Philip W. McCauley IV, CFA® Wealth Management

The Madison Group 4969 US Highway 42

Financial Advisor Suite 1200
Louisville, KY 40222
direct 502 394 4054

Morgan Stanley

toll free 800 626 1592

NMLS # 1826753
philip.mccauley4@morganstanley.com

This letter was written by Philip McCauley IV in July 2023

Pursuit of Pretty Good
In the physical world, Force = Mass x Acceleration. In Investing, Force = Focus x Capability.

Most investors, often unknowingly, focus on “predicting”. Predicting the level and effect of rates,
inflation, economic news, quarterly earnings, etc. is so tempting. It feels so good to be “right”.
Unfortunately, almost all of us are ineffective predictors of complex systems. You can be correct
about a data point prediction, but wrong about how the market reacts.

Even if you get it right, accurate predictions don’t last very long. Once your correct prediction
plays out, you are often required to make another big one because your portfolio is so correlated
with one variable. For example, you accurately predicted the rise in rates. Now where are rates
going? Your portfolio built for rising rates may be poorly positioned for the next move.

Everyone wants to outperform... and outperform quickly. Using predictions to make your perfect
portfolio is an obvious path to glory. Unfortunately, nothing performs worse than a bold
inaccurate prediction. If you are willing to outperform slowly, you can build a portfolio that
performs pretty good in most all futures and ride the wave of progress.

Predicting is not our thing. Sure, we have viewpoints, but we are under no illusion that we know
what will happen. The future is an ever-evolving asymmetrical set of probabilities. We judge
investments not based on one view of the future but upon the investment’s plausible
performance in many possible futures.

We focus on companies that can survive and thrive long from now. We sacrifice some near-term
upside in exchange for long-term upside. Most investors don’t make this “trade” because they
are confident, they can predict this move and then the next move and then the next move.
Sounds exhausting, but at least you get to have great talking points at meetings and cocktail
parties. We are boring. What investments do | like today? Mostly the ones | mentioned the last
time we spoke.

We focus on finding companies that can get stronger each passing year and can handle whatever
comes their way. Durable companies need to have a defendable business model, a prudent
management team and most importantly, excess financial capacity. If you know the future,
excess financial capacity is just a drag on your performance.

Owning companies for many years allows you to both benefit from reinvestment and to reduce

the “costs” of turnover. We identify companies that have the business model, people and
financials that give them the opportunity to attractively reinvest. We are often surprised at
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exactly what amazing product or service a company develops, but we are never surprised they
had the opportunity to do so. These new products or services often drive a step function growth
in free cash flow and take the investment to higher highs and higher lows.

Turnover has indirect and direct costs. The learning curve is steep in investing. The longer you
own an asset, the better you understand it. Also, lower turnover equals lower taxes. And you
thought you were going to make it through a Madison Group letter without a mention of taxes!

If you want long-term performance, focus on long-term performance drivers. May the force be
with you.

Thank you for taking the time to read. Please reach out if you would like to discuss further,
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This material was originally created in July 2023 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.

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.

This material is intended only for clients and prospective clients of the Portfolio Management program. It has been prepared
solely for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or
other financial instrument, or to participate in any trading strategy.

The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan Stanley participating in the
Morgan Stanley Portfolio Management program. The Portfolio Management program is an investment advisory program in which
the client’s Financial Advisor invests the client’s assets on a discretionary basis in a range of securities. The Portfolio Management
program is described in the applicable Morgan Stanley ADV Part 2, available at www.morganstanley.com/ADV or from your
Financial Advisor.

Various factors, including an economic downturn, may cause a company to reduce or eliminate its dividend.
Diversification does not guarantee a profit or protect against loss in a declining financial market.
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