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Re Morgan Stanley Smith Barney LLC
IMorgan Stanley

Citigroup Inc
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We are responding to your letter dated May 29 2009 to the Division of

Corporation Finance and the Division of Investment Management with regard to your

request for temporary no-action relief Our response is attached to the enclosed

photocopy of your letter to avoid having to recite or summarize the facts presented in

your letter Capitalized terms in this letter have the same meaning as in your letter

You have asked the Division of Corporation Finance for no-action relief during

the applicable Relief Period for each of the Morgan Stanley Parties the Citigroup Parties

and MSSB with respect to the reporting requirements under Sections 13d 13g and

16a of the Exchange Act Based on the facts and representations in your letter but

without necessarily concurring in your analysis the Division on behalf of the Office of

Chief Counsel and the Office of Mergers and Acquisitions will not recommend

enforcement action to the Commission with respect to Section 13d Section 13g and

Section 16a reporting if from Legal Day One through the applicable Relief Period

The Morgan Stanley Parties aggregate and report the securities they

beneficially own outside MSSB with the securities that they would be deemed

to beneficially own within the MS Channel with footnote disclosure reporting

the portion of the holdings attributable to MSSB and exclude from their

reports the securities that they would be deemed to beneficially own within

the SB Channel

The Citigroup Parties aggregate and report the securities they beneficially own
outside MSSB with the securities that they would be deemed to beneficially

own within the SB Channel with footnote disclosure reporting the portion of

the holdings attributable to MSSB and exclude from their reports the

securities that they would be deemed to beneficially own within the MS
Channel and
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MSSB does not separately report the securities that it beneficially owns



hi reachiiig these positions we note particularly your representations regarding

the monitoring and reporting challenges presented by the current information technology

systems of the MS Channel and of the SB Channel the scope and scale of the task of

integrating these systems and the time needed to complete the integration your

representation that Morgan Stanley Citigroup and MSSB will maintain information

barriers to protect their respective customers trading information and your
representation that the MS Channel and the SB Channel have their own separate

processes for making investment and voting decisions which will remain in place

through the applicable Relief Periods These factors minimize concerns regarding the

sharing of information and coordinated investment and voting decisions between the MS
Channel and the SB Channel

You have asked the Division of Investment Management for temporary no-action

relief with respect to the reporting requirements under Section 13f of the Exchange Act

and under Exchange Act Rule lOa-3T Based on the facts and representations in your
letter but without necessarily concurring with your analysis the Division of Investment

Management will not recommend enforcement action to the Commission under Section

13f of the Exchange Act and Rule lOa-3T under the Exchange Act against the Morgan
Stanley Parties the Citigroup Parties or MSSB if each of the Morgan Stanley Parties the

Citigroup Parties-andMS-SR submitForm--1-3F-reports and-Form-S-H reports respectively

in the manner set forth in your May 29 2009 letter

We have considered your request for confidential treatment of your letter and our

response We have determined that the request is reasonable and appropriate under 17

CFR 200.8 1b Accordingly your letter and our response will not be made public until

the earlier of the Closing Date and 120 days after the date of our response

The foregoing no-action relief is based on the representations made to the

Divisions in your letter Any different facts or conditions might require the Divisions to

reach different conclusions.1 This response expresses the Divisions positions on

enforcement action only and does not express any legal conclusion on the questions

presented

Sincerely

Thomas Kim EF abeth Osterman

Chief Counsel and Associate Director Associate Director

Division of Corporation Finance Division of Investment Management

The relief granted in this letter relates only to the Morgan Stanley Parties the Citigroup

Parties and MSSB
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John Utzschneidcr

Direct Phone 617.951.8852

Direct Fax l7.95l8736

john .utzschnciderbingham.com

May 29 2009

Division oforporation Finance

Office of the Chief Counsel and Office of Mergers and Acquisitions

Division Invesunent Management
Office of the Chief Counsel

U.S Securities and Exchange Commission

100 Street N.E

Washington DC 20549

Re Morgan Stanley Smith Barney Request for No-Action Position

Section 13 and Section 16 and Rule lOa-3T

Ladies and Gentlemen

Nw

On iiSht
MA

This letter contains certain
re9uests

for temporary relief on behalf of Morgan
Stanley Smith Barney LLC and its two ultimate parents Morgan Stanley

Mortaxy and together with its affilIates other than Holdings as defined

below MSSB and other direct and indirect subsidiaries of Holdings the Mgn
stanley Parties and Citigroup Inc jijgiouand together with its affiliates other

than Holdings MSSII and other direct and indirect subsidiaries of Holdings the

cjroPrties Specifically the purpose of this letter is to request that the Staff

the Staff of the Division of Corporation Finance and the Division of Investment

Management of the Securities and Exchange commission the Commiss or the

confirm that they would not recommend to the Commission that it take

enforcement action against MSSB the Morgan Stanley Parties or the Citigroup Parties

under Section 13 and Section 16 of the Securities Exchange Act.of 1934 the xchg

As discussed further below the businesses being contributed to the joint ventures vihl

include certain non-U.S affiliates which will be separate subsidiaries of Holdings as
defined below For purposes of this discussion MSSB will include Holdings and such

affiliates notwithstanding the fitct that such affiliates technically will be separate

subsidiaries of Holdings

Confidential Treatment Rcqueted by MSSt3 Morgan Stanky and Citigroup -001
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Act and Rule Oa3T thereunder if MSSB the Morgan Stanley Parties and the

itigroup Parties temporarily report positions on the basis described belo%

provide you with
necessary background Part of this letter provides

summary of the parties respective reporting obligations and the relief requested Part 11

piovides an overview of the formation and structure of MSSB Part Ill provides
discussion of the management and structure of MSSB expected to be in place on the

closing of the transaction Part IV provides temporary proposal for monitoring and

reporting under Sections 13 and 16 and on Form Sit assuming the requested relielfrom

the Staff is granted and summarizes the intentions fr such monitoring and reporting
alter the period tbr requested relief has passed Part provides rationale for the

requested reliefl

Ovcrvie of Required Reportin and Requested Relief

Required Reporting As of Legal Day One .4hseir Relief

As discussed more fully in this letter Morgan Stanley and
Citigroup will initially

indirectly own 51% and 49% respectively of MSSB and each ill have certain board

representation and other rights As result each of Morgan Stanley and Citigroup
hclie.es that tinder Section 13 and Section 16 as of Leial Day One as defined below
and absent relief it would he required to either aggregate securities beneliciallv owned by
it with Securities beneficially owned by all of MSSI3 or to implement appropriate

information barriers to allo it to disaggregate from MSSE3 for these
purposes in

accordance with the SECs disaggregation guidance in its Release No 34-3953 January
12 1Q98 including the use of information barriers tile

Absent relief on Legal Iay One MSSB would be required to separately report the

securities it beneticially owns.2 Also on Legal Day One absent relief eitheri each of

Morgan Stanley Ciugroup and MSSB would be required to report on Forms 13F and Sit

We note that in many instances where MSSB may hac
reporting requirement it may

report jointly with one or more of its parents

1hach of Morgan Stanley and
Citigroup currently files one Form 13F and one Form Sf1

report for all of its affiliated entities

nIidenua1 Traumenl Rcquaicd MSSEI Morgui Stanky and Ctirtp 002
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positions with
respect to securities over which it respectively has investment discretion

or in which it has reportable short position or engages in reportable short transaction

or iiMorgan Stanley would be required to aggregate and report securities over which it

has investment discretion or in which it has reportable short position or engages in

reportable short transaction with all securities over which MSSB has investment

discretion or in which it has reportable short position or engages in reportable short

transaction and Citigroup would report separately ony the securities over which it has

investment discretion or in which it has
reportable short position or engages in

reportable short transaction

Reqiested Rlicf Legal Dciv One Through ilie Applicable Relief Period

as defined below

The parties request relief such that with
respect to the Morgan Stanley Parties

and the CItigroup Parties until the earlicr of1 the date on which Morgan Stanley or

Citigroup as the ease may be can disaggregate its positiorl monitoring or reporting from
or aggregate its position monitoring and reporting with MSSB in each case consistent

with the
reporting method described in Part below or September 30 2009 and

with respect to MSSI3 until the earlier of the date on which each of Morgan Stanley
and Citigroup can disaggregate its position monitoring and reporting from MSSI3 or

September 30 20.09 in each case such period is referred to as the applicable Rllf
jjpfor such party for purposes of Section 13 and Section 16 reporting

The Morgan Stanley Parties will aggregate and report the securities they

beneficially own outside MSSB with the securities that they would be deemed to

beneficially own within the MS Channel as defined below and may exclude

the securities that they would be deemed to beneficially own within the SB
Channel as defined below
The Citigroup Parties will aggregate and

report the securities they beneficially

own outside MSSB with the securities that they would be deemed to beneficially

own within the SB Channel and may exclude the securities that they would be

deemed to beneficially own within the MS Channel and

MSSB will not separately report securities beneficially owned by it

The parties also request relief under which until the end of the app1icabIcRclief Period
for purposes of Forms 13F and SF1

The Morgan Stanley Parties will include the securities over which they have

investment discretion or in which they have reportable short position or engage
in reportable short sale with the securities over which the MS Channel has

investment discretion or in which it has reportable short position or engages in

reportable short sale and may exclude the securities over which the SB

ri
cridnial Tr atmentRequcated by MSSB Mrgan Stanley andCiigtoup 003
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Channel has investment discretion or in which it has reportable short position

or engages in reportable short sale

The Citigroup Parties will include the securities over which they have

investment discretion or in which they have reportable short position or engage
in reportable short sale with the securities over which the SB Channel has

investment discretion or in which it has reportable short position or engages in

reportable short sale and may ecIude the securities over which the MS
Channel has invCstment discretion or in which it has reportable short position

or engages in reportable short sale and

MSSB will make notice filings to indicate that securities over which it has

investment discretion or in which it has reportable short position or engages in

reportable aliort sale are incftided in reports by the Morgan Stanley Parties and

the Citigroup Parties

During the Citigroup Parties Relief Period the Securities held by the SB
Channel will be reported by the Citigroup Parties During such Relief Period the

Citigroup Parties will include legend on their Form 3F reports and Form SI reports to

indicate that such reports include securities held by the SB ChairneL During the

Citigroup Parties Post-Relief Period as defined below the Citigroup Parties will not

report far either the SB Channel or MSSB

During the Morgan Stanley Parties Relief Period the seCurities held by the MS
Channel will be reported by the Morgan Stantey Parties During such Relief Period the

Morgan Stanley Parties will include legend on their Form 3F reportsand Form SF1

reports to indicate that such reports include securities held by the MS Channel

During the Morgan Stanley Parties Post-Relief Period the securities held by
MSSB may be reported by the Morgan Stanley Parties in which case the Morgan Stanley

Parties will include legend on their Form 13F reports and Form SH reports to indicate

that such report.s include securities held by MSSB Under such circumstances MSSB
will submit notice reports to state that MSSBs reportable securities are included on the

Morgan Stanley Parties Form 13Freports and Form SI reports as applicable

Alternatively during the Morgan Stanley Parties Post-Relief Period the securities held

by MSSB may be reported by MSSB

Therefore no later than October 2009 the Citigroup Parties will not report

on either Form 13F or Form SH any securities over which MSSB has investment

Codennal Treatment Requeacd by MSSI Morgan Stanley and Citigroup 004
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discretion and either the Morgan Stanley Parties or MSSB will
report on Form 13F

and Form SH all securities over which MSSF3 has investment discretion.4 It is anticipated

that MSSI3 will be included as an other included manager on the Morgan Stanley Parties

Form 3F holdings reports and Form SH entries reports and MSSI3 will continue to

make notice filings with respect to both Form 13F and Form SH at some point during

calendar year 2010

Following the Relief Periods

Following the applicable partys Relief Period with such period as it refers to the

applicable party referred to as the Post-Relief Period for purposes of Section 13 and

Section 16 reporting

The Morgan Stanley Parties will either aggregate the securities they

beneficially own outside MSSI3 with all securities beneficially owned by MSSB
or implemeni appropriate information barriers to allow them to disaggregate

from MSSI3 for these purposes in accordance with the Disaggregation Guidance
The Citigroup Parties will implement appropriate information barriers to allow

them to disaggregate from MSSB in accordance with the thsaggregation

Guidance and accordingly will report only those securities they beneficially

own outside MSSB and

\Vhere required MSSB will separately report the securities it beneficially owns
either in stand-alone filing orajoint filing with the Morgan Stanley Parties

pursuant to Rule l3d-1 or 6a-3j as applicable

With respect to Forms 13F and Si either

The Morgan Stanley Parties the Citigroup Parties and MSSI3 will separately

report the securities over which they respectively have investment discretion or

has reportable short position or engage in reportable short sale or

The parties recognize that Form SI was adopted pursuant to temporary rule set to

expire on August 2009 and expect to follow similar approach with
respect to any

successor rule and/or form

Morgan Stanley currently expects to disaggregate from MSSI3 but the timing for such

disaggregation is uncertain

li
Contidennal Treatment Requested by MSSI3 Morgm Stanley andCtigroup 005fg3m cel
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Ilie Morgan Stanley Parties ill include in their reports the securities oer which

they have investment discretion or in which they have reportable short position

or engage in reportable short sale and all securities over which MSSI3 has

investment discretion or in which it has reportable short position or engages in

reportable short sale and will include legend on the front page ot such report

to indicate that information regarding MSSB is included within and the

Citigroup Parties will
report separately only the securities over which they have

investment discretion or in which they have reportable short position or engage
in rcportahle short sale

In the case of the second of the two options aboe MSSB vil make notice

filings to indicate that securities over which it has investment discretion or in

which it has reportable short position or engages in reportable short sale are

included in reports by the Morgan Stanley Parties

During the parties applicable Relief Periods and Post-Relief Periods the securities held

by the SB Channel and the MS Channel will at all times be sublect to reporting

obligation by at least one of the Morgan Stanles Parties the Citigroup Parties and MSSI3

Description of MSSB and the Transaction rcatin MSSB

MSST3 is lelaware limited liability compan formed on lebwarv 2009 AU

membership interests in MSSE3 are owned by Morgan Stanley Smith Barney Holdings

I.LC Dela%%are limited liability company Folclig5

loldings and MSSE3 were formed pursuant to Joint Venture Contribution and

Formation Agreement dated as of January 13 2009 the Contribution_Agemcnt by

and between Citigroup and Morgan Stanley Pursuant to the Contribution Agreement and

subject to the completion of definitive limited liability company agreement to be

entered into at the closing Citigroup and Morgan Stanley have agreed to contribute

certain assets and businesses to MSSB the Contributed Businesses With certain

exceptions the Citigroup Contributed Businesses the SB Channel include Citigroups

retail brokerage and futures business operating under the name Smith Barney in the

United States and Australia and under the name Quilter in the United Kingdom Ireland

and the Channel Islands With certain exceptions the Morgan Stanley contributed

Businesses the MS Channel and collectively with the SB Channel the Cbannels
include Morgan Stanleys Global \Vealth Management business and its private wealth

management business on worldwide basis In the United States the Citigroup

Contributed Businesses are conducted principally within Citigroup Global Markets Inc

COMI Citigroup subsidiary and the Morgan Stanley Contributed Businesses are

conducted within Morgan Stanley Co Incorporated MS Morgan Stanley

subsidiary The primary business of MSSB will be retail
brokerage and private wealth

management Although MSSB through the MS Channel as defined in the paragraph

above will engage in limited amount of Section 13 eligible lMiUCiPal trading such

Conildenual rrcatmeni Requescd MSSfl Morgan Siankv and Ciligroup OU
A/7O252SO
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trading is expected to he mostly6 for the purpose of facilitating customers and is expected

to represent relativel small portion of its overall activities rhe institutional businesses

of MS and CGMI such as underwriting advising on mergers and acquisitions and

institutional and proprietary trading and underwriting will remain in MS and GMI and

are not being contributed to MSSB

It is the intention of Citigroup and Morgan Stanley that following the closing of

the transaction the Contributed Businesses currently conducted CGMI and MS in the

United Stales will be conducted by MSSB in substantially the same fashion with certain

hmited modifications The closing of the transaction is expected to occur as of May 31
2009 the Closing Date and June 2009 is the target first da of MSSR operations

Legal Dav_Qf MSSBs business will be carried out by approximately 20000
financial advisors in the United States whose registrations will he transferred to MSSB
hr Legal lay One due to the size and complexity of the combined entity MSSB
intends to make as few changes as possible to legacy organizational operational and

super ISO structures as they currently exist in CGMI and MS Most signilicantly for

certain period of time the u.S customers of the SB Channel will continue to have their

transactions cleared through and have their customer accounts custodied and carried

CGM and U.S customers of the MS Channel will continue to have their transactions

cleared through and have their customer accounts custodied and carried by MS As part

of this clearing function the services to be provided by MS and CGMI svill include

clearing and settling securities transactions providing trade confirmations and customer

statements and performing certain cashiering functions custody services and related

services number of functions including regulatory compliance and supervisor areas

will be coordinated and aligned and others will be centralized pursuant to umbrella

programs and policies that wilt ocrlay the legacy programs and polices of the two

channels Over time and following the partieS applicable Relief Periods it is expected

that the two Channels will be integrated into one operation and that ultimately MSSf3

will become fully self-clearing and custody and carry its own customer accounts

Al the close of the transaction through various subsidiaries Morgan Stanley will

own 51% of loldings and citigroup will on 49% oft loldings As noted above the

Contributed Businesses will include certain additional non-U.S affiliates of Morgan

The MS Channel employs full time fixed income IT trading business cot tectivel

the flk This 1esk maintains proprietary inventory for client trade facilitation and

for proprietary trad log purposes

Conuideimal Trealnient Rcqucsicd by MSSI3 Morgan Slanky and itigroup tX7
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Stanley and Citigroup all of whose holdings in SECregistered securities will need to he

taken into account for monitoring and
reporting purposes

Holdings will be managed by board of directors consisting of four Morgan
Stanley designees Citigroup designees and the senior-most operating executive of

holdings subject to certain requirements Board decisions will be made or delegatid to

Holdings management by majority vote pros ided that each of Morgan Stanley and

Citigroup will have veto rights with respect to certain mailers

Morgan Stanley will be provided with certain call rights exercisable following

the third fourth and fifTh anniversaries of the closing or upon change in control of

Citigroup which ultimately may give Morgan Stanley full control of Holdings Citigroup
will be provided certain put rights exercisable upon change in control of Morgan
Stanley or under certain circumstances following the sixth anniversary of the closing
Both Morian Stanley and Citigroup will he subject to certain restrictions on transfers of

interests in Holdings and on operating acquiring or holding entities that engage in certain

restricted businesses Each will have customary registration rights from the earlier of an

IPO and the sixth anniversar of closine

Prior to and Ibliowing the closing MSSE3 will work to integrate the information

technology ifsystems for both Channels Due to the massive scale of the joint

venture however creating an integrated IT system from the CGMI and MS legac
systems will require extensive changes to multiple systems coering range of business

uses and multiple client communications and for some time there will be both product

data and system dissonance

Hi Mana2emeflt and Structure of MSSB

Management oj7sfSSIJ a.s of Legal DaL One

As of Legal Day One the MSSE3 executive management team is expected to be

in place Most members of the MSSB executive management team will be employed full

time by and will provide all of their professional services to MSSB However in some
instances certain members of the team will have additional responsibilities at their

respective legacy employers at least tlwough the transition period James Gorman the

chairman and CEO of MSSB will continue to be an executive of Morgan Stanley

Likewise certain other members of MSSI3 managemt1t will retain

responsibilities at Morgan Stanley in administrative functions including operations IT
human resources and legal However it is not currently anticipated that any of these

people will he involved in directing etlecting or recommending transactions in securities

or voting securities on behalf of MSSB or its customers There will be other MSSB

people who may have ongoing responsibilities at Morgan Stanley and/or ho will be

Conlideniid Treancm Requccd by MS.S Morgan Snky and Citigroup
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inoIved in directing the voting and investment of securities at MSSB However in light

of the protections to be implemented See Information Barriers below MSSE3 and

Morgan Stanley ill not share information about their respective customers trading or

their proprietary trading except as necessary to indicate the existence of inventory or to

facilitate an MSSI3 trade ln addition in order to satisfy various Financial Industry

Regulatory iuthority requirements igarding review of research distributed and

marketing materials created by MSSB there may be limited number of employees of

the Citigroup and Morgan Stanley affiliated broker-dealers who will be dually-registered
with MSSE3 for certain period 1espite the overlapping responsibilities of these

indi iduals during the parties applicable Relief Periods based on the separate nature

of the two channels ii the two Channclc independent processes for making voting and
investment decisions as described further below and iii certain protections that

Morgan Stanley and Citigroup will implement as described further below voting and

inestmcnt decisions in the two Channels wilt he consistent with the proposal for

nloiutormg and reporting during the parties applicable Relief Periods

13 Integration Ef/ris to Date IT tIwzagenwni and Other

As discussed further herein the integration of the IT systems is very extensive

and difficult undertaking that will take months to complete Likewise integrating the

two Channels employees facilities and other systems will be challenging Physienl

space will be integrated after Legal Day One only as leases expire and the business

rationale favors combining Facilities Systems other than the IT systems will be

inteerated only as necessary to appropriately account for MSSBs operations Executive

management of MSSI3 will share space in Westchester County New York as of Legal

Day One However generally employees will continue to work in the offices in which

they currently work and on the systems on which they currently work The integration

process will be gradual and will take 12-24 months to complete With few exceptions
until the end of the Relief Periods for both parties the two Channels will continue to

operate independently

Voting and Investment Decisions for itfSB During the Relkf Periods

Vo.jgnd Investment Discretion within the MS Chanl

Within the MS Channel the methodology for voting and investment decisions is

as follows

customer accounts over thich the MS Channel Iws c1iscreiionari

uuJiorig MS Channel representatives make independent investment

decisions for customer accounts over which they have been granted

discretionary authority by the customer These decisions are made

independently by the representatives themselves and are not coordinated

among the representatives MS Channel representatives do not make

Conlidcniial rcaimeru Rquestcd by MSSH N4orti tanicv indCttiwup O9
AP302i42St 13



29 201

Page

FOl.\ cNI DF FlAt Rl.Aflv1lNT RFQJ.J1S lU PLJRSU.\Nl IC 17 Ci .R 200.X

votme deckions ith respect to discretionary stomer iecunt
Rather the MS Channel transfers discretionary otmg authorit to third

parts Irx advisory Iinns e.gJ.iskMeu-ics which nte the securities

hasd on their ov ii votinu reconmicudations In rare instances an MS
Channel votmt comnuttee may override the proxy athisorv lirni voting

recommendation or make the voting decision hen the proxy advisory

firm has no recommendation this same process applies to noii

dseretionary customer accounts where the ctistonicr requests that the MS
Channel as client service matter ote proxies on behalf of the

customer

Tor .tI.S 7amc/ thirdpant zzcIuigcI acc.c.iliII rwn.s ihe MS
Channel is not granted discretionary authority over third part managed

accounts either with respect to investment decisioiu or voting Rather

MS Channel customers grant voting and in estment discretion to the

th irdpartv manager 01 the account /\ccordulgT\ the thirdparty manager

makes voting and investment doisious lr the cListonlers in these

urn 32ed ceowi tS

\otinu aihi estnienf iscret ion within the SU Channel

\\Iti1ii the SE Channel the methodology br voting and Ii esinient decisions is similar

or LusloIwr accounl.c over hic/ 11w .Sfl luiniwl has thsretuniuri

aul/uni /s Ihe SR Channel has personnel who develop sector allocation

tancts which are then shared liii individual financial advisors or are

incorporated into investment advisors accounts lor discretionary

accounts the financial advisors make investment dLisions guided by the

reconmiendalions ofCitigroup research For in\estmciit advisory

programs which include asse allocation features the tinancial advisors

assist clients in choosing an asset allocation model which is comprised of

mutual lund.e xchange-traded funds iFFsor separately managed

accounts manneed third
parts manager In sonic cases the

lnanctal advisors niav choose such mutual lunds EFIs or separately

managed accounts SB hannel generally makes
voting

dccisims

tot customers according to the rccomnwru.lations of thirdparty prox
ad isorv firms e.g Risk1etrics In relatively small number olcases

where such lirms have contlkts or otiicr ise are unable to provide

rccolliniendatilils voting decisions arc made by comniittee of

emphivees of the SR Channel

Ion Vnzii/i J.3arnr thirdpant inanacel acemuhl proraiis he

Channel delegates the discretionary auIhorit that it is eranted by the

nt IenUai tcaLaot Red In M.St 5ui Slankv artd ii rip Ii
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customers to thirdparty managers ho make vutini and in estineni

eckions tr the customers in these rnanaed accounts

As is evident the two Channels have their ov.n separate processes
lrmaking

to1in and investment decsions and where their own representatives are actuall

cxercisin discretionary authority these decisions arc based on independent factors

hese processes will generally stay in place through the lmrties applicable Relief Periods

and combined with the other tiucts set forth in this Ictier minuini.e concerns rcgardin

the sharing of information and coordinated investment and voting decisions While

employees of each Cliannel at the senior levels mna interact from time to time

investment and voting decisions are not made and would not be eOornnated at this level

zz/ irrui-s

omninencing at Legal lav One MSSI3 Morgan Stanley and Ciligroup ill

maintain intbrmatiun harriers to protect their respective customers trading inJrmation

\lorgnn Stanley and _itigioup will not share intrmnation about their customers trading

ith MSB_ nor II thes share ith MSSU information about their proprictar trading

texcept as necessary to indicate the Cxistencc of inventory or to tacilitate an MSSR
trade \ISSI3 ill not share inflrination with Morgan Stank or Citigmup about its

trading except as necessary to execute trade through MS or CGMl Morgan Stanley

and itmroup ill not share infl.nnat ion abotit their pending investment hank ing or

mergers and acquisitions transactions with \1SSB except to the extent MSSU is

participating with one or both firms in distribution of securities or as necessary to

enlbree statutory trading restrictions such as tite U.S tender oiler rules Although

MSSB ill not maintain lirmal information harriers beteen the MS Channel and the SB
Channel vc note that during the parties applicable Relief Periods registered

representatives in the SB Channel ill not have computer systems access to customer

positions and tradine information in the MS Channel and reuistered reprcsentati es in

the MS Channel will not hac computer svstenis access to customer positions and trauillg

inlrmnation in the 513 Channel Luring the parties applicable Relief Periods customer

trades in the MS Channel will he cleared through and custodied at MS and customer

trades in the SB Channel will he cleared through and custodied at CJMI As result

Morgan Stanley and Cicigroup believe that it is unlikely that registered representatives

and customers in the to separate Channels will have any practical ability to coordinate

trading of securities

In addition to the information harriers described above for arietv of legal and

compliance reasons .itigroup ill implement information harriers between it and MSSI3
on Legal Du One designed to permit the positions and activities ofMSSH and Citigrou

not to be attributed to one another for the
purposes of Sections 13 and and Rule 4e5

in accordance itli the Disaggregation er even though Citigroup will

have these intormatiori barriers in place on .egal Day .ne because Citigrotip will not

iIciuiat rairTlcu It .quesm.t h% t5SI3 Mruu 5itik and Up
32S25i
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have completed its IT integration efforts it will not be in position to file beneficial

ownership and similar reports on Legal Day One that disaggregate MSSB

IV Tern porarv Proposal for Legal Day One for Monitoring and Reporting

Holdings in SEC-Registered Securities Under Sections 13 and 16 and on

Form SH and Intentions for Such Monitoring and Reporting For the Post-

Relief Periods

Jroposalf or Temporai-v Relief

During the applicable Relief Period the Morgan Stanley Parties and the

Citigroup Parties as applicable will continue their respective current position monitoring

and reporting including of beneficial onership and of securities over which they have

investment discretion policies procedures and practices Each of the Morgan Stanley

Parties and the Citigroup Parties will aggregate the securities managed and/or

beneficially owned Lw the portion of MSSI3 that was contributed such party That is

the Morgan Stanley Parties will include in their monitoring and reporting the MS
hannel and the Citigroup Parties ill include in their monitoring and reporting the SB

Channel The MS Channel is currently monitored and reported on an aggregated basis

with MS and the SB Channel is currently monitored and reported on an aggregated basis

with Citigroup There are dedicated groups for each parent charged with monitoring and

reporting its positions and these groups will continue to do such monitoring and reporting

for each parents respective Channel during such partys applicable Relief Period

During the parties applicable Relief Periods MSSB will not report separately any

securities beneficially owned by it

In the event that either the Morgan Stanley Parties or the Citigroup Parties are

required to file any reports during their applicable Relief Period on Schedule 131 or

Schedule 13G or under Section 16 the relevant Parties ill add footnote disclosure

disclosing their relationship with MSSI3 In addition during their applicable Relict

Periods once either the Morgan Stanley Parties or the Citigroup Parties determine that

reportable threshold has been exceeded by such parties and their respective Channel such

parties ill include in such footnote disclosure the portion of the holdings that is

attributable to MSSB By way of example it the Citigroup Parties were to file

Vve note that vhile this iniormation t.an be determined manually by each party with

respect to an individual security for which reporting thieshold has been exceeded and

filing is being made neither parts currently has the ability to monitor on an ongoing and

Footnote Continued on Next Page
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IduIe to report the beneficial ownership ola secuntv hick on an aggregated

basis with the SH Channel eXCeeds reportable threshold they uld include lotnote

disclosure indicaiin that Citigroup owns 4% of MSSI3 and that the portion of the

seurit henelrciaflv oned by MSSF3 is X% ol the issuers outstanding securities

\Viih respect to Forms 13F and SIls the parties sunilarly propose that each of the

Morgan Stanley Parties and the Citigroup Parties will continue their respective reporting

with
respect to securities over which they have investment discretion or in which the

have reportable short position or have engaged in reportable short sale and

accordingl will aggregate with and include in their reports the ecuritics and

transactions in their
respective Channel The parties ill include legends in such reports

consistent oh those described in Part .H aho

eiæf/tTiiidS

t.iiven their different IT S\StCtiis and respective levels ut onership in MSSH
\loieaa Stank and Citiwoup have ifkrcnt timetables resolving their

rcspectivC
IF

chaUengcs in order to be in position to aggregate with MSSI3_ and eventually

diaereate \ISSR in accordance with the lisaggi-cgation .hmidance .\lorgau Stanley

may be able to completely aggreuntc its position immitorine and
repcwt ing system with

\ISSH on Legal Dztv ne but in aii event expects to be able to do so no later than

epLeniher 30 2009 and will disaggregate MSS3 in accordance with the Disaggregation

iwdance at some point to he determined atler that date itigroup expects to be able to

comptetely agregate and disaggregate jn accordance ith the Disaiurcgation Guidance
tts position monitoring and reporting system from NISSi3 by September 30 2U

Footnote continued from Previous Page

daily basis the securities held the portion of NISSI3 contributed the other Party in

order to determine whether reporting threshold has been reached on an aggregated

basis Sec IT /iallLne. in Iaii beloc

ic parties recoenii.e that Form SI was adopted pursuant Ii temporar rule set to

expire on August 009 and expect to ibIluw similar approach ith respect to any

sjcccssor rule and or Irni

With respect to this anticipated timing Morgan Stanley is currently receiving dail test

feed from Citigroup which reports positions in securities within the SU Channel Morgan
Stanle is in the process of adapting its IT stems to read this ked and to aggreate the

Footnote Continued on Next Page

Cdcntia Treatment Riquested by MSS13 Morgan Stanley and Citigrotip 0013
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Accordingly the parties request that the StatT grant temporary relief to allow each of the

Morgan Stanley Parties the Citigroup Parties and MSSB to report positions on the basis

described above in Proposal for Temporary Relief during the applicable Relief Period

Either Morgan Stanley or Citigroup may be in position to begin reporting on basis

shich no longer requires relief earlier than the other party in this case the party that is

able to begin reporting without relief earlier will inform the Stall in writing accordingly

Similarly when either party begins disaggregating MSSB in accordance with the

Disaggrcgation Guidance which may he before or afler the other party it will inform the

Staff in writing accordingly

Intentions/br the Post-Relief Periods

Following the integration of the MSSB data into the Morgan Stanley and

Citigroup IT systems the parties will have the ability to comply with Sections 13 and 16

and Rule Oa-3T and to monitor and report their respective ownership positions

independently The parties expect this wifl occur no later than September 30 2009 Each

party would report as described in Part l.C above tinder Following the Relief Periods

As of September 30 2009 Citigroup expects to disaggregate MSSB in

accordance with the Disaggregation Guidance for purposes of monitoring and reporting

interests At future date to be determined Morgan Stanley expects to disaggregate

MSSE3 in accordance with the 1isaggregation Guidance for purposes of monitoring and

reporting interests These stnictures will ensure that MSSB is operating as separate

entity from an investment perspective and is making independent investment voting

disposition and other ownership decisions At the time these in thrmat ion barriers

policies and procedures are fully implemented the IT capability will exist such that

accurate and timely monitoring and reporting may be done for MSSBs own positions

Rationale for Requested Relief

Jootnote continued from Previous Page

position information with its own position information and that of the MS Channel

Citigroup is similarly receiving test feed from Morgan Stanley shith will enable it to

report positions in securities within the MS Channel The implementation of these feeds

is in progress and will be completed by the end of the parties applicable Relief Periods

at vhich time the positions within the two Channels of MSSB vi1l also be able to be

combined from an 11 perspective

nlidcniial rcdment Requested by MSS Morgan Stank and Cagroup 1014
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\V beliec the following aruuments support the request for relief

flusiws.v oi .Ignv RaiIwr Than Principal Traiing

Because Cit igroup nut contributing principal trading husincs to MSSU and

Morgan Staiilev is eulliribLiting Just small principal trading business the primary

business of MSSB will he retail brokerage and private wealth management and the

majority of
positions are itt customer accounts the majority of which are non

discretionary Although NISSI3 will engage in limited an1ouiu of principal Irading

expected to be for the purpose of facilitating customers such trading is expected to

represent reIatielv small portion of its overall activities As result Morgan Slarile

and Citigroup expect that on its ii MSSI3 ill rarely if ever reach reportable

thresholds of securities ownership at the early stages of the business

If the requested relief is granted each of Morgan tanIey and Citigroup ill

CLflUflLIe IL aggregate and include securities managed and/or beueiiciaHv owned its

respective Channel ith securiIie it manaees andfor beneficially owns Ac cordiuglv

en th1 ugh the propoed tnicnIre ma in pail be inconsistent with the strict

requirements if Sect ion and Scction the proposal satisfies the regulator rationale

behind tlie.e requirements he proposal will teinporaiilv fulfill the rcgulawrv objecti es

for accurate information in the marketplace to the extent applicable thresholds ma be

exceeded

/-wilwrs /zthlie Pu/jet Oljcchc.v

Absent the requested reliel it is possible that the transaction iil not be able to

close until the IT systems are developed to permit aggregation and as applicable

isaggregatiurl ot ntormation required to be disclosed lowever the importance of the

swift and successful completion of time joint venture in the current market environment

Cannot be underestimated We believe that the
monitoring and reporting challenges faced

the proposed iOIfli venture arc unique and possibl unprecedented We also beIie

that given time reasonable alternative reporting proposal contained in this letter the

balance of public interest cighs in favor of grantinu the limited and temporary requested

relief without which the closing of the transaction would have to he delayed

at kriial reurneni R4ULd 1i 515 Ii \ltri in Stuik mit iimup 0015
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hrst the current financial crisis creates special need for urgency to close the

Joint Venture transaction Ike transaction will provide certainty at time hen inveto

contusion is rife and ontidence is lo Customers of the t%o firms ould be provided

acsuruice of the future structure of their securities firm whcn many are strugliug with

tundimental questions of whom the Can tritsu with their finances and turn to for advice

Second the joint venture structure proposed by Citigroup and Morgan Stanley is

unusual Most transactions involving chanucs ot ownership oFa broker dealer are sIIflle

acquisitions not requiring the merger of two retail operations ith ongoing arrangement
with two legacy finns These ongoing arrangements with the legacy firms create special

comphcatums in complying with Sections 13 and and Rule Oa3T and others for

which we are seeking separate relici Moreover the sharing of legacy finn ownership
data that is required to pertbrm this aggregation raises significant ongoing business

concerns for the legacy firms businesses that are not contributed to MSSR particularly

for itigroup which does not hae manaicmcnf control over MSSI3 Not only do these

unique monitoring and reporting challenges not arise in ninst trailsactions as discussed

linTher in the next paragraph fhe also are mote challengin in this transaction than the

issues more commonly raised

bird the scale 01 the joint venture is unusually large touching more than 10

nuihon customer accounts and creating technological ehallencs of immense scope lor

MSSI3 Morgan Stanley and Citigroup to respond to the resulting disclosure challenges

tlie must make extensi changes to multiple svstenis covering ninge of monitoring

and business uses hven their scale temporary manual fixes to address these lrobleins

are not practcahle and would not result in accurate nfurmation being consistenth

provided in timely maimer to the public he scope ot these stems changes is perhaps

unprecedented br combination of retail operatioii

Fourth despite the significant challenges posed by the scope of these s/Stems

changes MSSI3 Morgan Stanley and itigrutip are committed to irupleittenling the

changes in timely and comprehensive manner Therekrc the requested relief is to last

only for the relatively short interim period until sudt implementation is complete so that

customers and the market max rcceie the benefit of certainty pro ided by closing the

Sec SE \Aciio Letter 1k tfaI.stt GitL1llLfli lvc/nin .11 Ste/U Ii1
Reporting dated Decenther 10 200S hick ..as granted ni pail based on the jnited

Kingdoms go ernment i.sponsc to the international financial crisis

LlItdInulu Idqu.i.i NISSI i.1nI SLIT and .nir wr .i
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transaction as soon as possible The requested relicf ill allow the parties to ckme the

transaction more qu ickk and is
appropriate and in the puhi interest iven the current

iinaneial market turmoil

In view of the unusual structure of the joint euture transaction the scale of the

joint venture the massive resulting systems changes the
urgent need to provide certainLy

it customers and the turmoil in the financial markets we believe that it should he

possible lu the Stall to provide relief in this situation without creating precedent that

ma be used others where the exigent circumstances present here do not exist

Moreover neheve that the
provision of relief in this circumstance ill benefit

ins etur and the public and ill not be comrary to the ommissions investor protection

niandaic

imc/inuflon of.I/iciI RuhlliT Rim.s

Each ot Morgan Stanley and itigroup is subject to disefusure of interest regimes

e.lohall with each having its own requirements and standards for global monitoring and

reporting Accoidiiigl. monitoring and reporting on global level will require an Fr

system that ill work efictivelv on global basis and imuplementin this svstenl will

take tinle

17 /zii/frwes

From practical standpoint it ma be dillicult lbr Morgan Stanley and itigroup

to resolve the IT integration challenges prior to or immediatelv atier closing tIme

transaction such that they and MSSB rna cifectivelv nmonitor and report in any vay on

.egal Day One other than what is proposed As noted above there ill be significant

work involved in integrating the MSSI3 data into two companies II systems and in the

meantime there will he substantial product data and system dissonance That said the

two firms arc mnakimig diligit efkwts and have project teams in place to achieve sufficient

II integration as soon as practicable to be able to comply with disclosure regulations and

maintain the confidentiality of sensitive ownership data without needing to implement

Herons manual solutions Fo date ouch at MS and Citigroup have exchanged data leeds

ol theim reporting positions that will be contributed to MSSI3 on Legal lay tine and

are workiiu ith these Feeds as described in ote aho loever the parties

expect the integration issues for the UI systems that are relevant to position reporting to

be re.olved gradual lv over fi mouths ith goal of complete integratIon rv

September 30 2009 Each of the two firms has project plan with cleark defined

milestones and goals and ltith sets out the steps that hae been taken and the steps that

remain to he taken toward complete integration

io the extent that the IT sYstems are not integrated as necessary to facilitate

compliance Legal Day One manual vorkarounds would be the only possible

Ircatnn1 tcIuLd h% MSSII 51ran SmaIlk% mt mur.up tI
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reporting solution absent relief However the unprecedented scale of MSSE3s brokerage

operations makes such manual workarounds impractical and any form of manual

workaround in vciy large organizations raises significant concerns regarding the

reliability of data and the resulting conclusions and reporting In addition preparing and

implementing these manual workarounds would require significant IT work and would

ulumatel3 distract and delay the firms respective IT groups as well as their compliance

personnel from their primary goal of IT integration and strict compliance with the rules

in the near term

The following are some of the Ii issues that must he resolved before the

successful integration of the MSSB data into the Morgan Stanley and Citigroup Ii

stems for
monittxing and disclosures purposes

Securities data identitication_issues For many securities there is no

common international security identifier This is particularly the case fot

structured products and derivatives where the linkage between the

derivative and an underlying listed security may need to he manually

established to ensure that firms aggregate position data is accurate

Morgan Stanley and Citigroup use different methods of idcntiling these

securities in their respective databases As result there will be

discrepancies if the position data is integrated prematurely To resolve

this issue translation table must be created to eliminate the

discrepancies before the Contributed Businesses position data may be

combined The
process

of creating such table and mapping the rele ant

data from Citi.groups systems to Morgan Stanleys and vice versa wilt

be time-consuming and difficult

Data Moi ifferences Morgan Stanley and Citigroup use different

data models and ultimately capture their position data differently

Morgan Stanley and Citigroup are working together to find common

data model in order to process the positions together Each IT system

collects diflerent information about customer accounts and even where

they collect the same information they may do SO differently

complicating efforts to determine hich data should be included in

reports and how it should he calculated particularly for purposes of

populating Schedules I3DIG Form 13F and Form SH

Logistics for Transferring the Data Due to the sensitivity of the data

Morgan Stanley and Citigroup must agree on secure way to transfer and

warehouse cross-firm information to ensure that confidential information

is not disclosed Although Morgan Stanley and Citigroup have different

tools available to do this they must agree upon standards to be

implemented on both sides in order to begin automated transmissions in

tnfldtm1 Treamment Requesmed MSSI Morgan Stanley and itiaroup 13018
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.secorc maimer Ihis ci bit can take time lone otihe
parties needs to

acquire and install new tools in order to support these requiremems

As noted above the parties expect these various IF integration issues to be resohed

radualh cr fe months with ioal of complete intee.ration by Scpteiiibcr 30 200

hInpran Si/uijm

and most notably the proposal ftr .egal iy One is unk Wm/wrarr
soluiwii proposed in the interest of providing market tmnsparency under difficult

circumstances It is not permanent and is merely meahi to bridge the reporting gap until

the integration Issues for the II systems that are relevant to position reporting are

resolved Viili
respect to the Morgan Stanley Parties this may be hr .cgal Da One hut

could extend until September 30 200 and ith
respect to the Citigroup Parties and

MSSR this is expected to he by September 30 2009 Each of the Morgan Stanley

Parties the
.itigroup Parties and MSSB will monitor ana report in compliance ith the

rules as written as soon as such party has the independent capability to do so or shoitlv

therealer As noted above either Morgan Stanley or itigroup may he in position to

begin reporting on basis hichi does not require relielearlier than the other and earlier

than MSSB in this ease the part that is able to begin reporting without relief earlier will

inform the Stall in riling accordingly In addition when MSSI3 begins reportin On

separate basis it will also intirm the Stall in writing accordingly

VI Conclusion

In concltisioii MSSU the Morean Stanley Parties and the Citigroup Parties

request that the Stall of the Eivision of Corporation Finance and the livision of

estnwnt Management confirm that they would not recommend to the Commission that

it take enfircement action against MSSB the Morgan Stanle Parties or the itigroup

Parties under Section 13 and Seclion 16 and Rule Oa3 ifthev temporarily report

positions on the basis described above

VII Coiilidenthil Treatment Reiuest

As of the date ol this letter the affl ha not publicly disclosed certain

information contained herein including their
exlectations regarding the closing date of

the transaction Public availahjhit of this iiifrmation could have adverse consequences
br tile parties For example an unexpected delay in the closing could be interpreted

market participants as an indication that there arc material ditlicultics with the joint

venture when none iii tact exist Accordingly notice cit this letter is also being sent to

the Office of Freedom ob Information and Privacy .ct Operations of the ormnission
and we respectluUv request that the Commission accord confidential treatment to this

request and any ritten response from the Statt thereto pui-suant to ll .l-.R 20t.$

Iuniidnii JreRL1LW.J MSSI iri Stank at ILIgwup
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until the earlier 01i the Closing Date and ii the date that is 120 days from the date of

the Stairs
response to this letter

Please contact Laurie Cereny of E3ingham McCutchcn LLP at 617 951-8527

Mischa Fravers of 1avis Polk Wardwell at 650 752-2014 or the undersigned at the

above phone number to discuss any questions or comments to this letter

Sinccreh sours

John R.jUtzschneidcr

cc Michelle Oroschakofi Morgan Stan Icy

Anne Cooie Morgan Stanley

Rose-Anne Richter Morgan Stanley

Dcnn inc Bu hard Morgan Stanley

Joyce Kramer Morgan Stanley

Michelle Wilke Morgan Stanley

Neal Sullivan E3ingham McCutchen LU
Amy KroIl Bingham MeCutchen LLP

tardy Qtl lcott U3ingharn Mcutchen LLP
Laurie Cerveny L3ingham MeCutchen LLP
Karyn Polak Citigroup Inc
All Karshan Citigroup Inc

Lanny Schwartz Davis Polk \Vardwell

Mischa Travers Davis Wardwell
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