Philip W. McCauley 111, CFA® Wealth Management
The Madison Group 4969 US Highway 42
Managing Director, Wealth Management  Suite 1200

Senior Portfolio Management Director Louisville, KY 40222
Financial Advisor

Morgan Stanley

fax 502 434 6467
toll free 800 626 1592

NMLS # 1255533
philip.mccauley@morganstanley.com

This letter is dated July 2002

Things done well and with a care, exempt themselves from fear.
- William Shakespeare

According to last Sunday’s The New York Times the 20 most widely held
stocks in America are down an average of over 30% so far this year. This
decline comes after two miserable years for blue chip stocks. Lower stock
values and the threat of terrorism have led to much discouragement among
investors and a sense of fear about the future. | am writing this letter to share
my thoughts regarding the current investment environment and to
communicate the importance of transcending the cycle of greed and fear that
can prey on all of us at times.

| think it is helpful to place our current challenges in a historical perspective.
Our country’s short history is full of wars, depressions, political turmail,
natural disasters and many other crises. Still, through each of the periods of
great difficulty, economic and technological progress pushed on presenting
excellent investment opportunities. The second half of the 1800’s provides
an extraordinary example.

From 1860 to 1900 our nation suffered through the Civil War, a depression,
a banking system collapse, widespread disease and staggering
unemployment. The devastating loss of life and property suffered during the
Civil War must have seemed insurmountable yet these same years offered
phenomenal investment opportunities. Late 19" century investors who were
able to transcend the fears of their time prospered as the United States
became the industrial leader of the world. AT&T, Exxon Mobil, Dow Jones &
Company, Citigroup, U.S. Steel, Union Pacific and many other modern
corporations trace their origins to this period. Careful investors that
maintained their faith in the progress of financially sound businesses proved
so successful during the late 1800’s that some historians refer to the period
as The Gilded Age.

This historical perspective helps us understand that times have been tougher
and that good investments are often made in bad times, yet in spite of this
we get little comfort from knowing that circumstances were much worse
years ago. We have a natural tendency to glorify the past and, more
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importantly, we all know the outcome of previous wars and struggles. The
past is certain, the future is uncertain, and uncertainty about the future can
make the present frightening.

We know that progress continued in the past but the future often seems
daunting. We are tempted to doubt that the present world has enough good
people willing to do the work required for a better tomorrow. This is
understandable given that the news media is full of scandal and corruption.
Today, many harbor a fear that the Americans who overcame past threats
were stronger than the Americans of today. Many worry that our best days
are behind us.

Truth be told, Americans have been plagued by these worries for
generations. If we open our minds and look beyond the frightening “news” in
the media we can see many wonderful reasons to be optimistic about the
future. When we visit a nearby school we see great promise in today’s
children. We see kids with energy and enthusiasm that can accomplish feats
with technology not possible just a few years ago. When we visit a nearby
place of worship we can see for ourselves the power of people working
unselfishly together. When we take our eyes off the television and the
newspaper and study the world around us firsthand, we notice many good
people making progress. These events will go unreported by the popular
media, but they happen everyday in communities large and small across the
nation.

There are many reasons to be optimistic about the future. In 2001, a
recession year, Americans gave more money to charity than ever before.
Our present workforce is the best educated in the history of the world. Much
of the promise of technology that so enamored the public just a few years
ago is coming true today. The internet has enhanced communication in
powerful ways that are leading to new breakthroughs and faster progress in
a wide range of businesses. And there is more to come.

Our world has never been perfectly safe or predictable and it will most likely
remain a place of uncertainty. As investors in this uncertain world, we must
be careful to maintain enough liquid funds to see us through the inevitable
tough times and market declines. But equally important, as investors in a
world of progress, we have the opportunity to share in the future growth of
strong companies with dedicated employees, great products and loyal
customers. Now we can buy in at prices significantly lower than they were
during the exuberant optimism of the late 90’s. We can prosper from the
coming progress in healthcare, communications and other industries in the
years ahead.



In the stock market greed and fear are in a constant tug of war and rising
above these emotions is a key to successful investing. Greed was winning a
few years back and many stock prices were flying high. The fleeting
successes of greed led to speculation (as it usually does) and speculation
led to big losses (as it usually does). As a consequence, fear has replaced
greed as the dominant emotion among investors and therefore stock prices
are in a slump. Our current challenge is to transcend the fear and take
advantage of the lower prices on companies of lasting quality. Despite the
current troubles recycled daily in the media, we can rest assured that
progress will push on. We can see that fear of uncertainty is essentially fear
of the future. Like the wise and disciplined investors of the late 19" century,
we can take advantage of the opportunities presented by the decline in the
financial markets and benefit from the inevitable progress of tomorrow.

Phil McCauley
July 2002

This material was originally created on July 2002 and is provided for educational purposes only. The information is not
current and should not be viewed or considered as investment advice or an investment strategy. 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. 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. Past performance is no guarantee of future results.

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.

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. Member SIPC.

CRC 5411436 04/2026



