION

Everyone needs a spending plan. If you spend a lot, or spend a little, work with a professional financial advisor
to create a deliberate plan, and then take comfort in the freedom that the plan provides. It reminds me of the
fable of the wolf. The wolf was ready to dine on a baby goat, when his prey asked him to play a song before
dinner. While he played his flute, the shepherd dogs arrived and chased him away.

Don’t let life distract you. Set a strategy. Make a plan. Stick to it.
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The Fable of the Wolf and the Kid

There was once a little goat who thought he could take care of
himself. One evening when the flock started home, the Kid kept
right on nibbling the tender grass. A little later when he lifted his
head, the flock was gone.

He was all alone. The sun was sinking. The Kid shivered as he
thought of the terrible Wolf. Then he started wildly over the field,
bleating for his mother. But not half-way, near a clump of trees,
there was the Wolf!

The Kid knew there was little hope for him.

"Please, Mr. Wolf," he said trembling, "l know you are going to eat
me. But first please pipe me a tune, for | want to dance and be
merry as long as | can."

The Wolf liked the idea of a little music before eating, so he
struck up a merry tune and the Kid leaped and frisked gaily.

In the still evening air the Wolf's piping carried far. The Shepherd
Dogs recognized the song the Wolf sings before a feast, and in a
moment they were racing back to the pasture. The Wolf ran
away, with the Dogs at his heels, he called himself a fool for
turning piper to please a Kid, when he should have stuck to his
butcher's trade.
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The case studies presented are for illustrative purposes only. Each client's situation is different, and a client's experience and any recommendations made
to a client will vary depending on the specific facts and circumstances involved. Past performance is no guarantee of future results. These strategies do not
guarantee a profit or protect against loss and may not be appropriate for all investors. The views expressed herein are those of the author and do not
necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are subject to change without notice. Neither the
information provided, nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is no guarantee of
future results. This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be appropriate for all
investors. Morgan Stanley Wealth Management recommends that investors independently evaluate particular investments and strategies and encourages
investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Morgan Stanley Smith Barney LLC ("Morgan Stanley"), its affiliates and Morgan Stanley Financial Advisors or Private Wealth
Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters involving taxation and tax planning and their attorney for
matters involving trust and estate planning and other legal matters. Information contained herein has been obtained from sources considered to be
reliable, but we do not guarantee their accuracy or completeness. Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a
bank. Where appropriate, Morgan Stanley Smith Barney LLC has entered into arrangements with banks and other third parties to assist in offering certain
banking related products and services. Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's
maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully
or partially, before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be
more or less than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer.
Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely
basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be reinvested at a
lower interest rate.
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