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I. HELs As FWMD

Warren Buffet, a.k.a. the “Sage of Omaha,” has famously warned that derivatives are financial
weapons of mass destruction (FWMD):

Charlie and I believe Berkshire should be a fortress of financial strength—for the
sake of our owners, creditors, policyholders and employees. We try to be alert to any
sort of megacatastrophe risk, and that posture may make us unduly apprehensive
about the burgeoning quantities of long-term derivatives contracts and the massive
amount of uncollateralized receivables that are growing alongside. In our view,
however, derivatives are financial weapons of mass destruction, carrying dangers
that, while now latent, are potentially lethal."

On the other hand, Fed Chairman Alan Greenspan has extolled the virtues of derivatives. These
innovations have allowed lenders to use the capital markets to reduce their exposure to
financial risk (see Appendix). I'm not sure who is right, but I lean towards the Sage rather than
the Chairman.

Instead of joining the debate, I would like to start one of my own. Could it be that home equity
loans (HELs) are potentially a much more dangerous FWMD, and are more likely to detonate
than some of the other ticking time bombs in the financial markets? In my opinion, as they are
becoming more popular, they are helping to power the economic expansion. However, if home
equity loans continue to grow rapidly, they could reach enough critical mass in a few years to
set off a dangerous financial chain reaction. In other words, they are currently like a nuclear
power plant. In the future, they could be more like a nuclear bomb.

I still recall that, not too long ago, even during the 1980s, most people who purchased a home
did so with a 30-year fixed-rate mortgage. They put up 20% of their own money as a down
payment and borrowed the remaining 80%. The down payment was the first payment for the
house. The remaining installment payments were to pay the financing cost and the remaining
principal. In other words, the intention was to pay down the mortgage loan over a 30-year
period. At the end of that period, the home would be fully owned, just in time for retirement.

Admittedly, this is a bit of a caricature. Somewhere I recall seeing survey data that Americans
move, on average, every five years. During the 1980s and 1990s, fewer and fewer Americans
expected to remain in the same house for 30 years. So increasingly they opted for shorter-
duration mortgages, which became increasingly available.

During the past three years, most households that still had a fixed-rate mortgage refinanced
several times as mortgage rates plunged. Many also cashed out some of the appreciation in the
value of their home by increasing the amount of their mortgage (Figure A). Over the past three
years, I remained optimistic on the outlook for consumer spending largely because of the

' Mr. Buffet is the Chairman and CEO and Charles T. Munger is the Vice Chairman of Berkshire Hathaway Inc. The
quotation is from its 2002 Annual Report, available online at http://www.berkshirehathaway.com/2002ar/2002ar.pdf.
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refinancing windfalls and the cash-outs. Yet I also questioned whether the cash-outs were all
spent. I believed that much of the cash-outs were actually parked in low-yielding savings
deposits as the preference for liquidity soared, especially among upper-income workers in the
shaky technology and financial industries.

Figure A: Excerpt From Fed’s Article On Consumer Finance Survey*

Although home purchase remains the main purpose of home-secured debt, the incentive to
use such borrowing for other purposes has been higher since the Tax Reform Act of 1986,
which phased out the deductibility of interest payments on most debt other than that secured
by a primary residence. In addition, declining mortgage interest rates since 1998 provided
many families the incentive to refinance existing mortgages. By refinancing for more than the
existing balance, many families were able to obtain funds for other purposes.

The survey provides some evidence of such borrowing. Families that refinanced a main
mortgage were asked whether additional funds were obtained, and if so, how the funds were
used; families that carried a second mortgage, home equity loan, or home equity line of credit
were asked the purpose of the borrowing. Families that simply chose to take out larger initial
mortgages to free up funds to spend for other purchases would not be captured by these
questions. However, among families with any type of home-secured debt, the available data
suggest that the proportion who used such borrowing for a purpose other than just financing
their home declined in the period after 1998. In that year, the proportion of families with such
borrowing was 33.6 percent, and in 2001 the figure was 32.1 percent; however, the 2001 level
is substantially above the 1995 level of 22.2 percent.

Home equity lines of credit are a widely advertised source of tax-preferred borrowing. Among
homeowners, the proportion of families with a home equity line edged up 0.4 percentage
point, to 14.9 percent in 2001; the proportion actually drawing on such lines rose 0.7
percentage point, to 10.6 percent.

*The article, “Recent Changes in U.S. Family Finances: Evidence from the 1998 and 2001 Survey of
Consumer Finances,” from the January 2003 issue of the Federal Reserve Bulletin, is available
online at http://www.federalreserve.gov/pubs/oss/0ss2/2001/bull0103.pdf.

Source: Federal Reserve Board.

Now that mortgage rates are rising again, refinancing activity is falling, and so are cash-outs.
Nevertheless, Americans are still tapping their home equity. They are doing it with HELs and
undoubtedly spending the proceeds. Home equity loans outstanding at all U.S. commercial
banks soared to a record $324 billion in early May, up 36% from a year ago. They are the
fastest-growing asset class in commercial bank balance sheets.

A home equity loan is really money borrowed from a line of credit secured by the value of the
home. Typically, the borrower pays the prime rate. The rate is usually lower when more is
borrowed, according to the terms set by the lender. It can be an alternative to a2 mortgage or a
supplemental source of credit. In other words, the actual aggregate line of credit undoubtedly
exceeds the amount of HELs outstanding. I wouldn’t be surprised if the sum of all the lines is
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twice or even three times as large as total HELS, i.e., $649 billion to $973 billion in early May
(Figure 2). By comparison, the total of mortgages held by all commercial banks was $2.4
trillion in early May. Anyway you slice it or dice it, banks already have a very large exposure to
HELs borrowing, and the exposure appears to be heading higher fast.

Il. Good News. Bad News.

For now, the surge in home equity loans is providing extra spending money for homeowners.
Over the past year, these loans are up 36%, or $86 billion (Figures 3 and 4). By comparison
consumer credit is up $99 billion over the past 12 months through March. Together, consumer
credit and home equity loans are up $178 billion over the past year (Figures 4 and 5).

Together, they totaled $2,330 billion during March, or 27% of disposable personal income.
This is historically high, and somewhat worrisome. On the other hand, the ratio of savings
deposits plus retail money market funds to disposable personal income is also historically high
at 47.3%. Consumers have the equivalent of almost a half year of income in “mattress money”
(Figure 6).

The close correlation between the Refinancing Index compiled weekly by the Mortgage Bankers
Association and the three-month annualized change in savings deposits supports my view that a
significant portion of cash-outs during mortgage refinancing may have been saved as the
liquidity preference has increased in recent years because of job insecurity as well as the
turmoil in financial markets and the geopolitical arena (Figure 7). Unlike cash-outs, proceeds
from home equity loans are undoubtedly completely spent on goods and services.

I will be monitoring HELSs very closely. I suspect that more and more Americans may use them
to finance a lifestyle they may be unable to support on their incomes alone. Tapping home
equity to buy new furniture or to fill up the gasoline tank could set the stage for major financial
trouble down the road. On the other hand, it is possible that some borrowers may be using the
money to remodel a kitchen or add a bathroom. Such activities would add back to the value of
the home and homeowners’ equity.

The Federal Reserve publishes quarterly data on the value of residential real estate and
mortgage loans outstanding, including home equity loans. During the fourth quarter of last
year, our homes were valued at $15.2 trillion. We had $6.8 trillion in mortgages and $8.4
trillion in owners’ equity in household real estate. In other words, the banks own 45% of our
homes and we own the remaining 55%, which is the lowest percentage on record and well
below the 70% readings of 20 years ago (Figure 8).

It is possible to calculate a sort of P/E ratio for household real estate by dividing the Fed’s data
on the market value of houses by disposable personal income. This ratio soared to a record
high of 1.8 at the end of last year (Figure 9). On a trend basis, real estate values have been
rising faster than incomes since the mid-1970s. Should we be worried? Falling interest rates
tend to raise the stock market’s P/E. The same is true for real estate. Lower mortgage rates
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mean that for any given income, people can afford to pay more for a house. Home mortgages as
a percent of disposable personal income soared to a record 82% at the end of last year (Figure
10). While there may be no bubble yet in home prices, I do worry that there may be a bubble in
the financing of homes and in the increasing use of home equity as a source of credit.

Ill. Seductive

Earlier this year, Fed Chairman Alan Greenspan assessed the financial position of the household
sector and concluded that all is well:

In evaluating household debt burdens, one must remember that debt-to-income
ratios have been rising for at least a half century. With household assets rising as
well, the ratio of net worth to income is currently somewhat higher than its long-run
average. So long as financial intermediation continues to expand, both household
debt and assets are likely to rise faster than income. Without an examination of what
is happening to both assets and liabilities, it is difficult to ascertain the true burden of
debt service. Overall, the household sector seems to be in good shape, and much of
the apparent increase in the household sector’s debt ratios over the past decade
reflects factors that do not suggest increasing household financial stress. And, in fact,
during the past two years, debt service ratios have been stable.”

I generally agree, and the data generally support the Fed chairman’s optimism (Figure 11). For
now, the extra cash is boosting consumer confidence and spending, and the overall economy
(Figure 12). The problem is that home equity lines of credit are seductive. In most cases, the
more you borrow the lower the interest rate. If you can’t make the payment this month, the
bank will take what is due from the credit line. If more households tap more of their home
equity—effectively turning their home into a credit card—then I can foresee that such a
development could seriously exacerbate the next economic downturn.

s sk sk

* Excerpt from the Fed chairman’s speech, “Understanding household debt obligations,” at the Credit Union
National Association 2004 Governmental Affairs Conference in Washington, D.C., on February 23, 2004. The full
transcript is available online at http://www.federalreserve.gov/boarddocs/speeches/2004/20040223/default.htm.
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Appendix: Excerpt From Alan Greenspan’s Speech On Derivatives *

Financial derivatives, more generally, have grown at a phenomenal pace over the past fifteen
years. Conceptual advances in pricing options and other complex financial products, along with
improvements in computer and telecommunications technologies, have significantly lowered
the costs of, and expanded the opportunities for, hedging risks that were not readily deflected
in earlier decades. Moreover, the counterparty credit risk associated with the use of derivative
instruments has been mitigated by legally enforceable netting and through the growing use of
collateral agreements. These increasingly complex financial instruments have been especial
contributors, particularly over the past couple of stressful years, to the development of a far
more flexible, efficient, and resilient financial system than existed just a quarter-century ago.

Greater resilience has been evident in many segments of the financial markets. One prominent
example is the response of financial markets to a burgeoning and then deflating telecom sector.
Worldwide borrowing by telecom firms in all currencies amounted to more than the equivalent
of a trillion U.S. dollars during the years 1998 to 2001. The financing of the massive expansion
of fiber-optic networks and heavy investments in third-generation mobile-phone licenses by
European firms strained debt markets.

At the time, the financing of these investments was widely seen as prudent because the telecom
borrowers had very high valuations in equity markets that could facilitate a stock issuance, if
needed, to take down bank loans and other debt. In the event, of course, prices of telecom
stocks collapsed, and many firms went bankrupt. In decades past, such a sequence would have
been a recipe for creating severe distress in the wider financial system. However, a significant
amount of exposure to telecom debt had been laid off through instruments that mitigate credit
risk, such as credit default swaps, collateralized debt obligations, and credit-linked notes.
Taken together, these instruments appear to have significantly reduced telecom loan
concentrations and the associated stress on banks and other financial institutions.

More generally, such instruments appear to have effectively spread losses from defaults by
Enron, Global Crossing, Railtrack, WorldCom, and Swissair in recent months from financial
institutions with largely short-term leverage to insurance firms, pension funds, or others with
diffuse long-term liabilities or no liabilities at all. In particular, the still relatively small but
rapidly growing market in credit derivatives has to date functioned well, with payouts
proceeding smoothly for the most part. Obviously, this market is still too new to have been
tested in 2 widespread down-cycle for credit. But so far, so good.

*The Fed chairman’s speech, “World Finance and Risk Management,” was delivered on
September 25, 2002. The full transcript is available at
http://www.federalreserve.gov/boarddocs/speeches/2002/200209253/default.htm.
Source: The Federal Reserve Board.
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Home Equity Loans
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Home Equity Loans

Figure 3. 15
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Consumer Credit & Liquidity
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Home Mortgages
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Home Mortgages

Figure 9.
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Household Debt Service

Figure 11.
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currency exchange rate fluctuations, and limited availability of information on international securities. Prudential Equity Group, LLC, its affiliates, and its subsidiaries
make no representation that the companies which issue securities which are the subject of their research reports are in compliance with certain informational reporting
requirements imposed by the Securities Exchange Act of 1934. Sales of securities covered by this report may be made only in those jurisdictions where the security is
qualified for sale. The contents of this publication have been approved for distribution by Prudential-Bache International Limited, which is authorized and regulated by
the Financial Services Authority. We recommend that you obtain the advice of your Financial Advisor regarding this or other investments.

Additional information on the securities discussed herein is available upon request.
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Information as of February 5, 2004

Important Information Regarding The Accompanying Research Report
For Clients Of Wachovia Securities

Wachovia Securities, LLC and/or its affiliates managed or co-managed a public offering of the following companies’ securities in the past 12
months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or
intends to seek compensation for investment banking services from the following companies in the next 3 months: AAIl, ABC, ACAS, ACDO, ACE,
ACF, ACGL, ACL, ACN, ADCT, ADP, ADS, ADVP, AET, AFR, AGIX, AH, AHR, AlV, ALD, AME, AMHC, AMLN, AMSG, ANN, ANSR, APA, APC, ARI, ARO,
ASN, AT, ATAC, ATH, ATK, ATU, AVB, AVL, AVO, AXL, AXP, BA, BBBY, BDY, BEAS, BEBE, BEC, BLI, BLS, BOBE, BOBJ, BOL, BR, BRC, BRE, BRL,
BSC, BSX, BWA, CA, CAH, CAN, CB, CBB, CBR, CC, CCU, CDL, CEG, CEGE, CEN, CFC, CFl, CGNX, CHC, CHIC, CHS, CHTR, CHUX, CI, CIEN, CIN, CIT,
CKC, CKP, CLI, CLP, CMCSA, CMLS, CMX, CNT, CNXT, COF, COGN, COL, COX, CPG, CPS, CPWM, CR, CRE, CSCO, CSE, CSL, CTCO, CTL, CTMI, CVC,
CXR, CY, CYH, D, DUK, DADE, DCN, DDR, DECA, DG, DGX, DHI, DHR, DIGL, DLTR, DOV, DPH, DRE, DRI, DRL, DRS, DVA, DVN, EAT, EDO, EEP, EMC,
EMMS, ENCY, ENH, EQG, EPD, EQR, EQT, ESL, ESPR, ETR, EVG, EW, EXC, EYE, FBN, FDC, FDRY, FE, FISV, FLS, FNM, FPL, FRE,FRT, GBP, GD, GDT,
GHCI, GLW, GNTX, GR, GS, GTM, GTN, HAR, HC, HCA, HCN, HCP, HEW, HIBB, HIW, HLSH, HLT, HMA, HME, HMT, HOT, HPG, HPT, HR, HRL, HRP,
HRS, HTG, HTV, HUM, IAIA, ICCI, IDEV, IDXC, IEX, IFSIA, INMT, IPCR, IPMT, IPXL, ISCA, ISSX, ITMN, ITW, JAS, JBX, JKHY, K, KEA, KG, KIM, KMI,
KMP, KMX, KPA, KRB, KRC, KRON, LAMR, LEA, LEG, LEH, LEN, LH, LHO, LIN, LLL, LMT, LRY, LSI, LXP, LZB, MAN, MANU, MCGC, MCK, MDTH, MEDT,
MER, MHK, MHS, MIK, MLM, MMA, MMP, MNST, MPG, MSFT, MWD, MYL, NABI, NBP, NCS, NCT, NET, NI, NLY, NNN, NOC, NRGY, NSCN, NT,
NXTL, NXTP, 0, OCR, OFC, OFIX, OKE, ORCL, 0SI, PAA, PAYX, PCP, PDX, PFGC, PGN, PIR, PKY, PLB, PLD, PLMD, PMCS, PNP, POG, PPL, PRE, PRV,
PSA, PSUN, PTP, PXD, Q, RAH, RARE, RCI, RCII, RE, REG, RFMD, RHT, RI, RMK, RNR, RNT, ROIAK, ROP, RRGB, RTN, RWT, RX, RYL, SBC, SBGI, SBL,
SCG, SCRI, SDS, SEM, SFD, SGA, SIMGE, SINT, SLG, SLXP, SMT, SNH, SO, SP, SPH, SRZ, SSTI, STLY, STR, SUP, SWKS, SYMC, SYY, TBI, TCR, TDS,
TEK, TFX, THC, TIER, TKR, TLRK, TMA, TOL, TOM, TPC, TPP, TRI, TRK, TSN, TTN, TUES, TWTR, TYC, UCO, UDR, UHS, UNA, UNH, URBN, USM, USON,
USPI, UTHR, UTX, VAST, VMC, VMSI, VNO, WEBM, WGR, WLP, WPI, WRC, WRI, WW, WWCA, XL, XT0, YBTVA, YUM, ZBRA, ZMH

An employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director of: AIRT, CMLL, EDCO, GBTB, JHFT, PAB, SSYMW,
WLC

Wachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity securities for: ABFS, ACAS, ACEM,
ADMN, ADVP, AFCI, AFCO, AFHI, AFR, AG, AGCC, AGII, AGIL, AGIX, AGN, AHIP, ALCD, ALDN, ALOG, ALTR, AME, AMEO, AMG, AMGC, AMGM, AML
(CN), AMMD, AMMRQ, AMR, AMWD, AMX, ANDW, ANN, ANSI, ANSS, A0S, AOT, AP, APA, APFC, APOG, APPB, APXC, ARJ, ARM, ARW, ARXX,
ASBC, ASD, ASFI, ASMI, ASYT, ATLD, ATMI, ATR, ATU, ATW, AUGT, AVO, AXS, B, BAEP, BBR, BBY, BCRH, BCV, BDF, BDK, BDUN, BDY, BEANQ,
BEC, BESOQ, BGG, BHE, BIF, BJ, BKBK, BKS, BKST, BKUNA, BLL, BMLC, BN, BNA, BOTX, BPFH, BRY, BTHS, BTU, BWA, BWC, BWEB, CAE, CAL,
CALA, CANP, CAPA, CASY, CBBI, CBE, CBI, CBM, CBNV, CBRL, CBST, CBTD, CBUK, CCBT, CCFA, CCRD, CD, CDCSQ, CDN, CDT, CECO, CELG, CF,
CFD, CFW, CG, CGPI, CGSC, CHK, CHP, CHS, CHUX, CIPH, CIYXX, CJBCF, CKP, CLAM, CLEC, CLIF, CLK, CLSR, CMC, CMOS, CMTL, CNQR, CNTV,
CNXS, COAT, COG, COH, COKE, COLB, COLM, COO, COOP, COSEQ, CPB, CPHD, CPK, CPO, CPPXE, CPWM, CQB, CR, CRAI, CRD/A, CRDN, CRK, CRL,
CRMT, CSE, CSL, CSTR, CTCI, CTCO, CTIC, CTMI, CTV, CTXS, CUB, CVCO, CVH, CVII, CVT, CVTI, CVTX, CXP, CYBX, DAKMF, DATL, DCOM, DE, DEBS,
DEL, DF, DGIT, DHOM, DIEC, DIGE, DIVN, DLP, DLX, DMET, DNB, DNIR, DOX, DPMI, DRI, DRTE, DSCM, DSCP, DSS, DTPI, DTRX, DUGG, DVN, DVN,
DVSA, DXYN, DYHGQ, DYN, ECF, EF, EFDS, EFL, ELY, EML, EMPIQ, EP, EPIX, EPNY, EQIX, ESA, ESL, ESPL, ESST, ETF, EVC, EVIAC, EWBC, EWF, EXAR,
EXBD, FARO, FAX.F, FBGI, FBN, FBSH, FCB, FCCY, FCE.A, FCN, FCTB, FCTR, FEKR, FFBZ, FFC, FFDF, FFIV, FIC, FL, FLBK, FLE, FLEX, FLIR, FMC, FMER,
FMN(CN), FNC, FNSC, FOB, FOCF, FOE, FONF, FOX, FPL, FPU, FQVLF, FRF, FRGO, FRK, FRNT, FSNM, FST, FTCFQ, FTGX, FUND, FWSTQ, GADZ, GB,
GENE, GER, GF, GGC, GITN, GLGC, GLOC, GLYT, GME, GMZC, GNSS, GOLD, GPI, GRAN, GRNTQ, GROSQ, GRR, GSOF, GTLL, GTLS, GTRC, GVA, GVT,
GWM, GY, GYMB, HAR, HAT, HCC, HEIIl, HFBRQ, HIBB, HLEX, HLTH, HLXI, HMN, HOC, HOTT, HPF, HRLY, HSC, HSCM, HSII, HTCH, HTHR, HYV, IAF,
IDEV, IEMMF, IES, IGT, IHWY, IIIN, 11JI, IKN, ILXO, IMAX, IMDC, IMIT, IMMT, IMN, INCY, INGR, INVN, |QM, IRL, ISEDF, ISSI, ITG, ITUC, IVCHA,
JAKK, JAWS, JBX, JCI, JEN(AU), JH, JHS, JLMI, JNJ, JNY, JOSB, JOYG, JRC, KAI, KAMNA, KCS, KEA, KELYA, KERX, KEX, KFRC, KLIC, KMI, KMT,
KNAP, KNOL, KNSY, KOMG, KOR(CN), KOSP, KROL, KRON, KTEC, KVHI, KWD, LAB, LABS, LBGF, LBY, LC, LCAV, LDF, LDSH, LEA, LEN, LEN.B, LETH,
LF, LFB, LFG, LFZA, LICB, LINIA, LIZ, LLUR, LNCE, LNCR, LNR, LNV, LOOK, LOW, LQl, LRCX, LSCC, LTTO, LTXX, LYO, MADB, MAGS, MAM, MATK,
MAXS, MCH, MEC, MECA, MEE, MEMO, MENT, MFGI, MFLO, MGP, MHCA, MICAQ, MIK, MKL, MLI, MNC, MNRO, MNS, MNST, MNY, MOSY, MPS,
MRD, MRF, MSF, MSLM, MSM, MTF, MTRX, MTW, MUSEE, NABCQ, NAV, NAVG, NDC, NEVNF, NICH, NLS, NMG.A, NNBP, NOOJF, NPO, NRGG,
NSCN, NTBK, NTSL, NTT, NUE, NUME, NVH, NVO, NWKC, NX, NXTP, OFGI, 0GPXX, OHP, OKE, OMG99, ORSA, 0SI, OSTE, OTL, PAA, PAAN, PABN,
PANL, PATK, PATR, PBY, PCIS, PCP, PDCI, PDE, PDX, PEGA, PEIl, PENG, PER, PFCB, PGTV, PHXYE, PIR, PJFA, PJFC, PKD, PKE, PLAB, PLMD, PLMR,
PNCL, PNNW, PNR, PNRCX, PNRZX, PNY, POG, POS, POWI, POWL, POZN, PPG, PRLX, PRSP, PRTL, PRX, PSS, PSTI, PSUN, PTEK, PTSI, PTZ,
PUDGQ, PW, PWC, PWER, PWO, PX, PZZA, QCRP, QDEL, QLGC, QNBC, R, RADS, RBNC, RCLA, RCOM, REGN, REPT, RESP, RESW, RETK, REXI, REY,
RFMC, RGC, RHD, RHT, RIF, RKT, RLI, RML, RNBO, RNR, ROC, ROCM, ROH, ROIA, ROST, ROV, ROW, ROXI, RPM, RRA, RSAS, RSP, RSTI, RYAN, SBI,
SBSA, SCG, SCG, SCLN, SCNO, SCPNA, SCT, SCUR, SDMI, SEM, SEPR, SFD, SFN, SGC, SGF, SGI, SHFL, SHOO, SIGI, SIPX, SKFG(LX), SKO, SKY, SLE,
SLGN, SLVFY, SMFJY, SMG, SMRT, SMSC, SNIC, SNIFQ, SNTVQ, SOL, SOV, SPH, SPNC, SPW, SPZN, SRA, SRCM, STAR, STC, STLCQ, STNR, STS,
STW, SUITE, SUMM, SUP, SUR, SVEIA, SWN, SWS, SWVM, SWZ, SYEP, SYIN, TAIE, TALK, TARO, TBC, TBCC, TBI, TCAC, TDAD, TDPXF, TECUB,
TEQT, TER, THC, THCIQ, TMM, TMX, TMXIQ, TNL, TO, TPADA, TPC, TRMS, TRO, TROV, TRY/B, TSAIl, TSCPQ, TSFG, TUP, TWN, TWTC, TXAG, TXON,
TZIX, UDGI, UEIC, UFBS, UFI, UFTC, UIS, ULGI, UNBJ, UNFI, UNHC, UNT, UPL, USBR, USES, USFC, USTR, UTSI, UVV, VANS, VAS, VAST, VCI, VES,
VICL, VITL, VLNT, VNX, VPI, VRSO, VRX, VSH, VTIX, VTSG, VUL, VVI, WASH, WB, WBS, WCBC, WCGRQ, WCI, WCIIQ, WCST, WEBX, WFT, WHG,
WIBW, WIN, WLL, WLM, WLV, WMAR, WMO, WPI, WST, WTSLA, WWCA, WWE, WWVY, WXS, WYE, XEC, XTO, YANB, YBTVA, YELL, YORW
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The information, disclosures, and disclaimers on this page are only applicable to, and intended for, clients of Wachovia Securities.

Research provided in the attached report was prepared by the firm and its analyst(s) identified on the attached report (the “Research Firm”).
Wachovia Securities did not assist in the preparation of the accompanying report, and its accuracy and completeness are not guaranteed.
Wachovia Securities is solely responsible for the distribution or use of research provided by the Research Firm to clients of Wachovia Securities. In
this regard, the material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy. The investment discussed may not be suitable for all investors. Further, the research provided by
the Research Firm was prepared by the Research Firm for its customers and may not be suitable for clients or customers of Wachovia Securities.
Investors must make their own decisions based on their specific investment objectives and financial circumstances.

The research provided by the Research Firm may have been made available to customers of the Research Firm before being made available to
Wachovia Securities clients. The accompanying report is not a complete analysis of every material fact in respect to any company, industry or
security. The opinions and estimates contained in the research provided by the Research Firm constitute the Research Firm's judgment as of the
date appearing on the research provided by the Research Firm and are subject to change without notice. Information has been obtained from
sources believed to be reliable but its accuracy is not guaranteed. Any opinions expressed or implied herein are not necessarily the same as those
of Wachovia Securities or its affiliates.

Past performance is not necessarily a guide to future performance. Income from investments may fluctuate. The price and value of the investments
mentioned in this report are as of the date indicated and will fluctuate.

Wachovia Securities is the trade name used by two separate, registered broker-dealers and non-bank affiliates of Wachovia Corporation providing
certain retail securities brokerage services: Wachovia Securities, LLC, member NYSE/SIPC, and Wachovia Securities
Financial Network, LLC, member NASD/SIPC.

Wachovia Securities, LLC is owned, indirectly, through subsidiaries, 38 percent by Prudential Financial, Inc. and 62 percent by Wachovia
Corporation.

Prudential, Pru and Rock logo marks are owned by The Prudential Insurance Company of America and are used herein under license.
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