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This letter is dated January 2020

Building Wealth in a Risky World

2019 was a banner year for stocks as U.S. equity indexes advanced to record highs. While stock prices
surged, corporate earnings were flat for the year.! Clearly the advance in share prices was not driven
by corporate earnings growth. Stock prices can move for all sorts of reasons. We believe that lower
interest rates played a major role in pushing valuations higher in 2019.

This year’s letter is divided into two parts. The first uses data and charts to help describe the current
financial environment and the path we appear to be on. The goal is to raise awareness of the increasing
risks resulting from lower interest rates and higher debt levels. The second part is a story | created to
share what | have learned from wealth builders who have mentored me over my career. My hope is that
the story brings current real-world investment challenges to life and helps readers better understand the
thinking behind our approach to building wealth in a risky world.

Interest Rates: Lower and Lower

In December of 2018, market prices were falling fast. While worries over tariffs
rattled markets, fear of higher interest rates appeared to drive most of the selling.
After holding the Federal Funds rate near zero for seven years following the Great
Recession, the Federal Reserve (the Fed) started inching up the benchmark rate
in late 2016. By December 2018, the Fed had notched the rate up to 2.50%2 and
signaled that it would continue raising rates in 2019, potentially up to 3.0%. By
historical standards, 3.0% is still relatively low but the prospect unnerved financial
markets, leading to the worst December for stock prices since 1931.3

Federal Reserve Chairman Jerome Powell pivoted in early January, indicating that
the Fed was no longer inclined to raise rates further. A summary of the Federal
Reserve’s December 2018 meeting revealed that the Fed was concerned about

“greater than expected negative effects from the monetary policy tightening to Figure 1
date.”* The Fed’s decision to stop raising rates sparked a rebound in stock prices 10% - Fed Funds Rate
that led to the best January market performance since 1987.° 8%
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if needed to spur an economic recovery. Historically, it has taken interest rate
cuts of around 5% to overcome the impact of negative shocks. From 1990 to 1991,
the Fed cut rates from 8% to 3% to combat a recession, fight unemployment, and
calm markets rattled by Iraq’s invasion of Kuwait. From 2001 to 2003, the Fed cut
its benchmark rate from 6% to 1% to fight another recession and reassure
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markets in the wake of the 9/11 terrorist attacks. During 2007 and 2008, the Fed
cut rates from 5.25% to 0.25% in response to the Great Recession, providing
liquidity and relief to distressed financial markets.®

In 2019, with the stock market on a roll and unemployment at record lows, the
Fed cut the benchmark rate from 2.5% to 1.75% due to “global economic
uncertainty”.? We enter 2020 with the Fed Funds rate at 1.75%, leaving little room
for future cuts that may be needed in response to any actual economic weakness
or market stress that may come our way.

Debt: Higher and Higher

A review of debt levels over this same thirty-year period reveals another trend:
debt climbing in both absolute and relative terms. Federal Government debt
increased from S5 trillion to over $22 trillion” (Figure 2) and from 65% of US gross
domestic product (GDP) to over 100% (Figure 3).®2 Corporations have also
increased their borrowing — from $1.7 trillion to $6.5 trillion® (Figure 4).

Higher debt levels create greater sensitivity to interest rates and may explain why
the Federal Reserve has been unable or unwilling to raise rates to levels that were
considered normal, even low, not all that long ago. It may also explain why stock
prices tumbled in late 2018 when the Fed signaled higher rates and then rallied
sharply when the Fed changed its mind.

Borrowing is used to fund spending or investment of one type or another and
serves as fuel for economic growth. During the financial crisis, worried consumers
and corporations cut their borrowing. This caused GDP growth to stall. In
response, the Federal Government ramped up its borrowing, using the money to
bail out banks and auto manufacturers, buy bonds, and even mail stimulus checks
to taxpayers.'® Ultimately, this massive government borrowing spree helped stop
the slide and soothe investor panic (Figure 2). By 2010, a stabilized economy and
a Fed Funds rate near zero was enough to encourage corporations to start
borrowing again and consumers were not far behind (Figure 6). A new bull market
in stocks was underway. Debt levels and stock prices have continued to climb ever
since.

Expectations: Lower Returns and Higher Risk

Lower rates encourage more borrowing. Increased borrowing fuels higher prices
on just about everything, especially investment assets— stocks, bonds, and real
estate. The change in rates is more important than the level of rates. In other
words, low rates must go lower to drive more borrowing and fuel the incremental
buying that drives prices higher. That becomes a problem when rates are already
low.

Itis possible that the Fed could reduce its benchmark rate into negative territory.
Not long ago, negative rates were considered impossible. Today, there are more
than $17 trillion of negative yielding bonds outstanding globally.!* Data on the
impact of negatives rates, at least so far, provides little comfort for investors. The
European Central Bank (ECB) first pushed its key short-term interest rate into
negative territory in mid-2014. The ECB has continued to cut rates, bit by bit, most

2

Figure 2
25 - Total Gov't Debt
§20
T15
10

T

2015 +

T T T
o wn O
o O
o O O
AN N N

1990 -
1995

Federal Reserve Bank of St. Louis

Figure 3

120% Gov't Debt % of GDP
(]

100%
80%
60%
40%

L

T T
o wn O
o O -
o O O
AN NN

1990 -
1995

eserve Bank of St. Louis

X

Federal

Figure 4
g - Total Business Debt

Trillions
oN MO

2015 -

T T T T
n o un o
D O O
o O O O
- N N N
Federal Reserve Bank of St. Louis

1990 -

Figure 5
Total Household Debt

Trillions
=
o 1 o un

2019-

T T T
< (o2} <
o o b
o o o
(o] o~ (@]

1999+

Federal Reserve Bank of St. Louis



recently in September (Figure 6). The ECB benchmark rate now stands at -0.5%"?
and, after 5 years of negative rates, the European Union’s GDP is barely growing
(Figure 7). Japan serves as an even more worrisome example. The Bank of Japan
(BOJ) has kept its key short-term interest rate near zero for more than twenty
years (Figure 8).13 Despite twenty years of near zero rates, the Japanese economy
is still not growing (Figure 9).**

We learned in the financial crisis that cutting rates is not the only tool in the
Federal Reserve’s tool box. In late 2008, when cutting rates to near zero failed to
halt the economy’s slide, the Fed employed a new stimulus strategy that it called
guantitative easing (QE). QE involved infusing hundreds of billions of new dollars
into the financial system by purchasing bonds. The Fed continued to buy bonds
for seven years following the crisis. In September of 2019, the Fed started
injecting cash into the financial system once again, providing liquidity to the
repurchase agreement (repo) market when repo rates suddenly spiked to double
digits. The Fed is now putting $60 billion per month in new dollars into the repo
market as it seeks to prevent another spike in repo rates (Figure 10).%

During 2019, with the stock market setting record highs and unemployment at
the lowest levels in more than 50 years, the Federal Reserve cut rates three times
and pumped billions of fresh dollars into the banking system. At the same time,
the Federal Government borrowed more than one trillion dollars to fund deficit
spending.'® Budget deficits have increased for five straight years!’ despite a
relatively strong economy and rising asset prices.

It seems that economic growth and rising financial markets are increasingly
reliant on lower rates, higher debt levels, and more dollars being injected into the
system. | think this reliance raises risk levels, particularly when the Federal
Government may be limited in its ability to support the economy and financial
markets the next time trouble appears. Lower rates and higher debt levels helped
drive stock prices higher in 2019, but also, in my view, created a risky
environment for us to navigate as we go forward into 2020. We believe that
financial strength and selectivity will be especially important in what are likely to
be challenging times ahead. Volatility creates opportunity for those who are
prepared and in a strong position to capitalize on it.
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The following story presents a simplified version of today’s highly complex financial system. My goal is to
help readers better understand the current financial environment and the thinking behind our strategy for
building wealth in a risky world.

I magine a far-away island country named Us, a big island with a developed and growing economy. The
financial system of Us is run by Governor Fed who oversees the Island’s money supply and credit. He
has the power to set interest rates and to increase or decrease the number of bucks — the Us currency
— in the Island’s financial system.

Our story is about Ivy, an accountant in her early fifties who has worked at the same accounting firm since
she was eighteen. Even in those early years, when she earned just a little more than minimum wage, she
found a way to save part of each paycheck. She was resourceful in stretching every buck she earned. Ivy
worked her way up from bookkeeper to become the most respected accountant at her firm. She took
great pride in doing quality work.

Ivy’s key client was Quality Coffee, a company with several cafés on the Island that also sold packaged
whole bean coffee in the Island’s grocery stores. lvy started keeping books for the owner, Tim, when he
opened his first location some thirty years ago. From a business perspective, vy and Tim had grown up
together. Tim relied on lvy’s advice on financial matters while he focused on the quality of his company’s
coffee and customer experience.

Ivy had always been goal-oriented. At the age of 30, she set her long-term financial goals: debt-free and
one million bucks in the bank by age 55. Her plan was to retire early, fix up her beach cottage, and enjoy
the island life without having to work or worry about money. She had a clear vision; she knew exactly
what she wanted and was committed to doing what it took to get there. Each payday, she moved twenty-
five percent of her check to her savings account and figured out a way to get by on the rest.

At 53, she had reached her goal; she was debt-free and had one million bucks in savings. She was two
years ahead of schedule, but she did not feel like she hoped she would. There was a problem that had
been troubling her for some time. It was so big that she did not think she could retire at 55 — probably
not even at 65, maybe never. The problem was that her million bucks produced very little income. The
interest paid on savings had been next to nothing since the Us economy suffered a financial crisis ten
years earlier.

During the financial crisis, Governor Fed had cut interest rates to near zero to help borrowers in an
attempt to stabilize the banks and the Us economy. When asset prices continued to fall, Governor Fed
began pumping new bucks into the Island’s financial system. He hoped more bucks would stop the slide
in asset prices that threatened the Island’s economy and financial system.

Governor Fed was willing to do anything in his power to help support borrowers and lenders. The Island’s
economic engine was fueled by debt-driven consumption and investment, as it had been for decades.
Falling asset prices and declining consumption would no doubt lead to more bankruptcies and bank
failures. For those deep in debt, falling prices can be deadly. The Us government had been running deficits
for a great many years, borrowing heavily to bridge the budget gap. The Us government, in fact, was the
biggest borrower of all. Governor Fed had to pull out all the stops to support asset prices.



After months of low rates and billions of new bucks added to the financial system, asset prices finally
stabilized and even started to recover. Governor Fed, fearing a relapse, kept rates near zero and continued
putting new bucks into the system even after prices began to climb. The low rates and new bucks helped
to ignite one of the greatest bull markets in the Island’s history.

Governor Fed’s policies helped save the financial system but also had some unintended consequences.
Interest rates near zero and higher prices worked against savers like lvy. She was counting on her million
bucks generating five thousand a month in interest income during retirement. It was a conservative
assumption when she started saving, but now she found herself with a million bucks that produced less
than two thousand per month. She was frugal, but two thousand bucks was not enough to live on
comfortably, much less protect her from future inflation. Invading her saved principle to pay her
retirement expenses was not an option in her mind; the thought of a declining principle balance made her
nauseous.

The problem weighed heavily on her. She was normally a positive person but began to feel bitter about
the way Governor Fed’s policies favored borrowers over savers. Her savings were being used to finance
borrowers for next to nothing. As a saver, vy would have to work pretty much the rest of her life or spend
down her principle and risk running out of money in her old age.

Thankfully she had job security as the lead accountant on

the big and growing Quality Coffee business account. Thank

God for that, she thought. She loved working with Tim, who He loved to invest and hated to
clearly valued her work and utilized her analysis in making spend. Undersmndmg the
key decisions. lvy looked after the financial aspects of the
business, freeing Tim to focus on the quality of his
company’s coffee and customer experience. Tim invested the difference.

more time and money training baristas than his

competitors. He invested more time and money in his

coffee beans, growing his own on the northeast side of a mountain in a remote part of the Island. He
invested more in roasters, with each store having one to ensure the freshest possible cup of coffee. His
competitors bought pre-roasted beans from coffee wholesalers, a cheaper and easier approach, but lvy
knew that they also had to discount their products to drive sales. lvy’s analysis showed Tim’s investments
earned attractive returns as customers were willing to pay a premium for high quality coffee, expert
barista service and a pleasant atmosphere.

difference, in his view, made all

Tim saved money in creative ways to help fund his investments. The chairs and tables in his stores were
bought at auctions for pennies on the dollar. He restored the furniture himself. His cafés felt timeless, like
sipping coffee in a boutique hotel. He did not spend money on paper cups; guests in his cafés drank from
coffee cups he acquired from the bankruptcy of a 1920s era resort hotel. Tim spent no money on
advertising. He loved to invest and hated to spend: understanding the difference, in his view, made all the
difference.

Ivy’s other corporate clients were a mixed bag of companies run by management teams that were mostly
just worried about short-term profits. Most were looking to maximize what they could personally take out
of the businesses they ran. Many were more concerned about how things appeared on the outside than
what was actually going on in the inside. They wanted financial statements that made their companies
look better than they actually were, focusing more on impressing investors in the moment than building
their businesses for long-term success. They were not interested in learning from analysis of risk and



return; they pressed Ivy to produce reports supporting what they wanted to do. Financial statements that
presented anything less than a full, clear, and accurate picture of a company’s financial position made
Ivy’s head hurt. She refused to slant her analyses to justify decisions, no matter how much pressure a
client or her firm’s partners put on her. Dealing with those clients was a constant battle as they attempted
to cajole her into taking one short cut after another. She had seen many poorly-run companies come and
go over her career.

One rainy Friday afternoon, as vy was working on a new analysis for Quality Coffee, her phone rang. It
was Tim, asking if she would be available to meet Monday morning. He had some big news that he asked
her to keep confidential — he had received a buyout offer from Mr. Warren, the billionaire investor and
Chairman of CW Companies. Ivy’s heart sank. CW Companies was the lead client of their biggest
competitor; her firm had lost three of their best clients after they were acquired by CW. They were not
her accounts but she knew the situations well. She had tremendous respect for Mr. Warren — his integrity
was beyond question and his skill in wealth building was legendary. She did not want to jump to
conclusions, but could not help but to think an acquisition by CW would be a great opportunity for Tim
and a devastating blow to her career. The meeting with Mr. Warren was set for 9:00 Monday morning.

Ivy barely slept Friday night and spent Saturday in a bad funk. She usually enjoyed knocking out her
weekend chores and working on home improvement projects. Not this weekend — she did her chores like
a zombie. Her job without the Quality Coffee account would be a depressing slog. She could not get that
out of her mind. Most of her other clients were not willing to do what was required to build value. They
were not interested in learning and investing. They mainly just wanted to make a quick buck. Their short-
term focus inevitably set off a vicious cycle of decline as product quality suffered, leading the best
employees and customers to leave for better options. It was miserable to spend time on those accounts.
They didn’t value their employees, their customers, their investors, or her time. She could not afford to
retire but the thought of spending the next ten years working for those types was almost unbearable.

Ivy was not one to sit around and mope. On Sunday morning, she got up early, looking to shake off the
feeling of dread as best she could. She decided to go for a swim off the beach in front of her cottage. The
winds were strong and the waves were high but she knew the waters well and was a good swimmer. She
swam out, keeping an eye on the beach and paying careful attention to her distance from shore. The
waves were growing, reaching several feet high. As they crested and rolled over, an undertow took hold
of lvy, pulling her further and further from the beach.

Ivy knew that many Islanders had drowned in similar conditions but she was not afraid. She knew why
they drowned. They did not recognize the power of the undercurrent until it was too late. They were
shocked when they suddenly realized just how far out it had
taken them. At that point, they panicked, fighting and flailing

Theydidnotrecognize the against the wundertow until they were exhausted,

. overwhelmed, and swept out to sea.
power of the undercurrent until

it was too late. Ivy knew to track her distance from shore and, to make her

way back in, she knew to swim with the waves, calmly and

steadily, riding each wave until it started to roll over. At that

point, she would relax, keeping her head above the surface, floating in the salt water, resting as the
undercurrent pulled her backwards away from shore. The key was to use the waves to make as much
progress as possible and not to burn up precious energy fighting the undercurrent in between. It was a



case of three steps forward, two steps back but it was the only approach that she knew worked. The more
volatile the ocean, the more important it was to stay calm and protect her energy.

When lvy finally reached the shore, she picked up her towel, dried off, wrapped up, and sat back in a
comfortable chair facing out to the rolling sea. The winds were dying down and the sea began to settle.
As she looked out on the ocean, she was struck by the beauty of the emerging sunrise. A new day, she
thought and reflected a bit on life. It occurred to her that life was a lot like swimming in a volatile sea. You
had to make the most of what worked for you and not get

overwhelmed by setbacks. You had to make the most of

The thought of losing an account she loved working on helped what worked for you and not
her realize something. Her goal of saving one million bucks get overwhelmed by setbacks.
was flawed. It was based on the naive notion that a certain

number of bucks would end her worries and that not having

to work would make her happy. It was now clear to her that work was not something she wanted to
eliminate. Meaningful work was central to her happiness. It was meaningless work that she wanted to
eliminate. And as for not worrying, well, she thought, only careless fools have no worries. It was a
dangerous world and one million bucks was never going to change that. Going forward her goal would be
to invest her time with people she admired and respected, working on projects she believed were
worthwhile. She would worry about things that mattered. She did not know exactly what she was going
to do next but she told herself not to panic about her current situation. One way or another, she was going
to pursue a better life, even if she lost the Quality Coffee account. Now that she had a mission, she began
to feel better.

The Monday morning meeting was at Mr. Warren’s office. He was the wealthiest person on the Island and
it was public knowledge that nearly all of this money was invested in CW Companies, a holding company
that owned about twenty businesses in a variety of industries ranging from insurance to airlines. He was
well known for being plain-spoken. Mr. Warren greeted her more like a friendly uncle than a billionaire
business tycoon. vy was surprised to see the meeting only included Tim, Mr. Warren, and herself. Mr.
Warren had no entourage with him, not even an assistant. He offered her a cup of coffee — “Quality Coffee,
of course” he declared, smiling as he poured her a cup and asked if she wanted cream and sugar.

To Ivy’s surprise, Mr. Warren started the meeting talking to her:

I’ve offered Tim ten million bucks for his company and he has countered with two conditions. The
first one depends on you. Since the acquisition would mean Quality Coffee would change
accounting firms, he would only agree to a deal if he can bring you on as Quality Coffee’s CFO. My
offer is contingent on Tim committing to stay on long-term. He tells me you are so important to
the success of Quality Coffee that he can only commit if you join his management team. We are
not looking to put you on the spot, so please take all the time you’d like to make your decision.

Ivy sat speechless for a moment while a wave of relief washed over her, followed by the excitement of
being offered her dream job. She broke into a big smile and finally replied:

Mr. Warren, I’'ve worked with Tim for thirty years. | believe in the way he does business and in the
future of Quality Coffee under his leadership. And I've read everything | could find on you and CW
over the years. You took over an unprofitable little company and built a portfolio of quality
businesses and the strongest balance sheet on the island. | don’t need any more time to think
about it. I’'m all in. We can work out the details later; | trust both of you.



Tim and Mr. Warren beamed, clearly feeling honored. Mr. Warren spoke:

Thank you, Ivy. | think trust is the greatest compliment one can give. Our success is fully dependent
on doing our level best to deserve the trust people have placed in us. That, | believe, is at the heart
of every successful life and business.

Now let’s talk about Tim’s second condition. Tim will not accept Us bucks in exchange for his
Quality Coffee shares. He will only accept shares in CW Companies. That makes the acquisition far
more expensive in our eyes. CW holds a large and growing stockpile of bucks that we very much
want to put to work. | don’t like sitting on cash over and above what we need in reserve. CW'’s
cash is earning less than 2% and | think CW shares will do significantly better than that long-term.
Short-term, who knows. Tim’s requirement to receive shares means existing CW shareholders
would be diluted in the transaction. | abhor dilution, which is why we have fewer shares
outstanding today than we did twenty-five years ago. The thought of issuing new shares is painful
to me.

He grimaced involuntarily. Mr. Warren turned to Tim.

Let me remind you that CW shares are publicly traded and can fluctuate wildly in price for all sorts
of reasons, sometimes having nothing to do with the performance our family of companies. During
the financial crisis, the price of our shares fell by more than one-third in six months. Think about
that — ten million would have fallen to less than seven million.

Mr. Warren studied Tim as he spoke. He could tell this was not new news to Tim.

As a matter of fact, our stock has dropped over 10% in a single day on several occasions. In
basically the blink of an eye, the account holding your CW shares could be down one million bucks.

Mr. Warren focused on Tim with keen interest.

If you take cash instead of stock, you don’t have that kind of risk. The price of a buck will always
be a buck. CW shares trade in the wild and unruly stock market. I’'ve seen volatility put people
under a lot of stress and cause them to make costly mistakes. The reality is most people simply do
not have the temperament to do well with the volatility of publicly-traded stocks.

Mr. Warren stopped talking and sat quietly, looking at Tim. After what felt like a really long time, Tim
finally spoke:

Il admit that the thought of seeing what took me thirty years to build fall 10% in a day or 33% in
six months makes me cringe. It would be painful, that’s for sure, but the volatility comes with
owning publicly-traded shares. | get it. I've been following CW for a long time; I’'ve paid close
attention to how you do business. | think | know what I’m getting into. I've had 90% of my wealth
in one business that | very much believed in. With CW shares | will own what | think of as a better
currency than the Us buck, one in which the supply is limited, one that is backed by a strong
balance sheet and positive cash flows that are reinvested for the long term. As for short-term stock
market gyrations; I'll try not to pay too much attention to them. | believe that, ultimately, the
market rewards value creation. Thinking long-term has gotten me this far — I’m not changing now.



With that Mr. Warren replied:

| have to admit that | like the way you think. Seems we are cut from the same cloth. Like | said
earlier, by requiring to be paid in CW shares you’re making the acquisition more expensive to us.
While | was willing to pay you ten million Us bucks for your shares, I’'m only willing to offer eight
million bucks worth of CW shares. That’s two million less, but | think you’d save nearly that amount
in taxes with a stock deal.

Tim and Mr. Warren looked at vy and she nodded in agreement on the tax savings. Tim smiled and said,
“Ilvy and Mr. Warren, we have a deal. | promise to do my best to deserve your trust. Thank you for taking
this leap of faith on me.” lvy stood up smiling and said, “I feel the same way. Thank you both.” They each
shook hands as Mr. Warren added, “So do I. This is a leap of faith, based on trust, for all three of us.”

Ivy took a two-week vacation before starting her new position as CFO of Quality Coffee. While she was
off, she had time to think about a lot of things, including her financial situation. Her bitterness about
Governor Fed’s policies was a thing of the past. Governor Fed was in a tough spot and doing what he could
to support an economy and financial system that had relied on debt to grow long before he came into
power. It was the same story in most all countries throughout history. Currencies, the Us buck included,
were useful as a medium of exchange and as a source of liquidity but tended to lose real value over the
long haul. Financial systems were not as safe as people liked to think. Crises, like storms, happened from
time to time. It was the nature of the system. Those who were deep in debt or running deficits were
vulnerable. Their growing debts worked against them like an undercurrent. Like careless swimmers, many
did not recognize just how far they had drifted from shore.

Ivy was grateful that she was in a strong financial position, Financial systems were not as
excited about her work, and knew what she wanted to do.

From a personal finance standpoint, she would shift her focus
from accumulating bucks to accumulating assets. She had Crises, like storms, happened
watched Tim build wealth one store at a time. She had read from time to time.

about Mr. Warren building CW companies by acquiring one

company at a time.

safe as people liked to think.

She would start by buying the lot next to her beach cottage. Ten years ago, she passed on the opportunity
to buy it for fifty thousand bucks. She was focused on getting to one million bucks back then. Vlad, the
owner of an antique store and furniture repair shop, bought it, putting ten thousand bucks down and
borrowing the rest at 4%. Ivy had known Vlad through Tim — the two bonded over their interest in finding
rare, high-quality old furniture and restoring the pieces to good condition. It was Vlad who had
encouraged Tim to pursue his dream of starting a coffee business.

Ivy learned Vlad’s story years ago, but now she saw it in a new light. He had arrived on the Island in the
1980s, leaving his home country after its financial system collapsed under the weight of debt and a near
worthless currency. The only thing Vlad would ever say about his home country’s demise was that he lost
a lot and he learned a lot.

Vlad had recently passed away. It was a loss that lvy knew Tim would never get over. Vlad’s estate was
made public through court records and Islanders were shocked to see the wealth he had accumulated.
Tim, of course, was not surprised; he had long marveled at Vlad’s talent for recognizing quality and his
willingness to buy rare items even when he had to borrow some money to pay for them.



The executor of Vlad’s estate had just put several assets up for sale to raise cash to pay a hefty estate tax
bill. The lot was about to come on the market for one hundred thousand bucks. It was not the bargain it
was ten years ago, but it was a great piece of property with plenty of beachfront and a gorgeous view.
The government could create more bucks but it could not create more beachfront property.

Ivy also decided to start putting some of her bucks to work in CW shares. With the stock market and CW
shares at all-time highs, it felt like a risky time to start but waiting for the perfect opportunity was not an
option. She knew the perfect time would never come. As a saver, the value of her bank account increased
a bit every month and the steady increases gave her a comfortable feeling. Investing exposed her to
volatility and uncertainty. Still, she would move forward based on her belief that CW shares would remain
in limited supply and the income generated by CW Companies would grow long-term. She could not say
the same about Us bucks. vy decided to invest incrementally, building her position over a period of years.
She knew the current wave of economic expansion could rollover at any time and when it did, the price
of CW shares would be pulled back with everything else. If that happened, she would not panic. She would
be prepared and in a strong position to buy more CW shares. She believed CW would also be in a good
position to buy more quality businesses at bargain prices. She realized now that well-capitalized investors
need not fear undercurrents and falling prices. They actually created great opportunities. In Ivy’s mind,
her investment journey would be like a swim in a stormy sea and that was okay. It was the nature of things
and she was up to the challenge. She would work and she would worry, but she would not waste her time
or her money. She was one of the lucky ones: she was free to decide how to invest both.

In Closing: A Time for Patience and Selectivity

Like the characters in our story, we are actively seeking to buy quality assets. For us, that means buying
shares in strong public companies run by management teams that have demonstrated a commitment to
creating value. Last year, we added a new position in early January which turned out to be the only
addition of 2019, despite our constant searching. Later in the year, we sold out of two companies. Both
were earning low returns on reinvested capital, leading us to decide that it was best to move on. In our
view, lower rates and higher debt had more to do with last year’s surge in stock prices than real growth
in value. With rates approaching zero and debt levels higher than ever, we think the investment
environment has become risky. In times like this, we think patience and financial strength are especially
important. This view has us holding cash over and above needed reserves, something we do not like to
do. We think cash loses value over time and we much prefer to put money to work. We also believe that
chasing prices in a frothy market is dangerous. In my experience, opportunities eventually come to those
who are prepared and have the wherewithal to take advantage of them. Thank you for your trust and
confidence.

Phil McCauley Il
January 2020
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DISCLAIMERS AND DISCLOSURES

This material was originally created in January 2020 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 story presented is provided for illustrative purposes only. The events and details presented do not reflect the circumstances of an actual
client.

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.

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 suitable 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 and its Financial Advisors do not provide tax or legal advice. Individuals should seek advice based on their particular
circumstances from an independent tax or legal advisor.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness.

The view expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 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.
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