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Response of the Division of Corporation Finance

and the Division of Investment Management

John Utzschneider Esq

Bingham McCutchen LLP
One Federal Street

Boston MA 02110-1726

Re Morgan Stanley Smith Barney LLC
iMorgan Stanley

Citigroup Inc

Dear Mr Utzschrieider IIIIIIII III IIII 11111 Itll II II

09011644

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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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

131 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

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
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John Utzschneider

Direct Phone 617.951.8852

Direct Fax l7.95l.8736

john.utzschneiderbingham.com

May 29 2009

Division of Corporation Firnmcc

Office of the Chief Counsel and Office of Mergers and Acquisitions

Division of Investment 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

This Ictter contains certain
re9uests

for temporary relief on behalf of Morgan

Stanley Smith Barney LLC MSSB and its two ultimate parents Morgan Stanley

rgp Stanley and together with its affiliates other than Holdings as defined

below1 MSSI3 and other direct and indirect subsidiaries of Holdings the organ
Stanley Parties and Citigroup Inc 4Citigroup aud together with its affiliates other

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

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

the Stair of the Division of Corporation Finance and the Division of Investment

Management of the Securities and Exchange commission the cQrnjssio or the5Q 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 of the Securities Exchange Act of i34 the Excg

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

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

affiliates notwithstanding the Pact that such affiliates.teehnically will be separate

subsidiaries of Holdings

MA

ÔJ95f
Contidernial Ircatmern Requested by MSSI3 Morgan tan1ey andQtigroup COt

Af73282$O 13



Ma\ 29 2009

Pafle

FOIA CONHDFN1IAL TREATMENT REQUESTED PURSUANT IC 17 C.F.R 200.81

Act and Rule Oa-3T thereunder if MSSR thc Morgan Stanley Parties and the

Citigroup Parties temporarily report positions on the basis described belo

To provide you with
necessary background Part of this letter provides

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

provides an overview of the formation and structure of MSSB Part UI provides

discussion of the managemein and structure of MSSI3 expected to be in place on the

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

repurung under Sections 13 and 16 and on Form Sfl assuming the requested relief from

the Staff is granted and summarizes the intentions for such monitoring and reporting

after the period for requested relief has passed Part provides rationale for the

requested relief

Ovcrvk of Required Repor1in and Requested Relief

Required Reporting As of Legal Day One Absent Relif

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

indirectly own 51% and 49% respectively of MSSB and etch will have certain board

representation and other rights As result each of Morgan Stanley and Citigroup

belie.es that under Section 13 and Section 16 as of Legal Da One as defined below
and absent relict it would he required to either aggregate securities beneficially owned by

with Securities beneficially owned by all ofMSSI3 or to implement appropriate

information barriers to allow it to disaggregate from MSSI3 for these purposes in
accordance with the SECs disaggregation guidance in its Release No 34-39538 January
12 1998 including the use of information barriers the Disagçjoijidancc
Absent relief on Legal Day One MSSB would be required to separately report the

securities it beneficially owns.2 Also on Legal Day One absent relief either each of

Morgan Stanley Citigrou and MSSB would be required to report on Forms 13F and S11

We note that in many instances where MSSI3 may hate reporting requirement ii ma
report jointly with one or more of its parents

Each of Morgan Stanley and Citigroup currently files one Form 13F and one Form SI

report for all of its affiliated entities

Ccnfidentia1 Tramient Rcquatcd MSSII Mor Stank and Citinup 00
i7Jl2l0 13
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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 iiMorgati Stanley would he required to aggregate and report securities over which it

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

reportable short transaction with all securities over which MSSI3 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 of1 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 .C below or September 30 2009 and
with respect to MSSI3 until the earlier ofl the date on which each of Morgan Stanley

and Citigroup can disaggregate its position monitoring and
reporting from MSSJ3 or

September 30 2009 in each case such period is referred Co as the applicable cief
jjodfor 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 MSSI3 with the securities thavthey 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

MSSI will not separately report securities beneficially owned by it

The parties also request relief under which until the end of the applicable Relief Period

for purposes of Forms 3t and SU

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

investment dicretin 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

ConfidcnIiatTratmentRequcstd by.SS1Morgai Stanicy andCitigroup 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

a.reportable short sale and may exclude 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

MSSB will make notice filings 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 and

the Citigroup Parties

During the Citigroup Parties Relief Period the securities held by the SB
Channel will he reported by the CitigroupParties During such Relief Period the

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

indicate that such reports include securities held by the Sf3 Channel 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 Stanley Parties During such Relief Period the

Morgan Stanley Parties will include legend on their Form l3F
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 SH reports to indicate

that such reports 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 3F reports and Form SF1 reports as applicable

Alternatively during the Morgan Stanley Parties PostRelief 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 13 or Form SH aiiy securities over which MSSB has investment

Contidential Trealment Requested by MSSR Morgi Stanley aMCitigrup 004
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discretion and either the Morgan Stanley Parties or MSSR will report on Form 13F

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

that MSSB 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 3F 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 implement appropriate information barriers to allow them to disaggregate

from MSSB for these purposes in accordance with the Disaggregation Guidanc
flie Citigroup Parties will implement appropriate information barriers to allow

them to disaggregate from MSSB in accordance with the Disaggregation

juidance and accordingly will report only those securities they beneficially

own outside MSSB and

Where required MSSL3 will separately report the securities it beneficially owns
either in stand-alone tiling or ajoint filing with the Morgan Stanley Parties

pursuant to Rule 3d-I 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 rcspectively have investment discretion or

has reportable short position or engage in reportable short sale or

The parties recognize that Form SF 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/er form

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

disaggregation is uncertain

Conlktential trcnment Rquesd by MSSB Morgm Stanley and Citigroup 005
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lhe Morgan Stanley Parties will include in their reports the securities over which

the have investment discretion or in which they have reportable short positkwi

or engage in reportable short sale and all securities over which MSSB 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 of such report

to indicate that information regarding MSSE3 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 reportable short sale

In the case ofthe second of the two options above MSSI3 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 short safe 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 he sulcct to reporting

obligation by at least one olthe Morgan Stanley Parties the Citigroup Parties and MSSB

Description of MSSB and the Transaction Creating MSSB

MSSI3 is Delaware limited liability compaii formed on February 2009 All

mcmberhip interests in MSSB are owned by Morgan Stanley Smith Barney Holdings

1.1 Delaware limited liabilit company llolding5

holdings and MSSI3 were forme4
pursuant to Joint Venture Contribution and

Jormation Agreement dated as of January 13 2009 the Contribution_Agreijic.nt 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 includc 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 channels
include Morgan Stank Global \Vealth Management business and its pri ate wealth

management business on worldwide basis In the United States the Citigroup

contributed Businesses are conducted principally within Citigroup Global Markets Inc

CGMI Citigroup subsidiary and the Morgan Stanley Contributed Businesses are

conducted ithin Morgan Stanley Co Incorporated Ms Morgan Stanley

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

management Although MSSE3 through the MS Channel as defined in the paragraph

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

onHdental rrearnienr Rth SSU Morgan Stankv and Ugroup
A17302528t



May 29 2009

Pane

lOIA cONFllMNi IA FREAThIENT REQULSThD EuRSuANFTo 17 C.F.R 200.81

trading is expected to he mostly for the
purpose

of facilitating customers and is expected

to repmscnt relatively small portion of its overall acti ities The institutional businesses

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

institutional and pmprictarv trading and underwriting will remain in MS and COMI 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 States will be conducted by MSSB in substantially the same fashion with certain

limited modifications The closing of the transaction is expected to occur as of May
2009 the closing Date and June 2009 is the target first day of MSSB operations

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

For Legal Day 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

supervisory structures as they currently exist in CGMI and MS Most signiticantly for

certain period of time the U.S customers of the SB Channel ill continue to have their

transactions cleared through and have their customer accounts custodied and carried by
CGMI and U.S customers of the MS Channel will continue to have their transactions

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

of this clearing function the services to he provided by MS and CGMI will melude

clearing and settling securities transactions providing trade confirmations and customer

statements and pcrlhrming certain cashiering functions custody services and related

services number of functions including regulator compliance and supervisory areas

will he coordinated and 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 will be integrated into one operation and that ultimately MSSB

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

At the close oCthc transaction through various subsidiaries Morgan Stanley will

own 51% of Holdings and Citigroup will own 49% of 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 11 trading business collectively

the Desk This lesk maintains proprietary inventory fr client trade facilitation and

for proprietary trading purposes

Coniidcntiai TtLthciI Rcquucd by MSSI3 Morgan Siantey and itigrimp 007
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Stanley and
Itigroup all of whose Iiolding in .SICrecistereJ securities ill need to be

taken into account for moultorilig and reporting ltlrposes

loldins ill be managed by board Idirectors consisting of four Morgan
Stank dc.signees itigroup desiunees and the seniormost operating executive of

Ioldintt subject to certain requirements I5oard decisions will be made or deIeated to

loldings management majority vote provided that each of Morgan Stmlev and

itigroup ill have veto rights with respect to certain matters

Morgan Sanle will be provided with certain call righis exercisable following

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

Citigroup which uitinattelv may give Morgan Stanley full control of Holdings Citigroup

will be provided certain put rights exercisable upon change in control ot Morgan
Stanley or under certain circumstances fol1owin the sixth anniversary oldie closing
t3oth Morgan Stank and Citigroup ill be subject to certain restrictions on transfers of

nterets in lii thlines and on operating acquiring or holding entities that engage in certain

restricted hthinesses Fach ill have cusiomar reistratiin rights from the earlier of an

iPL and the sixti anni ersar otciosine

Prior to and folowing the closine. MSSB will work to integrate the information

technology 11 systems for both hannels Due to the massive scale of the joint

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

svstcm.s ill require extensive changes to multiple systems covering range olbusiness

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

data and sysleni dissonance

ri iana2emcnt and Structure of MSSB

.i.fc.fl7lflWfl /..S.S/ ac LcriI Iav .hh

As of .egal Day One the MSSI3 executive management team is expected to be

in place Most members of the MSSB executive management team will be enp1oed Full

time by and ill provide all of their professional ser ices to MSSR fuwever in some
instances certain members of the team ill have additional responsibilities at their

respective legacy emplo ers at least through the transition Period James Gorman the

Chairman and CEo of SS ft will continue to be an executive of Morgan Stan Icy

I.ike ise certain other members of MSSB manam.cmcnt will retain

rcsponsihihties at Morgan Stanley in administrative functions including operations IF
human resources and legal lowe er it is not eumTentlv anticipated that any of these

people ill be ins otved in directing effecting or recommending transactions in securities

or oting securities on behalfof MSSI3 or its customers Ihere will he other MSSR
people who may hac ongoing responsibilities at Morgan Stanley and/or who will be

nlihiaui1 TeltmcIm RL.Ii_I.d tw MSSb 1rui SLiik md .Itituop
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in olved in directing the voting and inestment of securities at MSSB lowever in light

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

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

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

facilitate an MSSB trude In addition in order to satisfy arious Financial Industry

Regulatory Authority requirements regarding 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 MSSB for certain period Despite the overlapping responsibilities of these

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

of the two Channels ii the two Channels independent processes for making .oting and

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

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

investment decisions in the two Channels will be consistent with the proposal for

monitoring and
reporting during the parties applicable Relief Periods

Integration Efforts to Date I7 vIaiiageiiwni and Other

As discussed further herein the integration of the IT systems is very extensi.e

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

two Channels employees facilities and other systems will be challenging Physical

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

intearated only as necessary to appropriately account for MSSI3s operations Executive

management of MSSB ..ill share space in Westchester County New York as of Legal

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

they currently .ork 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 Iecrcions for MSSB During i/ic Relkf Periods

193JJ1flvestnnt Discretion withjje MS Channel

Within the MS Channel the methodology for .oting and investment decisions is

as follows

lor customer accounts over st/itch the MIS Channel hcLs discretionan

authority MS Channel representatives make independent investment

decisions for customer accounts over which they have been granted

discretionary authority the customer These decisions are made

independently by the representatives themselves and are not coordinated

among the representatives MS Channel representatives do not make

Confidcntial rczitmcnt Rquoicd MSSI3 Morgan Stankv and Curoup -1109
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voting kcisions ith respect to discretionary customer accounts

Rather the MS Channel transfers discretionary votinc auI.horii to third

part proxy advisory tirms e.g..RiskMetrics which ote the securities

based on their votiii recommendations In rare instances an MS
Channel votint committee may override the prrv ad isorv lirni voting

recoimnendatiori or make the voting decision hen the proxy advisory

flnn has no recommendation ibis same process applies to non

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

customer

lor M.S hane/ 1/th-1jarli- nlanclgcI czcccmIl progrwn Ihe MS
Channel is not irantcd discretionary authority over thirdpart managed

accounts either with respect to investment decisions or vOtin2. Rather

MS Channel customers grant voting and in cstmcnt discretion to the

thirdpai-tv manager of the account .Accordinttlv the thirdparty manager

inahes OilI12 and investment decisions for the cuStomers in these

maaci1 accolin Is

Votinn and lnestment Diret ion ithin the SR Channel

\\ithin the SR Channel the methodology for voting and estlueni decisions is similar

yr eUslowr UCCOUUIS fWF wine/i 11w .Sll liawu has th.ccreunitiri

cuil/iorm The SR chaniiel has personnel ho develop sector allocation

tarLcts hic.h are then shared jib individual linaLncial advisors or are

incorporated into investment advisory accounts For most discretionary

accounts the financial advisors make investment decisions guided by the

recommendations olCitigroup research For in estnicnt advisory

programs which include asset allocation talures the tinancial advisors

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

mutual fluids exchangetraded funds 1TF or separately managed
accounts managed by third party manager hi some cases the

linanciil advisors ina choose such mutual funds ElTs or separately

nianaed accounts The SR Channel enerall makes voting decisions

for customers according to the recommeudatons of thudparty proxy

ad isorv firms e.g RiskMetrics In relatively small number oicasc

where such firms have conflicts or other ise are unable to PrO1de

recomniendations voting decisions arc made by committee of

employees SR Channel

bor Xmith Burner i/zirdpanr nlanug/ oowI /-grunv The SR

Channel deIctates the discretionary authorit that it is ranted by the

nt k1ad1 rtn-nt L.-cj MNS Mrui Slar.k auI ILO iup
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customers to thirdparty managers .ho make voting and iiwestnleni

decisions the customers in these managed accounts

As is evident the two Channels have their on separate processes fr making
vol 02 and investment decisions and where their representatives are actually

exercisiiw discretionary authority these decisions arc based on independent factors

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

and combined with the other flicts set forth in this letter in inim ize concerns regarding

the sharing of inIrmation and coordinated investment and voting decisions While

emplos ces of each Channel at the senior levels ina interact trom time to time

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

1n1ruatja llarrhr.s

_onimencing at Leiizi Day One MSSI3 Morgan Statilev and Citigroup will

maintain inhirmation barriers to protect their respective customers trading inflrmation

\lorznn Stan 1ev and _itigroup ill not share niormation about their customers trading

ith M.SR_ nor Il the share ith MSSR information about their proprietary trading

except as iie..essar to indicate the existence of inventor or to ticilitalc an MSSU
tradet \ISSI3 ill not share inthrmat ion \% itli Ivtorean Stank or iti2rnup about its

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

and itigroup will net share inlrination about their pending investment banking or

mergers and acquisitions transactions with \1SSR exceilt In the extent MSS13 is

pallicipating with one or both firms in distribution iti securities or as necessary to

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

MS ill not maintain lornial information harriers betw ceo the 4S Channel and the SB
Channel we note that during the parties applicable Relief Periods registered

representati es iii the 513 Channel vi ill not have Computer systems access to customer

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

the MS Channel will not hate computer stems accs to customer positions and trading

iiiforination in the SB Channel the parties applicable Relief Periods customer

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

trades in the SR Channel will he 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 an practical ability to coordinate

trading of securities

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

compliance reasons itigroup will implement information barriers between it and MSSI3
on Legal Day One designed to permit the

positions and acti ities ot MSSI3 and itigroup

not to be attributed to one another for the ptupses of Sectii.ns 13 and 16 and Rule 4e
in accordance vi ith the Disaggregatioii iuidance Iovie.cr ecn though itigroup will

have these information barriers in place on .egal la One because Citigruup ill not

th4iuiaI 11 atTTln it eL.rt ..Ic5I3 Mran 5Itk
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have completed its IT integration efforts it will not be in position to file beneficial

oncrship and similar reports on Legal Day One that disaggregate MSSB

IV Temporary Proposal for Legal Day One for Monitoring and Reporting

Holdins in SEc-Registered Securities Under Sections 13 and 16 and on

Form Si-I and Intentions for Such Monitoring and Reporting For the Post-

Relief Periods

Proposal for reniporai-v Relief

During the applicable Relief Period the Morgan Stanley Parties and the

Citigroup Parties as applicable ill continue their respective current position monitoring

and reporting including ofbeneficial 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 by the portion of MSSB that was eoutrihtfled by such party That is

the Morgan Stanley Parties will include in their monitoring and reporting the MS
Channel 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 beneficiall 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 130 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 Parties or the Cit igroup 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 if the Citigroup Parties were to file

note that -hile this information can be determined manually by each ia 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 Iagc
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.m28250 13



May 29 2009

Page 13

lOlA CONFIDEN1 IAL TREATMENT REQUES1 ED PURSLJAN 10 17 F.R 200 SI

Schedule 13G to report the beneficial ownership of security which on an aggregated

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

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

security beneficially owned by MSSB is of the issuers outstanding securities

With respect to Forms 13F and SI-I8 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

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

according 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 l.B above

Relief Periods

Given their different IT systems and rpective levels of ownership in MSSB
Morgan Stanley and Citigroup have different timetables for resolving their respective IT

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

disaggregate MSSB in accordance with the Disaggregation Guidance Morgan Stanley

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

MSSB on Legal Da One but in any event expects to he able to do so no later than

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

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

completek aggregate and disaggregate in accordance with the Disaggregation Guidance

its position monitoring and reporting system from MSSB by September 30

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 See I7hul1enges in Part belo

The parties recogniie that Form SH was adopted pursuant to temporary rule set to

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

successor rule and/or tbrm

With respect to this anticipated timing Morgan Stanley is cunently 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

CiiidcntiaJ Treatment Rcqueszed MS.SIt Morgan Stanley and Citigroup 013
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Accordingly the pai-tics request that the Staff grant temporaly 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 Relict Period

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

which no longer requires retielearlier than the other party in this case the party that is

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

Similarly when either party begins disaggregating MSSB in accordance with the

Disaggregation Guidance which may he before or after the other party it will inform the

Staff in writing accordingly

Jnleniions_for 1/it Po iRelief Periods

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

Cjtigroup 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

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

party ou1d report as described in Part l.C above tinder Following the Relief Periods

As of September 30 2009 Citigroup expects to disaggregate MSSL3 in

accordance with the Disaggregation Guidance for purposes of monitoring and reporting

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

MSS in accordance with the Disaggregation Guidance for purposes of monitoring and

reporting inrerets These structures will ensure that MSSB is operating as separate

entity from an investment rspeetive and is making independent investment voting

disposition and other ownership decisions At the tune these information 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

ootnotc continued from Previous Page

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

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

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

is in
progress

and ill be completed by the end of the parties applicable Relief Periods

at which time the positions within the two Channels of MSSB will also be able to be

combined from an iT perspective

oaiidntia1 Treatment Requested by MSS Morgan Stanley and Citgrnup 0014

A173025280 13
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We believe the fUowing arguments support the request lr relief

Thsiw.c Et .Igtncv Rather Than Principal Trudin

l3ccause it igloup is not coninhuting principal trading buincss to \ISSU and

Morgan Staiile is contributing juSt small principal trading business the primary

business of MSSB will be 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 tor the purpose of facilitating customers such trading is expected to

represent relati ely small portion of its overall activities As result Morgan Stanley

and .itigroup expect that on its own MSSI3 will rarely it ever reach reportable

thrcsholdc of securities ownership at the early
stages of the business

It the requested relief is granted each of Morgan Stanley and Citigroup ill

continue to aggregate and include securities nianaged and/or beneficial owned ii

respective Channel liii securiIie it inaiiaes and/or hLneiieiaIlv owns Ac cordinglv

e\ en hue.h the proposed tructuie may in part be inconsistent with the strict

requirements of Sect ion and Section the proposal atisuies the legu hour rationale

behind these requirements he proposal ll temporarily fulfill the
regti atorv objecti

tor aecLuate information in the niarketplace to the extent applicable thresholds niav be

exceeded

/iirtlwrs Izthlic Pu/icr ljccihts

Absent the requested relief it is possible that the transaction ss ill not be able tO

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

disaggregation of miormalion required to be disclosed lowever the importance ofthe

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

cannot be underestimated We believe that the nioii itonng and reporting clialleiges laced

the proposed joint venture arc unique and posihly unprecedented We also belies

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

balan.e of public interest eighs in ft or of grantinu the limited and temporars requested

rehieL without which the cIiiing of the transaction would have to he delayed

IidiiIdircatniint c1uccJ 1SS II .tIr.lj SLiiiie ii1 IRUp OIJ 15
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First the current financial crisis creates special need for urgency to close the

jonu venture transaction The transaction viIl provide certainty at time when InVestOr

confusion is ritand contidence is low Customers of the tvo firms would be provided

assurance ot the future structure of their securities firm shcn many are struggling with

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

Sccond 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-JT and others for

which we arc seeking separate relief 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 tranxactions 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

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

and business USeS Given their scale temporary manual fkes to address these problems

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

provided in timely manner to the public he 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 Thereibre 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

See SEC NoAction Letter 11cr Wa/esit Government Lxchange Act Section 13d

Reporting lated December 10 2008 hich as granted in part based on the un ited

Kingdoms governments response
to the international financial crisis

.oniidcutiai iratiuenI Kcquested by MS.SB Morgan StanI and Cfligroup 0016
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1.rnsction as soon as possible The requested rclu.f wil 11 low the parties to dose the

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

inanc in market turmoil

In view of the unusual structure oldie j0nt enture transaction the scale of the

joifli venture the massive resulting systems changes the urgent need to provide certainty

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

possible lot the Stall to prüvide relief in this situation without creating precedent that

may be used by others where the exigent circumstanCc.s present here do not exist

Moreover helie that the
provision of relict in this circumstance ill benefit

invetn and the public and ill not be conLrar to the omm ission investor protection

niandite

f1IdJfljflOfl Ri1flhaf RuIaiwv

hacli of Morgan Stanley and Citigroup is subcct to disclosure of interest regimes

globally with each having its requirements and standards for global mon itoring tiid

reporting Accorclinuly monitoring and reporting on global level will
require an IT

that ork elIctivelv on global basis and implementing this svsem will

take time

/1 ir//ii

jrIp practical standpoint it may be di tlicult for Moran Stan Icy and itigroup

to resolve the IT integration challenges prior to iii immediately after closing the

transaction such that the and MSSn may cfiectivelv monitor and rCport in any way on

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

work involved in intct.rating the MSSB data into two companies IT sstems and in the

meantime there will be substantial product data and sVStetn dissonance That said the

two firms arc making dilignt efforts and have project teams in place to achieve sufficient

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

maintain the conlidentialitv of sensitive ownership data without needing to implement

manual solutions To dale each of MS and Citigroup have exchanged data feeds

ot iheim reporting positions that ill be contributed to MSSI3 on .cgal lay One and the

parte are working ith these feeds as described in Note above loever the parties

expect the integration issues for the IT systenis that are relevant to position reporting to

be resolved graduaIl over tw mouths with goal of complete integration by

September 30 2009 Lack of the two firms has project plan ilk clearly defined

milestones and goals and hich Sets out the steps that has been taken and the steps that

remain to be taken toward complete integration

To the extent that the IT systems are riot integrated as necessary to fitcilitate

compliance Legal Day One manual workaroLuids would be the ouR possible

rcaiiiiit icqu.d h% M.5U 5lirin 5lan1e uid tittr.LIp Ii 17
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rewtIi.g solution ibs.nt relictl lowever the unprecedented scale of MSSI3s brokcrag

operations makes such InanLial orkarounds impractical and any trm of manual

orkarourid in two cr large organizations raises signit cant Concerns regarding the

reliability oFdaia and the resulting conclusions and reporting In addition preparing and

nnplementimz these manual oikarounds would reqwre significant II kOrk ind iVOIJl1

ultanatclv disiract and delay the firms respective II groups as cli as their compliance

personnel from their primar\ goal of IT integration and strict compliance ith the rules

ii he near term

ihe folk iiht arc Some of the IF iSSUCS that must he resolved before 1W

successful integration of ihe MSSI4 data info the Morgan Stanley and Citigroup II

stems fr monitoring and disclosures purposes

Securities data identification_issues For many securities there is no

common international
security

identitier Fhis is particularly the case tbr

structured prothicts and derivatives where the linkage het\%een the

derivative and an undcrl ing listed Securi\ may need to be manually

established to ensure that hims agrcgate posit ion data is accurate

\lorean Stan le and Citigroup use different methods of identil ing these

securities in their respective databases As result there will he

discrepancies if the position data is integrated lrennttLIrCl To resolve

this issue translation table must be created to eliminate the

discrepancies beforc the Contributed l3usineses position data may he

combined The
process

of creating such table and mapping the relevant

data from Citigroups systems to Morgan Stanleys and vice ersa ill

be timeconsuming and ditlicult

Data Model DifThrcnees Morgan Stan 1ev and itigroup use different

data models and uItirnatel
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 difPrent inlarmation about customer accounts and even where

they collect the same infrmation thc max do so dilThrcnilv

complicating cflhrts to determine which data should he included iii

reports and how it should be calculated particularly for purposes of

populating Schedules 3D/i Form 131 and Form SI

.ocistics fr Fransleri-hie the lata lue to the sensitivity of the data

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

warehouse crossfirnt infonnation to ensure that confidential inftrniation

is not dkclosed Although Morgan Stanley and Citigroup have different

took aiiabk to do this they must agree upon standards to be

iinpkniented on both sides in order to begin automated transmissions in

Ia hkIIJ jaiyri-ia kncscd MSSI trin Smanicy and iiri
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sceure manner effort can take time one of the parties needs to

acquire and install flew tools iii order to support these requirements

As noted above the parties expect these various FL inlegration issues to be resoh ed

graduall o\ er fe months with oaI ot complete integration by September 30 200V

/J7/LJriJT .S/uion

Iinall\ and noa notably the proposal tbr .egai Day ne is only lempurarr

soliuioi proposed in the interest of providing market tmnsparency under difficult

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

the
integration issues for the systenis that are relevant to position reporting arc

resolved With respect to the Morgan Stanley Parties this may be Legal Day One but

could extend until September 30 2019 and ith
respect to the itigrotip Parties and

\ISSI3 this is expected to be September 30 2009 Each of the Morgan Sianlcy

Parties the itieroup Parties and MSSB will monitor and report in compliance ith the

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

therealier As noted above either Morgan Stank or itigroup may be in position to

begin repollmg on basis Inch does not require relicfcarlier than the Lhier and earlier

than MSS in this case the party that is able to begin reportme without reliet earlier will

inibrm the Stall in ritiiig accordingly In addition when MSSI3 hetins reportin on

separate basis it ill also intrm the Stall iii writing accordingly

Conclusion

In conclusion MSSI3 the Morgan Stanley Parties and the Citigroup Parties

request that the Stall of the Division ol Corporation Finance and the ITh ision of

cstment Management confirm that the would not recommend to the Commission that

it take eiitbreemerit action against MSSI the Morgan Stanley Parties or the iligroup

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

positions on the basis described above

VII Confidential Treatment Re ucst

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

information conlaitied herein iiicluding their epecLations regarding the closing late of

the transaction Public availability of this iitfIrmatioii could have adverse COI1SCC1UCflCCS

tor the parties hr example an unexpected delay in the closing could be interpreted Lw

market irticiraIIts as an indication that there are material difficulties with the joint

venture when itone in fact exist Accordingly notice of this letter is also being sent to

the tlice of Freedom of Information and Privacy Act Operations of the .ornmission

respectfully request that the Commission accord confidential treatment to this

request and any rinen response from the Staff thereto pursuant to C.l.R 210.8

tcmfidLIlI Frctnwnt MSSt Siuk ud utiginup OulO
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until the earlier ofi the Closing Date and ii the date that is 120 days from the date of

the Stalls response to this letter

Please contact Laurie ereny of l3ingham McCutehen LLP at 617 951-8527

Mischa ravcrs of Davis Polk Wardwdll at 650 752-2014 or the undersigned at the

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

Sincerely yours

John lUUtzschneider

cc Michelle Orosehakoff Morgan Stanley

Anne Coone Morgan Stanley

Rose-Anne Richter Morgan Stanley

Dena inc Ru ilard Morgan Stanley

Joyce Kramer Morgan Stanley

Michelle Wilke Morgan S1inLcy

Neal Sullivan ingham McCutchcn LLP
Amy Kroll l3ingham McCutchen LLP
lardy Callcott U3inghani Mcutchen LLPJ

Laurie erveny L3inghani McCutchcn LLP
Karyit Polak Citigroup Inc
Mi Karshan Citigroup Inc
Lami Schartz Davis Polk \Vardwell

Mischa Travers Davis Polk Wardwell
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