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This letter is dated January 2005

Progress is rarely made in a straight line or at a steady pace.

As | think about the current investment environment, a story comes to mind.
One that conveys my thoughts better than pages of charts, graphs and
statistics.

When | was 13 my family vacationed in Puerto Rico. | was a pretty good
swimmer with plenty of experience swimming at our local pool. Eager to enjoy
the ocean waves | dove into the Puerto Rican waters, with my sight set on the
white capped waves off in the distance. When | looked back to shore, my
heart skipped a beat. | was significantly farther out than | had realized.
Immediately | began to swim back to shore, but after several strokes | realized
| was no closer to land. So with arms and legs driving like mad, | tried again.
After several minutes of thrashing my arms and kicking my legs, | raised my
head. | still had not covered much distance. Exhausted and half choking,
panic almost overcame me. | worked to calm myself and catch my breath as
| rolled up and down with the ebb and flow of each passing wave. | knew |
was in danger of drowning if | did not figure out some way to overcome the
undercurrent that was taking me out to sea. Fighting it was going to exhaust
me.

Then | noticed that the waves were pushing me at an angle down and in
toward the shore while between waves the undercurrent dragged me back out
to sea. At that point, | developed a strategy that saved my life. | decided to
swim with the waves and rest when the undercurrent pulled me backwards.
A big wave came and | progressed 10 yards or so while swimming on top of
it. When the wave ebbed | rested and just let the undercurrent pull me back.
| lost maybe 8 of the 10 yards but | still netted a precious 2 yards. The
progress and the rest heartened me. | became confident my plan would work.
| swam on top of the next wave with a strengthened spirit and smoother
strokes. When the undercurrent dragged me back | was not as frightened as
| had been before. | repeated this process over and over working myself bit
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by bit closer to shore. | eventually made it to the beach exhausted but grateful
to be alive and full of a new respect for the power of the ocean.

| share this story because | think that as investors; we must overcome
powerful undercurrents such as unprecedented consumer and Government
debt levels, rising interest rates, high oil prices and terrorism. In my view,
investing in the environment of the 1990’s with falling interest rates and
growing investor enthusiasm for stocks was like swimming at the
neighborhood pool. Whereas today’s investment environment is like the
dangerous Puerto Rican waters.

The current investment environment offers no quick and certain routes to
shore. To make more than 4% on Treasury note investors must commit to
fixed rates for more than 5 years. Stock dividend yields average less than 2%
and future appreciation is not guaranteed. Without a disciplined strategy
investors are likely to get caught up in the waves of excitement taking on
excessive risk only to be overcome by dangerous undercurrents. Unprepared
investors often make panicked decisions when stressful circumstances arise.
Those decisions may lead to substantial losses. Investors with a sound plan
can weather the pull backs and take advantage of the waves of progress.

A disciplined approach encompasses personal goals, concerns and financial
position. In my opinion, a sound portfolio begins with fixed income securities
to provide income and protection from market undercurrents. After the fixed
income portion of the portfolio is in place the growth portion can be
constructed to take advantage of upcoming waves of progress. | believe that
discipline and patience will be required for successful growth investing in the
years ahead.

While in Puerto Rico, | learned an appropriate respect for the dangers of the
sea and the importance of developing and executing a sound plan. As an
investment professional | have gained a healthy respect for the volatility of the
financial markets. At the same time, | have developed a deep conviction that
with a disciplined strategy and careful execution investors can make great
progress.

| thank you for your trust and confidence and am honored that you have
chosen us to help you on your journey.

Phil McCauley
January 2005



This material was originally created in January 2005 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.

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general
economic environment. Companies cannot assure or guarantee a certain rate of return or dividend yield; they can
increase, decrease or totally eliminate their dividends without notice.

The investments listed may not be appropriate for all investors. Morgan Stanley Smith Barney LLC recommends that
investors independently evaluate particular investments, and encourages investors to seek the advice of a financial
advisor. The appropriateness of a particular investment will depend upon an investor's individual circumstances and
objectives.
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