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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C 20549

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

CorporatioirFinanceand 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

MSSB does not separately report the securities that it beneficially owns



In reaching 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 -and-MSSB-subniit--Form--l-3F-reports and FormSH -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 of1 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 This response expresses the Divisions positions on

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

presented

Sincerely

Thomas Kim 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



FOIA CONFIDENTIAL TREATMENT REQUESTED PURSUANT TO 17 C.F.R 200.8

John Utzschneider

Direct Phone 617.951.8852

Direct Fax 617.951.8736

john utzschneiderbingham.com

May 29 2009

Division oforporation Finance

Office of the Chief Cqunet and Office of Mergers and Acquisitions

Division of Invesunein Management
Office of the Chief Counsel

U.S Securities and Exchange Commission

100 Strect N.e

Washington DC 20549

Re Morgan Stanley Smith Barney Request for No-Action Pesilion

Section 13 and Section 16 and Rule lDa-3T

Ladies and Gentlemen

This letter contains certain
rc9

nests for temporary relief on behalf of Morgan

Stanley Smith Barney LW MSS and its two ultimate parents Morgan StanleytgStanley and together with its affiliates other than Holdings as defined

be1ow MSSI3 and other direct and indirect subsidiaries of Holdings the Mg
$mley Parties and citigroup Inc Citi roup and together With its affiliates other

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

cjjro.jjes Specifically the purpose of this letter is to request that the Staff

the StatV of the Division of Corporation Finance and the Division of Investment

Management of the Securities and Exchange Commission the Commission or the

confinn 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 34 the Exchg

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

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 fact that such affiliates technically will be separate

subsidiaries of Holdings

ConIidcnrn1 Treatmeit Requctedby MSSR Morgui Sthnley and Citignup OOt

A/73O228O 13
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and Rule lOa 11 thereunder it MSSB the Morgan Stanley Parties and the

Citigroup Parties temporarily report positions on the basis described below

lo
pros ide you with nccessar background Part of this letter provides

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

provides an overview of the lbrniation and structure ofMSSB Pail Ill provides

UiscusSion of the management and structure of v1SSl expected to be in place on the

losing ofihe transaction Part IV provides temporary proposal lbr monitoring and

repuiimg under Sectioas 13 and 16 and on Form SI assuming the requested relief from
the Stall is granted and sununaries the intentions f.ir su5h

monitoring and reporting
after the period for requested relief has passed Part provides rationale for the

requested reliel

Overview of Required Report inti and Requested Relief

.\. Required Repurnzg As tLetaI DLB Onc .lhsem cIitf

As discussed more fully in this letter Morgan Stank and itigrotip will initialI

indirectl own 51% and 49% respectively of MSSI3 and each ii have certain board

representation and other rights As result each of Morgan Stanley and itigroup
helie es that tindei Section 13 and Section as of .egal ay ne as defined below
and arisent relief it nuld be required to either

aggregate securities beneficially owned
ith securities beneficial ned by all ol MSSI3 OF lo implement appropriate

miorination harriers to allo it to disaggrecate from MSS for these purposes in
accordance with the SlCs disaggrcgation guidance iii its Release No 3439538 January
12 o98 induding th us of inform ition urIcrs the Jgrituon iuithnc
Absent relief on .cgal Lav One MSSI3 would be required to separately report the

securities it beneficially owns Also on Legal .ne ahsent relief either each of

Morgan Stanley Citigroup and MSSB would be required to report on Forms SF and SI

note that in mans instances here MSSR may have reptrtin reqiurement it ma\

report joint with one or more of its IIrents

UP

Each of Morgan Stanley and Citigroup currently files one Form 131 and one Form SU
report for all of its affiliated entities

Conlidential Treatment Requsicd by MSSB Morgan Stanley and Citigroup 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 only the securities over which it has

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

reportable short transaction

Requested Relief- Legal Day One Through ihe 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 earlier of the date on which Morgan Stanley or

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

with the reporting method described in Part LC below or September 30 2009 and
with respect to MSSB until the earlier ofl the dale on which each of Morgan Stanley

and Citigroup can disaggregate its position monitoring and reporting from MSSB or

September 30 2009 in each case such period is referred to as the applicable ef
Eisd for 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 ulay 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 benficially

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 reUef under which until the end of the applicable Relief Period

for purposes of Forms 3F 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

ntidcnua reatment Reqiested by MSSH Morgan Stanley and Mgreup O0
A/73028280.13
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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 exclude the securities over which the MS
Channel has investment discretion or in which ii 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 whichit has reportable short position or engages in

reportable short sale are included in
reports by the Morgan Stan Icy 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 SH reports to

indicate that such reports include securities held by the SR Channel During the

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

report for 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 Stanley Parties During such Relióf Period the

Morgan Stanley Parties will include legend on their Form 3F reports and 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 SI-I reports to indicate

that such reports include securities held by MSSB Under such circumstances MSSB
will submit notice reports to state that MSSI3s reportable securities are included on the

Morgan Stanley Parties Form 3Freports and Form SI reports as applicable

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

by MSSI3 may be reported by MSSB

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

on either Form 131 or Form SI-I any securities over which MSSU has investment

Cn11dentja1 Treatment Rcqueacd by MSSfl Morgan Stanley and Citigroup 004
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discretion and either the Morgan Stanley Parties or MSSB will report on Form 3F

and Form SE all securities oer which MSSB has investment discretion.4 It is anticipated

that MSSB will he included as an other included manager on the Morgan Stanley Parties

Form 13F hoIding reports and Form SI-i entries reports and MSSL3 will continue to

make notice tihngs ith respect to both Form 3F and Form St-I at some point during

calendar year 2010

ollowzng 11w RcIwfIeriods

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

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

Section 16 reporting

The Morgan Stanley Parties will either aggregate the securities they

beneficially on outside MSSB with all securities beneficially owned by MSSB
or imnlemeni appropriate information barriers to allow them to disaggregate

ti-om MSSI3 for these purposes in accordance with the Disaggregation Guidance

Flie Citigroup Parties will implement appropriate information harriers to allow

them to disaggregate from MSSB in accordance with the Disaggregation

Guidance and accordingly will report oni those securities they beneficially

own outside MSSE3 and

Where required MSSB will separately report the securities it beneficially ons
either in stand-alone tiling or joint tiling with the Morgan Stanley Parties

pursuant to Rule l3d-1.k or l6a-3j as applicable

With respect to Forms and SI either

The Morgan Stanley Parties the Citigroup Parties and MSSB sill separately

report the securities over which they respectively have investment discretion or

has reportable short position or engage in nporlable short sale or

The parties recogni7e that Form SI as 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 currenth expeus to disaggregate from MSSI3 hut the timing for such

disaggregation is uncertain

conideJIujI Treatmetn RcqutcIed by MSSU Morgt Slarilcy and iugrup 005
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Fhe \lorean Stankv Parties ill include in their recrt the securitic er which

the ha investment discretion or in hich the have reportable short positiot

or citeace in
reportable short sale and 111 securities over which M.SSI3 ha.s

in\estment dieretion or in which it has reportable short position or engages in

reportahk short sale and vil include legend on the front page of such report

to indicate that information regarding MSSU is included within and the

Citigrtu1 Pai1ie vill report separately only the securities over which they have

investment discretion or in hich they have reportable short position or engauc
in rporlab Ic si tori Ic

In the case ol the second of the to options aho MSSI3 will make notice

tihinus 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 reparts by the Morgan Staiile Iarlies

urin the paii ies applicable Relief Period and PostRd cf leriods the Securities held

by the SB Channel and the MS Channel will at all timc he subject to reporting

bheation at least one of the Morgan Stank lartics the Citiuroup Parties and MSSI

II Deseription of MSSB and the Transaction CreaIin MSSB

M.Si3 is Delaware limited liability compan\ formed on Febmar 2019 \li

nemcrship inIercts in MS.SU are ned by Morgan Stank Smith Barney loldiug

1.1 .C lelaaie limited liahilit company loldings

loldings and MSSR were lormed
Lirsiiint to Juin Venturc Contribution and

lorniation Agreement dated as ofianuarv 13 200 the ontribtiiionArctmcnt by
and bet\%een Citigroup and Morgan Stanley Pursuant to the Contribution Agreement and

subject to the completion ofa delinitive limited liability company agreement to be

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

Liii tin au md husuILcs to \4SB uh QilhiLted Ruinis \\ ith eu1n
\etptmon liii Itiroup ontributcd Iusmits hi SB anneJ inUudt_ itugroup
retail brokerage and Ilitures business

operating under the name Sni ith h3arncv in the

nitcd Slates and Australia and under the name Quih in the imited Kingdom Ireland

and the hanrid Islands With certain exceptions the rgan Siartle Contributed

l3u flLL Oh MS inn irid olkLtI\ itli iIi_ 513 inncl tht tiiitil

include Nloran Stank Global Wealth Management business and its private wealth

management business on .orldwide basis In the United States the Ciliioup
Contributed Businesses are conducted principally within Cirigroup Global Markets Inc

iMI
itiuroup ubsidi iR mud tht_ \1or St ink ontributid 13usuiiss tr

conducted within Morgan Stanley Co Incorporated 1S Morgan Stanley

subsidiary The primary business of MSSE3 will be retail brokerage and private .ealth

management Although MSSI3 through the MS Channel as delined in the paragraph

aho will engage in limited amount of Section eligible principal trading such

iiikriil r..ntc i% 515511 5kro 5.ik ahwJp
.5 I5
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trading is expected to he mostly for the purpose of facilitating customers and is expected

to represent relatively small portion of its overall activities The 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 CGMI and

arc 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 by CGMI and MS in the

United States will he conducted by MSSB in substantially the same fashion with certain

limited 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 day of MSSB operations

Lenal Dy One MSSBs business will be carried out by approximately 20000
financial advisors in the United States whose registrations will be transferred to MSSI3

I-or egal Day One due to the sie and complexity of the combined entity MSSB
intends to make as few changes as possible to legacy orgaithational operational and

Supervisory structures as they currently exist in CGMI and MS Most significantly 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 by
CGN-1 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

olthis clearing function the services to be provided by MS and CGMI will include

clearing and settling securities transactions providing trade confirmations and customer

statements and perlorming certain cashiering functions custody services and related

services number of functions including regulatory compliance and supervisory areas

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

programs and policies that will overlay 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 vill be integrated into one operation and that ultimately MSSII3

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 itigroup will o.n 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 fI trading business collectively

the Desk his Desk maintains proprietary inventory for client trade lI3cilitation and

lot proprietary trading purposes

LJ
ContideniaI Trcanmni Requcslcd MSSB Morgan Slanicy and itigroup 003
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Stanley and Citigroup all of whose holdings in SEC-registered securities will need to he

taken into account for monitoring and reporting purposes

loldings will he managed by board of directors consisting of thur Morgan
Stanley designees t.o Ciligroup designees and the senior-most operating executive of

loklings subject to certain requirements Board decisions will be made or delegated to

Holdings management by majority vote provided that each of Morgan Stanley and

Citigroup will have veto rights with respect to certain matlers

Morgan Stanley will be provided with certain call rights exercisable following
the third fourth and fifth anniversaries of the Iosing 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 cerlain circumstances following the sixth anniversary of the closing
Both Morgan 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 L.ach will have customary registration rights from the earlier of an

IlO and the sixth anniversar of closing

Prior to and tblloing the closing MSSB will work to integrate the inlbrmation

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

venture however creating an integrated IT system from the CGMI and MS legacy El

SyStemS will require extensive changes to multiple systems co%ering range ofhusiness

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

Hi Manaienicnt and Structure of MSSB

4ianagemem of MSS3 as of Legal Daj One

As of Legal Day One the MSSB 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 through the transition period James Gorman the

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

Like ise certain other members of MSSB managemait 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 eflecting or recommending transactions in securities

or voting securities on behalf of MSSB or its customers There will be other MSSI3
people who may have ongoing responsibilities at Morgan Stanley and/or who will be

Confidcmid Treatment Requcti by MSSB Mogaxi Stanky and Citigroup
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ifl olvei Wietne the voting and inestnient of securities at MSSI3 lowever in light

of the prnecIion to be itoplernenred See /n/arnhilion Barriers below MSSI3 and

Murtan Stanley ill not shai inlormation about their repectivc cuskmers trading or

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

ttciiiiate an MSSI3 trade In addition iii order to satisfy viriotS Financiti industr

Regulator Authoiitv requirements regarding review of research distributed and

marketim materials created by MSSE3 there may he limited number of employees ol

the Citigroup and Morgan Stanley afliliated brokerdealers who III be duallyregistered

with NISSU for certain period Despite the overlapping rcsponsiblitie olihese

individuals luring the
parties applicable Relief Periods based on .i the separate nature

of the two Channels ii the two Channels independent proccses for making voting and

in estment decisions as described Ilirther below and iii certain protections that

Moiami Stnnlev and itigroup will inipleinent as described further below voting and

iTr estment decisions in the two Channels ill be eonisten1 with the proposal for

11101 t0rifl2 ai id
rept irti ng dim ring the pail ics appl lea He Relief Periods

13 IHtriufl I/Ioris Ia Date rr l1whgeInIII and I/wr

As discussed turiher herein the integration of the ii systems is Ver cXteflSie

and diflietilt undertaking that ill take months to complete ike ise integrating the

two liamimiels employees iici itics and other svstem will be clia kmiging Phsieal

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

rationale favors Ctonibmimuz facilities Systems other than the IT systems will be

uiterated on\ as necessary to appropriately account for MSSI3s operations lxecuti

management of MSSB will share space in Vestchcstcr Count New York as of cgal

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

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

proees will he gradual and will take 1224 months to complete With li.w exceptions

until the end of the Relief Periods thr both parties the tv.o Channels will continue to

operate independent lv

ij wul Inwslicnt Lecisianc for tf.SNfl During 11w Relief Periods

Ii. flL the Lhticl

\\itliin the MS Channel the methodology for otirtg and invesimem decisions is

as follows

lor customer accounts leer alzje/ 11w i/S Cianze/ /105 1i.ccreIiJ hire

authnin MS Channel represcntati es make independent investment

dcc isions br customer accounts over which the have been granted

discret ionarv authority by the Customer lhese deCisions are made

independently by the representatives themselves and arc not coordinated

among the representatives .MS hanziel representatives do not make

kOltlrlil1LIit qo.id in fSit Mcrao S.ink ml miiioup
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voting decisions with respect to discretionary customer accounts

Rather the MS Channel transfers discretionary voting authority to third-

party proxy advisory firms e.g.RiskMetrics which vote the securities

based on their own voting recommendations In rare instances an MS
Channel voting committee may override the proxy advisory firm voting

recommendation or make the voting decision when the proxy advisory

firm has no recommendation This same process applies to non-

discretionary customer accounts where the customer nqucsts that the MS
Channel as client service matter vote proxies on behalf of the

customer

For MS Channel thirdpartr managed accouni programs The MS
Channel is not granted discretionary authority over third-party managed

accounts either with respect to investment decisions or voting Rather

MS Channel customers grant voting and investment discretion to the

third-pam manager of the account Accordingl the third-party manager

makes voting and investment decisions for the customers in these

managed accounts

Voting and investment Eiretionsithin tCei
Within the SB Channel the methodology for voting and investment decisions is similar

1or custonier accountS over which the Sf3 Izannel has thscrcmionar

out horily The SB Channel has personne.l who develop sector allocation

targets which are then shared with individual financial advisors or are

incorporated into investment advisory accounts For most discretionary

accounts the financial advisors make investment decisions guided by the

recommendations of Citigroup research For investment advisory

programs which include asset allocation flaturcs the financial advisors

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

mutual fimds exchange-traded funds Fsor separately managed

accounts managed by third party manager In some cases the

financial advisors may choose such mutual fund ETFs or separately

managed accounts The SB Channel generally makes voting decisions

for customers according to the recommendations of third-party proxy

ad isory firms e.g RiskMetrics In relatively small number of cases

where such firms have conflicts or otherwise are unable to provide

recommendations voting decisions arc made by committee of

employees of the SB Channel

.Snith Barney thirdparty managed account pogroms The SF3

Channel delegates the discretionary authority that it is granted by the

Contidenual rcatment Requcted by MSSr3 Morgan Stanley and Citigroup 0010

730282gt 13



May 29 2009

customers to third-party managers who make voting and investment

decisions for the customers in these managed accounts

As is evident the two Channels have their ow separate processes for making
voting and investment decisions and where their own representatives are actually

exercising discretionary authority these decisions are based on independent factors

These processes will generally stay in place through the parties applicable Relief leriods

and combined with the other facts set forth in this letter minimize concerns regarding

the sharing of information and coordinated investment and voting decisions While

employees of each Channel at the senior levels may interact from lime to time

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

i/UflflUhiOI Barriers

Commencing at Legal Day One MSSB Morgan Stanley and Citigroup will

maintain information barriers to protect their respective customers trading information

Monzan Stanley and Citigroup ill not share information about their customers trading

with MSSI3 nor ill they share ith MSSI3 information about their proprietary trading

except necssarv to indicate the existence of inventory or to facilitate an MSSB
trade 4SSi3 will not share information with Morgan Stanley or Citigroup about its

tradint except as necessary to execute trade through MS or ..IMI Moritan Stanley

and itigroup will not share information about their pending investment banking or

mergers and acquisitions transactions with MSSB except to the extent MSSB is

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

enforce statutory trading restrictions such as the U.S tender offer rules Although

MSSB ill not maintain formal information barriers between the MS Channel and the SB

Channel we note that during the parties applicable Relief Periods recistered

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

positions and trading information in the MS Channel and registered representatives in

the MS Channel will not hae computer systems access to customer positions and trading

information in the l3 Channel During the parties applicable Relief Periods customer

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

trades in the SB Channel will be cleared through and custodied at CGMI As result

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

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

trading of securities

In addition to th information barriers described above for variety ofiegal and

.ompliance reasons Citigroup will implement information barriers beteen it and MSSB
on Legal Day One designed to permit the positions and activities of MSSB and Citigroup

not to he attributed to one another for the purposes of Sections 13 and 16 and Rule 4e-5

in aecordancL with the
Disaggregalion Guidance Uowever even though Citigroup ill

have these intbrmation barriers in place on Legal iay One because Citigroup will not

Page
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have completed its IT integration efThrts it will not be in position to file beneficial

ov nership and similar reports on Legal Day One that disaggregate MSSB

IV Temporary Proposal for Letal Day One for Monitoring and Reporin

HO1diflS in SEC-Re2istered Securities Under Sections 13 and 16 and on

Form Sil and Intentions for Such Monitoring and Reportin For the Post-

Relief Periods

Proposal for Temporari 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 ownership 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 by the portion of MSSB that was contributed by such party That is

the Morgan Stanley Parties ill include in their monitoring and reporting the MS
Channel and the Citiroup Panics 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 rn do such monitoang 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 Relief

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

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

partes will include in such footnote disclosure the portion of the holdings that is

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

We note that vhile this intbrmation can be determined manually by each party with

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

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

Footnote Continued on Next Page

tnideiitial iratmuit Rcqucicd by MSS Morgan Stankv and Citigroup 0012
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Schedule 3G to report the beneficial ownership of security which on an aggregated

basis with the SB Channel exceeds reportable threshold they would include Ibotnote

disclosure indicating that Citigroup owns 49% of MSSI3 and that the portion of the

security beneficially owned by MSSB is of the issuers outstanding securities

With respect to Forms 13F and SHS the parties similarly 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 they

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

accordingi will aggregate with and include in their reports the Securities and

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

consistent with those described in Part LB above

Relief Periods

Gien their different lTsstems and respective leeIsofonership in MSSB
Morgan Stanley and Citigroup have different timetables for resolving their respectie IT

challenges in order to be in position to aggregate with MSSB and eventually

disaggregate MSSB in accordance with the risaggrcgation Guidance Morgan Stanley

may be able to completely aggregate its position monitoring and reporting system with

\lSSB on Legal Day One but in any event expects to be able to do so no later than

September 30 2009 and will disaggregate MSSB in accordance with the Disaggregation

Guidance at some point to be determined aUer that date Citigroup expects to he able to

completely aggregate and disaggregate in accordance with the Disaggregation Guidance
its position monitoring and reporting system from MSSB September 30 20w

Footnote continued from Previous Page

daily basis the securities held by the portion of MSSB contributed by the other party in

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

basis Sec lTChal/enge.s in Part below

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

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

successor rule and/or form

With respect to this anticipated timing Morgan Stank is currently receiving daily test

feed from Citigroup which reports positions in securities within the SB Channel Morgan
Stanley is in the process of adapting its IT systems to read this feed and to aggregate the

Footnote Continued on Next Page
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Accordingly the partiec request
that the Staff grant temporary relief to aIlo each of the

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

described above in Proposal/or ieniorarv RtIieIduring the applicable Relief Period

Fither Morgan Stanley or .Itigroup may be in
position to begin reporting on basis

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

able to begin reporting without relief earlier ill inibmi the Staff in writing accordingly

Sim iiarl hen either party begins disaggregating MSSI3 in aCCordance with the

Disaggregation Guidance which max be before or afler the other party it will infbrrn the

Staff in writing accordingly

Jztn1iun.c/or the tsiIelie/ferii.cls

Following the integration of the SSB data into the Morgan SLanley and

flroup il systems the parties wiU have the ability to comply with Sections 13 and

and Rule Oa3T and to monitor and report their respective nership positions

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

party would report as described in Part I.C above tinder Following 11w Relief7riods

As of September 30 2009 Citigroup expects to disaggregate MSSR in

accoruance with the Disaggregation Guidance for purposes of monitoring and reporting

interests .\t liture date to be determined Morman Stanley expects to disaggregate

\l SSR in accordance ith the Disaggregation JuRlance br purposes of monitoring and

reporting interests Thcse structures will ensure that MSSB is operating as separate

entity Iromn an investment perspective and is making independent investment voting

disp.sition and other onership decisions At the time these iiikwmution barriers

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

accurate and timely monitoring and reporting may he done lr MSSE3s OWI1 poSitiolls

Rationale for Ret nested Relief

Footnote continued from Pre bus Page

rOsitiofl infrma1ion ith its own positioll inlrmation and that of the MS Channel

itigroup is similarly receiving test feed from Morgan Staiilev which will enable it to

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

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

at vhich time the positions within the Iwo Channels of MSSI3 will also be able to be

ccrnhitied from an IT perspcctie

itIrat nLn1 by NISSI Murin SL anJ .d lr.p
25SI
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\Vc believe the following arguments support the request for relief

Bus ines Focs ed on Agency Rather Than Principal Trading

Because Citigroup is not contributing principal trading business to MSSB and

Morgan Stanks is contributing just small principal trading business the primary

business of MS.SB will he retail brokerage and private wealth management and the

majority of positions are in customer accounts the majority of which are non-

discretionary Although MSSB will engage in limited amount of principal trading

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

represent relathely small portion of its overall activities As result Morgan Stanley

and Citigroup expect that on its own MSSB will rarely if ever reach reportable

thresholds of securities ownership at the early stages of the business

lithe requested relief is granted each of Morgan Stanley and Citigroup will

continue to aggregate and include securities managed and/or beneficially oncd its

respective hannel ith securities it manages and/or beneficially owns Accordingly

en though the proposed structuie ma in part he inconsistent with the strict

requirements of Scuion 13 and Section 16 the proposal satisfies the regulatory rationale

behind these requirements The proposal ssill temporarily tWtill the regulatory objectises

for accurate information in the marketplace to the extent applicable thresholds may he

exceeded

Furthers Public Policy Objec/ives

Absent the requested relief it is possible that the transaction will not be able to

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

disaggregation of information required to be disclosed However the importance of the

ssift and successful completion of the joint venture in the current market environment

cannot be underestimated We believe that the monitoring and reporting challenges fIced

by the proposed joint venture arc unique and possibly unprecedented We also believe

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

balance of public interest weighs in favor of granting the limited and temporary requested

reliel without which the closing of the transaction would have to be delayed

Contidentizt Traimeni Requcstcd MSSIJ Morgan Suuiie and Citigroup QOi
A/73J2S28fl13
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Frst the CWTCflE financial crisis creates special need for urgency to close the

john venture transaction.10 The transaction will provide certainty at time when investor

conftision is rife and confidence is low Customers of the two firms would be provided

ussursnce ci the future structure of their securities firm when many are struggling ith

fundamental questions of whom they can trust with their finances and turn to for advice

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

unusual Most transactions involving changes of ownership of broker dealer are simple

acquisitions not requiring the merger of two retail operations with ongoing arrangements

with two legacy firms These ongoing arrangements with the legacy firms create special

complications in complying with Sections 13 and 16 and Rule Oa-3T and others for

which we are seeking separate relict Moreover the sharing of legacy firm ownership

data that Is required to perform this aggregation raises significant ongoing business

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

for Citigroup which does not have management control over MSSB Not only do these

unique monitoring and reporting challenges not arise in most transactions as discussed

further in the next paragraph they also are more challenging in this transaction than the

ISSUeS more commonly raised

Third the scale of the joint venture is unusually large touching more than 10

million customer accounts and creating technological challenges of immense scope For

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

they must make extensive changes to multiple systems covering range of monitoring

and business uses Given their scale temporary manual fixes to address these problems

are not racticablc and would not result in accurate information being consistently

provided in timely manner to the public Ike scope of these systems changes is perhaps

unprecedented for combination of retail operations

Fourth despite the significant challenges posed by the scope of these systems

changes MSSB Morgan Stanley and Citigroup are committed to implementing the

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

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

customers and the market may receive the benefit of certainty provided by closing the

Sec SEC NoAction Loiter Her Ma/e.st Gomernnent Eixlzange lc1 Section 13d
Reporting dated December 10 20N which as granted in part based on the United

Kingdoms governments mtsponsc to the international financial crisis

.onhniLal rcalmeni ltcquc.tcd MSSI3 Morgan Surnk and cfligroup 0016

A73o22SU 13
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transaction as soon as possible The requested relief wil alIo the parties to close the

transact ion more quickly and is appropriate and in the public interest given the current

Financial market turmoil

In view of the unusual structure oftlie joint enture transaction the scale of the

Joint venture the massive resulting svsienis changes the urgent need to provide certain.v

to customers and the turmoil in the Financial markets ve believe that it should hc

possible ibr the Stall to provide relict in ihis situation without creating precedent that

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

Moreo er belies that the proviioi of relief in this Circumstance ill benefit

inve.turs and the piblk and ill not he contrary to the C.onimission investor protection

niui.idaie

ourdmaiwi o/ tihthcj/ RruIa1ori

hitch of Mori.an Stanley and citigroup is subject in disclosure of interest regimes

ulohall wIth each having its own requirements and standards for global monitoring and

rcporune..Acordinth. moiiitormg and reporlino on global level will require an IT

system that ill oik cI1ctivelv on global basis and impkmentinii this system will

tae time

Ii ha//cnges

Irtn practical standpoint it mar be di tlicult iir Morgan Stanley and itigroup

to resolve the IF integration challenges prior to or immediately after closing the

transaction such that they and MSSR may eliectivety monitor and report in an on

Legal One other than what is proposed As noted aboe there will be signiFicant

work involved in integrating the MSSE3 data into two companies IF systems and in the

meantime there will be substantial product data and stem dissonance i1at said the

two firms are making diligent efForts and have project teams in place to achieve sutlicient

II integration as soon as practicable to he able to comply with clisekisure regulations and

maintain the confidentiality of sensitive ownership data without needing 10 implement

onerous niatwal solutions lo date each of MS and .itigroup have exchanged data feeds

iiilicim reporting positions that will be contributed to MSSB on Legal Day One and the

parties are wtrkini ith these keds as described in Note above loever lie parties

expect the integration issues for the II systems that are relevant to Position reporting to

he resolved gradua over tw mont hs with goal of complete integratiot

September 30 2009 Each oithe tvo firms has project plan itli clearly defined II

milestones and goals and hichi sets out the steps that lmae been taken and the steps that

remain to he taken toward complete integration

lu tIme extent that the IF systems are not integrated as necessary to facilitate

compliance Legal Day .ne manual v. orkaroumids would be the only possible

tinLiaI Friaini..ii ctuid MSSII Miran 5iink .mc Iurup 11
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rLportma solution absent relict lowever the unprecedented scale of MSSI3s broLerac

operifions makes such manual orkarounds impractical and any hrmn of manual

workarotmnd in two very large organizations raises significant concerns regarding the

rchablity of data and the resulting conclusions and reporting In addition prcparin and

implementing these manual workarouiids would require significant IT work and wotiki

ultimately distract and delay the firms respective If groups as well as their compliance

nersonnel from their prmmar goal of IT integration and strict compliance with the rules

in the near term

Ihe foilr% iii ate Some time II iSSUCS thai must be resolved betore the

suecessitil integration
of the MSSI4 data into the Morgan Stanley and Cmtigroup

s\ stenis l.or monitorin and diselosure purposes

Securities data ildutmlicatin_issues For nianv securities there is no

common international security identifier is particularly the ease

structured products and denvat ives where the linkage bet ecu the

derivative and an underh inz listed security may need to he manually

esttblished to ensure that firms aggregate position data is accurate

\lonzan Stank and Citiroup ue ditlerent methods oI identilying these

securities in their respective databases As result there will he

discrepancies if the position data is integrated preniatnreI To resolve

this issue translation table must be created to eliminate the

discrepancies before the Contributed I3usinesscs position data may be

combined process of creating such table and mapping the relevant

data from Citi2roup systems to Mori.an Stanleys and vice versa ill

be tuneconsuming and difficult

Data Model DifThrenccs Morgan Stanley and Citigroup use difThrcm

data models and uitimatcI capture their position data differently

Morgan Stanl and Citigrotip are working together to find common

data model in order to rocess the positions together lacIi II sstem

collects different inlbrmation about customer accounts and even here

the collect the same uiforniation they may do so dillerentlv

corn p1 icat lug eI1rts to determine wi tick dtta sI iou Id he inc udeil in

reports and how it should be calculated particularly for purposes of

populating Schedules 3D Form .3F and SI

.oeistics for Fransicrriiic the Data lue to the sensitivity of the data

Morgan Stanley and Citigroup must agree ott secure wa to transfer and

wamehouse cross-firni infonnation to ensure that confidential infnuation

is not dkclosed Although Morgan Stanley and Cititroup have dittercnt

took ailablc to do this the must airce upon standards to he

inmleniented ion both sides in order to hecin automated transtiliscions in

viol oioI ooioIeIL Rji.csicd iv 51551 pn Stancs md o1
riot
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secure manner Lhis etlort can take time lone of the partieN needs to

acqtire and install new tools in order to support these requirements

As noted above the parties expect these various Ii integration issues to he resolved

raduallv er months ith goal nt complete integration by September 30 200J

lcn/Jrzn .S/uii

Finalh and iot noabI the proposal k.r etzal flu One is onk wmp.PrurI

.solnthu proposed in the interest of providing market tmnsparency under difficult

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

the integration issues fbi the FL svstent that are relevant to position reporting are

resolved With respect to the Morgan Stanley Parties this may he _egal Day inc but

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

\ISSB this expected to he September 30 2009 Each of the Morgan Stanley

Parties the utiemup Parties and MSSB ill monitor and report in compliance ith the

rules as written soon as such part has the independent capability to do so or shortly

thereafter As noted anove either Morgan Siank or itigroup may be in position

begu reporting on basis hid does not require relief earlier than the other and earlier

than MSSH in this case the puny that is able to begin reporting without reliCi earlier will

iutom the Stati in rititm accordingly hi addition hen MSSI3 begins reporting on

separate basis it ill also in irm the Stall iii writing accordingly

VI Conchisinu

In conclusion MSSl the Morcan Stanley Parties and the Citigroup Parties

request that the Stall of the Di ision ol orporation Finance and the I.ivision of

estinent Managent cot con lrm that tlte would not recommend to the Commission that

it take enforcement action against MSSI3 the Morgan Stanley Parties or the _itigroup

Parties under Section 13 and Section 16 and Rule Oa3 if they temporarily report

positions on the basis described abo

VII Confidential Treatment Request

As of the date of this letter the parties have not publicly disclosed certain

iiifbrmation contained herein including their expectations regarding the closing date of

the transaction Public a.ailabilitv of this information could have adverse consequences

br the parties For example an unexpected delay in the closing could be interpreted

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

venture hen muic in fact exist Accordingly notice of this letter is also being sent to

the llice of Freedom of Information and trivac Act Operations ofthe .ommission

and we respectfully request that the Commission accord confidential treatmeffi to this

request and any rinen
response from the StaLl thereto

pursuant ciit 200.81

Corfdcna Trc Tv MSSt ran S.ntic iiJ ItInmp
.o tics2g
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until the earlier ofi the Closing Date and iithe date that is 120 days from the date of

the Stalls response to this letter

Please contact Laurie Cereny of Ringhani McCutchcn LLE at 617 951-8527

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

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

Sincerely sours

John R.futzschneidcr

cc Michelle Oroschakoff Morgan Stanley

Anne Cooney Morgan Stanley

Rose-Anne Richter Morgan Stanley

Dennine l3ulIard Morgan Stanley

Joyce Kramer Morgan Stanley

Michelle Wilke Morgan Stanley

Neal Suit ivan l3inghain McCutchcn LLP
Amy Kroll Bingham McCutchen LLP
lardy al1c.ott Bingham MeCutehen LLP

Laurie Cerveny l3ingham McCutchcn LLP
Karyn Polak Citigroup Inc
Mi Karshan Citigroup Inc

Lann Schwarti Davis Polk Wardwelt

Mischa Travers Davis Polk WardweH

Crihdui0at th.Wd MS13 Mornn Stanky and Ctligoup 0020

An30282g0.t3


