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Iltem 2: Material Changes

This section identifies and discusses material gbanto the
ADV brochure since the version of this brochureedaMarch
31, 2011. For more details on any particular mafikease see
the item in this ADV brochure referred to in thersuary below.

Merger of Investment Advisory Programs. MSSB used to
provide investment advisory services through twanectels. One
channel generally provided the investment advigmmygrams
previously provided by Smith Barney and/or CitigpoGlobal
Markets Inc., and the other channel generally pledi the
investment advisory programs previously providedMgrgan
Stanley & Co. Incorporated. MSSB has now merged the
advisory programs previously provided in the Sndrney and
Morgan Stanley channels. (Item 4)

Cash Sweeps. Any uninvested cash, and allocations to cash, in
your account are invested in either interest begabisnk deposit
accounts (“Deposit Accounts”) or money market funidisyou
have a Deposit Account, this may now be held atamaore of
the following banks affiliated with us: (i) MorgeBtanley Bank,
N.A., (ii) Morgan Stanley Private Bank, Nationalségiation or

(iii) Citibank, N.A. Each bank pays us a fee based your
Deposit Account balances (except on retirement splam
Coverdell Education Savings accounts). Your Fireln&dvisor
does not receive a portion of these fees.

If you have a retirement plan account or Cover@ellcation
Saving Account, the Exhibit to this ADV brochuréAffiliated
Money Market Funds Fee Disclosure Statement andatFlo
Disclosure Statement”) applies to your accountsExhibit has
information on the money market fund investmentsilable to
you, including fees and expenses.

These changes do not affect you if you have set cystodian
other than MSSB or Citigroup Global Markets Incr f@ur
account. (Item 4.C)

Changes to the Guided Portfolio Management Program
(GPM) and Exchange Traded Funds Program The GPM
and Exchange Traded Funds Programs have been matged
the Portfolio Management Program.
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Item 4: Services, Fees and
Compensation

Morgan Stanley Smith Barney LLC (“MSSB”, “we” or 8} is,
among other things, a registered investment adviseggistered
broker-dealer, a registered futures commission hat; and a
member of the New York Stock Exchange. MSSB is ainthe
largest financial services firms in the countryhwliranch offices
in all 50 states and the District of Columbia.

MSSB is owned by a joint venture company whichniiriectly
owned 51% by Morgan Stanley (“Morgan Stanley Pd&jeand
49% by Citigroup Inc. (“Citi”). Morgan Stanley Pateand Citi
have various purchase and sale rights for the joeriture
company through 2014. On May 31, 2012, Morgan 8tanl
Parent announced that it intends to purchase aiticadd 14%
of the joint venture company from Citi, so that idan Stanley
Parent will own 65% of the joint venture company.

MSSB used to provide investment advisory servibesugh two
channels. One channel generally provided the imest
advisory programs previously provided by Smith Bgrand/or
Citigroup Global Markets Inc. (“CGM”) (“SB Channgl” The
other channel generally provided the investment ismidy

which investment strategy suits your investmenigjoa

Investment ProcessYour Financial Advisor manages your PM
account in light of information you provide aboubuy

investment objectives and financial situation. Ydtinancial
Advisor is primarily responsible for making and ileymenting
investment management decisions for your accoutttiwihe
PM program'’s investment guidelines. The guidelispscify the
number and types of securities eligible for investmin a PM
program account (including percentage limitatioms azcount
holdings in certain types of investments). Thedglines also
specify diversification requirements (across indusectors and
asset classes). At the Portfolio Management Grodigsretion,
certain Financial Advisors have greater latitude silecting
securities and diversification. Therefore, the ity of

investment strategies and securities and the aplity of

investment limitations varies depending on your aRitial

Advisor. You should consult with your Financial Aser for

more information on the PM program’s investmentdglines,
the Financial Advisor’'s approach to investing, amhilable
investment strategies.

Depending on the investment strategy the Finanai@isor
uses, investments may include equity and debt giesyrand
cash and cash equivalents. Where approved, Finahadidésors
may use certain option strategies, such as coveatbdwvriting

programs previously provided by Morgan Stanley & .Coand protective put buying. Investments may alstuie shares

Incorporated (now Morgan Stanley & Co. LLC) (“MS&Go
(“MS Channel”). MSSB has now merged the SB Charamel
MS Channel advisory programs.

MSSB offers clients (“you” and “your”) many diffemeadvisory

programs. Many of MSSB’s advisory services are ey by

its Consulting Group (“CG”) business unit. You maltain

brochures for other MSSB investment advisory prograat

www.morganstanley.com/ADV or by asking your Finahci
Advisor.

A. General Description of Programs and
Services

of eligible closed-end funds, open-end funds (“MiitEunds”)
and exchange traded funds (“ETFs” and collectivehe
“Funds”).

Financial Advisors are prohibited from using certaivestments
or investment strategies in PM accounts, inclugiogpnmodities,
futures, short sales, partnerships, margin, deviest and other
structured instruments, and certain securities 0%SBI's

restricted list.

Your Financial Advisor may make investment decisitimat are
contrary to research ratings issued by Morgan Syalquity
Research. In addition, depending on the accoustegegy and
the Financial Advisor managing the account, theray nbe
investment limitations based on the quality of stweents held.

The Portfolio Management Group, which is part of ,CG on occasion, the PM program’s investment guidelinesy

administers and oversees the Portfolio Managemegram and
Institutional Cash Management program discussedvwber his
section then discusses various general matteryiagbo these
programs.

Portfolio Management Program

In the Portfolio Management (“PM”) program, a Ficah
Advisor(s) who meets the program certification regments
manages your assets on a discretionary basis. thar avords,
your Financial Advisor, and not you, has the digoreto decide
what securities to buy and sell in your accounthisdiscretion
is subject to the parameters described below and gbility to
direct a sale of any security for tax or other og&s The PM
program provides Financial Advisors with portfolimnagement
and trade execution tools to manage accounts aftigi
Certain Financial Advisors specialize in investingnultiple or
single asset classes or they may have defined tmeas
strategies. You should discuss with your FinandadbVvisor

require a Financial Advisor to sell certain secesitfrom client
accounts based on their quality ratings, or if MardStanley
Equity Research drops coverage of these secumtids no
intention of reinitiating coverage. Although thesales of
securities may result in capital gains or lossed #rus in
additional taxes and/or tax reporting for you, thetax
consequences will not prevent us from selling thesaurities in
your account.

The PM program’s guidelines are subject to chandowt
notice. You should consult your Financial Advisar further
details.

Institutional Cash Management Program

The Institutional Cash Management (“ICM”) prograrffecs

discretionary cash management services to ingtitati clients
whereby MSSB invests and reinvests the proceetteaiccount
in accordance with the client’s investment critedancentration



limits and other requirements as stated in thentidnvestment
Policy Statement (“IPS”). Generally the whole palib is
invested in short duration fixed income and cashivedent
investments. MSSB converts the specifics of th8 a
quantifiable rules matrix for the account, and et matrix to
the client. Provided the client agrees that tHesrumatrix is
consistent with its IPS, MSSB manages the accouthinvthe
rules matrix. If there is any ambiguity betweea thles matrix
and the IPS, the rules matrix controls. If asdetkl in the
account fall outside of the rules matrix, MSSB witjuidate
such assets in an orderly manner within a commlgrcia
reasonable amount of time. If the client revides|PS, MSSB
will then update the rules matrix and obtain thentls approval
of the new matrix.

Account Opening

To enroll in the PM program, you must completeiantlprofile
and an investment questionnaire. To enroll in @nggram
described in this brochure, you must enter into plhegram
client agreement (“Client Agreement”).

Restrictions

Financial Advisor's past performance with respeat dther

accounts does not predict future performance vegipect to any
particular account. In addition, certain investinetrategies
that Financial Advisors may use in the programsehsgecific

risks, including those associated with investmeéntgommon

stock, fixed income securities, American DepositRgceipts,
and Funds. You should consult with your Financialvisor

regarding the specific risks associated with theestments in
your account.

Risk Relating to ETFs. There may be a lack of liquidity in
certain ETFs which can lead to a large differenetwben the
bid-ask prices (increasing the cost to you when lyoy or sell
the ETF). A lack of liquidity also may cause an EbFRrade at a
large premium or discount to its net asset valwddifonally, an
ETF may suspend issuing new shares and this mait iesan
adverse difference between the ETF's publicly add share
price and the actual value of its underlying inugstt holdings.
At times when underlying holdings are traded lesgudently, or
not at all, an ETF's returns also may diverge frahe
benchmark it is designed to track.

In each of these programs, you may impose reasenabRisks Relating to Money Market Funds.An investment in a

restrictions on account investments. For examplay ynay
restrict MSSB from buying specific securities, aegmry of
securities (e.g., tobacco companies) or Fund sharésyou

restrict a category of securities, we will deterenimhich specific
securities fall within the restricted category. doing so, we
may rely on outside sources (e.g. standard indusides and
research provided by independent service providefs)y

restrictions you impose on individual securitiesénao effect on
Fund holdings since Funds operate in accordancé e

investment objectives and strategies described feir t
prospectuses.

Trade Confirmations, Account Statements and Perforrance

Reviews

Unless you have appointed a third party custodié®SB is the
custodian and provides you with written confirmatiaf
securities transactions, and account statemeréssit quarterly.
You may waive the receipt of trade confirmationseiafthe
completion of each trade in favor of alternativetmoes of
communication where available. You may also receigual
fund prospectuses, where appropriate.

We provide written Investment Monitors to you evepyarter.
These reviews have tabular reports and graphicaplaiis
showing how your account investments have perforrheth on
an absolute basis and on a relative basis companetognized
indices (such as Standard & Poor’s indices). Y@y raccess
these reports through MSSB’s online account sesviite. To
enroll your account in the online account servide, sgo to
www.morganstanley.com/online/enroll and follow thep-by-
step instructions. If, however, you would like teceive these
reports by mail, please call 1-888-454-3965.

Risks

All trading in an account is at your risk. The \alof the assets
held in an account is subject to a variety of fesstguch as the
liquidity and volatility of the securities marketfvestment
performance of any kind is not guaranteed, and MS$B a

money market fund is neither insured nor guarantegdhe
Federal Deposit Insurance Corporation (“FDIC”") atyaother
government agency. Although money market fundk gee
preserve the value of your investment at $1.0Cshare, there is
no assurance that will occur, and it is possibléote money if
the fund value per share falls. Moreover,
circumstances, money market funds may be forcedetse
operations when the value of a fund drops below®Iper
share. In that event, the fund’'s holdings areitigted and
distributed to the fund’s shareholders. This litation process
could take up to one month or more. During thateti these
funds would not be available to you to support hases,
withdrawals and, if applicable, check writing or MTdebits
from your account.

Risks Relating to Differing Classes of SecuritieBRifferent

classes of securities have different rights asitmed the issuer
files for bankruptcy or reorganization. For exaepl
bondholders’ rights generally are more favorableanth
shareholders’ rights in a bankruptcy or reorgaiorat

Tax Considerations

A Financial Advisor may agree with you to implementlient-

developed investment strategy that you believeeissisive to
your particular tax situation. Neither we nor aon§ our

affiliates provides tax advice and, therefore, \wd they are not
be responsible for developing, evaluating or tHeady of any
such tax-sensitive strategy. You need to develop such
strategy in consultation with a qualified tax aevis Certain
tax-sensitive strategies can involve risks. Amatigers, tax-
efficient management services involve an increagddof loss

because your account may not receive the benedit, (@alized
profit, avoided loss) of securities transactionsatttwould

otherwise take place in accordance with the Firsrkdvisor's

investment management decisions for the account.

in some



Fees

Maximum Fees.
program is 3.00% of the market value of the accouithe
maximum fee for various levels of assets in the I@Mdgram is
as follows:

ICM Program Assets Annual Fee
On the first $10,000,000 0.25%
On the next $40,000,000 0.20%
On the next $50,000,000 0.15%
Assets over $100,000,000 0.12%

Fees for the programs described in this brochueenagotiable
based on a number of factors including the type sinel of the
account and the range of services provided by tinan€ial
Advisor. In special circumstances, and with théertls
agreement, the fee charged to a client for an adcoay be
more than the maximum annual fee stated in thisosec

The fee is payable as described in the Client Agesd.

Generally, the initial fee is due in full on thetelggou open your
account at MSSB and is based on the market valu¢thef
account on that date. The initial fee payment cotee period
from the opening date through (at your electioe)lfst business
day of the current quarter or the next full calengiaarter and is
prorated accordingly. Thereafter, the fee is pgugrterly in

advance (however in the ICM program clients maytete pay

in arrears) based on the account’s market valuethenlast

business day of the previous calendar quarter andue the
following business day. The Client Agreement arittes

MSSB to deduct fees when due from the assets cenutan the
account.

Account #2, which is then multiplied by the actaahount of

The maximum annual fee for the PM assets in Account #2 to determine the dollar feé\fixount #2.

Only certain accounts may be related for billingpmses, based
on the law and MSSB’s policies and procedures. Ewbere

accounts are eligible to be related under thesécipsl and

procedures, they will only be related if this iesifically agreed

between you and the Financial Advisor.

Other. Because the programs described in this brochureotio
involve third party investment managers, we recehe entire
fee and we pay our Financial Advisor a portionha éntire fee.

B. Comparing Costs

The primary service that you are purchasing in gphegrams
described in this brochure is your Financial Advisoor a
Financial Advisor that partners with your Financkaivisor,
discretionary management of your portfolio pursu@antertain
program guidelines. Cost comparisons are diffibeltause that
particular service is not offered in other CG peogs.
Depending on the level of trading and types of Htes
purchased or sold in your account, if purchasedrsedply, you
may be able to obtain transaction execution agherior lower
cost at MSSB or elsewhere than the fee in thesgranas.
However, such transactions could not be executed aon
discretionary basis in a brokerage account. In tamdgi CG
offers other programs where discretionary portfoianagement
is provided by third party investment managers toedfees in
those programs may be higher or lower than the fiedhese
programs. Those programs involve the discretionamtfolio
management decisions of third party investment marsaand
not your Financial Advisor.

You should consider these and other differencesnvdeeiding

Breakpoints. Fee rates in the PM and ICM programs may bevhether to invest in an investment advisory or akbrage

expressed as a fixed rate applying to all assetiseiraccount, or
as a schedule of rates applying to different assetls, or

“breakpoints.” When the fee is expressed as a stheif rates
corresponding to different breakpoints, discourftsany, are

negotiated separately for each breakpoint. As thkiev of

account assets reaches the various breakpoint$nc¢remental
assets above each threshold are charged the dppliedes. The
effective fee rate for the account as a whole énth weighted
average of the scheduled rates, and may changeheithccount
asset level.

Accounts Related for Billing Purposeswhen two or more
investment advisory accounts are related togetberbflling

purposes, you can benefit even more from existieglkpoints.
If you have two accounts, the “related” fees on &gt #1 are
calculated by applying your total assets (i.e. @gseAccount #1
+ assets in Account #2) to the Account #1 breakpoiBecause
this amount is greater than the amount of assetlysin

Account #1, you may have a greater proportion eéessubject
to lower fee rates, which in turn lowers the averéeg rate for
Account #1. This average fee rate is then multipley the
actual amount of assets in Account #1 to deternfiaalollar fee
for Account #1. Likewise, the total assets are igopko the
Account #2 breakpoints to determine the averagerd¢e for

account and, if applicable, which advisory prograpest suit
your individual needs.

C. Additional Fees

If you open an account in one of the programs desdrin this
brochure, you will pay us an asset-based fee feestment
advisory services, custody of securities and texdsution with
through MSSB. The program fees do not cover:

» the costs of investment management fees and otpenses
charged by Funds (see below for more details)

e “mark-ups,” “mark-downs,” and dealer spreads (Aptth
MSSB or its affiliates may receive when acting @aqipal
in certain transactions where permitted by law By that
other broker-dealers may receive when acting aipal in
certain transactions effected through MSSB andfsr i
affiliates acting as agent, which is typically thase for
dealer market transactions (e.g., fixed income @ret-the-
counter equity)

e brokerage commissions or other charges resultign fr
transactions not effected through MSSB or its iatfils

* MSSB account establishment or maintenance feestdor
Individual Retirement Accounts (“IRA”) and Versatil



Investment Plans (“VIP"), which are described ine th shares classes.

In addition to the more broadbwknretail

respective IRA and VIP account and fee documentatioshare classes (A, B and C shares), fund comparée® h

(which may change from time to time)
* account closing/transfer costs
» processing fees or

» certain other costs or charges that may be impbgedird
parties (including, among other things, odd-lofeténtials,

developed additional types of specialized sharssela designed
for specific advisory programs. If available, olig shares are
converted into the share class required by the Mutund for
that type of account. Depending on the circum&anclients’
shares are converted into a share class that Hawea or a
higher expense ratio. Advisory share classes lystialve a

transfer taxesy foreign Custody feesy exchange , feeg)Wer expense ratio than the share classes thaBMﬁS/iously

supplemental transaction fees, regulatory feesotimet fees
or taxes that may be imposed pursuant to law).

Funds in Advisory Programs

Investing in Funds is more expensive than otheestment
options offered in your advisory account. In aduditto our fee,
you pay the fees and expenses of the Funds in wjnici

account is invested. Fund fees and expenses aaggath
directly to the pool of assets the Fund invesisnd are reflected
in each Fund’'s share price. These fees and expeaarsesin
additional cost to you and are not included in féee amount in
your account statements. Each Mutual Fund and Edqierese
ratio (the total amount of fees and expenses cHhalne the
Fund) is stated in its prospectus. The expense gaherally
reflects the costs incurred by shareholders dutieg Mutual
Fund’s or ETF's most recent fiscal reporting periGdrrent and
future expenses may differ from those stated irptiospectus.

You do not pay any sales charges for purchasesubfidfl Funds
in programs described in this brochure. However esdtutual
Funds may charge, and not waive, a redemption feeegtain
transaction activity in accordance with their presjoises.

In addition to the program fee paid by you, MSSH ats
affiliates may receive payments, as described helfram
Mutual Funds or their affiliates with respect to tMal Fund
shares held in the account. Thus, we have a conftic
recommend Mutual Funds over individual securit@ssed-end
funds or ETFs. These payments may include:

» fees of up to 0.12% from all participating Mutualriels for
non-ERISA assets. A portion of these fees mayesspnt
revenue sharing if and to the extent that they edoghat

the Mutual Fund would otherwise have paid for these

services

* investment management fees and related administriges

from affiliated Mutual Funds where the Mutual Funds

investment adviser is a MSSB affiliate

The maximum rates payable under these arrangerasnta the
Bill of Rights for Mutual Fund Investors,
http://www.morganstanleyindividual.com/OurCommitrtierilo
frights.asp and also available on request. Thes i@te terms and
conditions of these arrangements can be changatydatme.

Certain Funds are sponsored or managed by aféiliatéSSB.
Since the affiliated sponsor or manager receiveditiadal

at to this brochure (“Affiliated Money Market

offered in the program. However, we may continuefter non-
advisory share classes if, for example, there isequivalent
advisory share class available or we believe tihat mon-
advisory share class is likely to be the most edfictive share
class. Once we make an advisory share class alaifab a
particular Mutual Fund, clients can only buy thesiadry class
shares (not the non-advisory class shares) oMbatal Fund in
the program.

If available, we (without notice to you) will comteany Mutual

Fund in your account to a share class of the samal Fund
which is a load-waived or no-load share class sashan
Institutional (“1") share or advisory program shar®©n

termination of your account, or the transfer of Nait Fund
shares out of your advisory account into a MSSBkérage
account, we will convert any | shares and/or adyishares to
the corresponding non-advisory share class. Timeadeisory
Mutual Fund share class generally has higher opgrakpenses
than the corresponding | and advisory share claggdsh may
negatively impact investment performance.

Cash Sweeps

Generally, some portion of your account will bechl cash. If
MSSB acts as custodian for your account, it wifeet
“sweep” transactions of uninvested cash, allocatimncash and
cash equivalents, if any, in your account into:

« interest-bearing bank deposit accounts (“Depostodats”)
established under the Bank Deposit Program (“BJP”)

e money market mutual funds (each, a “Money Marketd?u
and, together with BDP Deposit accounts, “Sweep
Investments”). These Money Market Funds are mathage
by Morgan Stanley Investment Advisors Inc. or aeoth
MSSB affiliate except for:

If you do not select a Sweep Investment when yoenoyour
account, your Sweep Investment will be BDP if yoa aligible.

Clients with accounts that are retirement plan aot® or
Coverdell Education Savings Accounts should readBkhibit
Funds d-e
Disclosure Statement and Float Disclosure Staténent

The custodian will effect sweep transactions oolthte extent
permitted by law and if you meet the Sweep Investime
eligibility criteria.

investment management fees and other fees, MSSBahasBank Deposit Program. Through the Bank Deposit Program,

conflict to recommend MSSB affiliated Funds.

Mutual Fund companies typically offer different veajo buy
Mutual Fund shares. Some Mutual Funds only offex share
class for a particular fund while some funds offeany types of

Deposit Accounts are established for you at onmare of the
following banks (individually and collectively, théSweep
Banks”): (i) Morgan Stanley Bank, N.A. (i) MorgaBtanley
Private Bank, National Association or (iii) CitidgrN.A. The
Sweep Banks are affiliated with MSSBhe Sweep Banks pay



interest on the Deposit Accounts established urider BDP.
Your deposits at the Sweep Banks will be insurethleyFederal
Deposit Insurance Corporation (“FDIC”) up to applite limits,
in accordance with FDIC rules, and subject to agafien of all
the accounts (including, without limitation, cedétes of
deposit) that you hold at the Sweep Banks in timeeseapacity.
Bank deposits held through the BDP are not covbye8IPC or
excess coverage.

If BDP is your Sweep Investment, you authorize, ass,your
agent, to establish the Deposit Accounts for youd &0 make
deposits into, withdrawals from and transfers amibregDeposit
Accounts.

Terms of the Bank Deposit Program are further diesdrin the
Bank Deposit Program Disclosure Statement, whicH e
provided to you upon your first investment in thank Deposit
Program. You may also obtain the Bank Deposit Rnogr
Disclosure Statement as well as current interd@ssrapplicable
to your Account, by contacting your Financial Adwisor
through MSSB's web site at
www.morganstanleyindividual.com/accountoptionsiassets/
investmentfeatures. You acknowledge and understaatdwe
may amend the list of Sweep Banks at any time witlvithout
notice to you. If you are participating in the Babeposit
Program, please read the Bank Deposit Program digct
Statement carefully.

Please note the following: (i) you are responsiblenonitor the
total amount of deposits you have at each Sweefx Baorder
to determine the extent of FDIC insurance covemagglable to
you; and (ii) MSSB is not responsible for any iresiiror
uninsured portion of your deposits at any of thee&wBanks.

If BDP is your Sweep Investment, you should be awiduat,
each Sweep Bank will pay MSSB a fee equal to thegudage
of the average daily deposit balances in your Diggaxount at
the Sweep Banks. Your Financial Advisor will noteae a
portion of these fees or creditsin addition, MSSB will not
receive cash compensation or credits in conneetitinthe BDP
for assets in the Deposit Accounts for retiremetang or
Coverdell Education Savings accountsAlso, the affiliated
Sweep Banks have the opportunity to earn incoméherBDP
assets through lending activity, and that incomeussially
significantly greater than the fees MSSB earns #itiated

Money Market Funds. Thus, MSSB has a conflictntéiiest in
selecting or recommending BDP as the Sweep Invesdtmregher
than an eligible Money Market Fund.

Unless otherwise specifically disclosed to you in writing,
such as in connection with the Bank Deposit Program noted
above, investments and services offered through MSSB are
not insured by the FDIC, are not deposits or other
obligations of, or guaranteed by, the Sweep Banks, and
involve investment risks, including possible loss of the
principal invested.

Terms of the Bank Deposit Program are further diesdrin the
Bank Deposit Program Disclosure Statement, whigbrdvided

to you with your account opening materials. If yaue

participating in the Bank Deposit Program, pleassdrthe Bank
Deposit Program Disclosure Statement carefully.

Money Market Funds.

We may, in our sole discretion, offer Money Marlkeinds as
Sweep Investments. The only Money Market Fundsanently
available in the Program are affiliated with MSSBYou

understand that purchases and redemptions of Mbfeket

Fund shares may be effected only through MSSB hatl ytou
may not directly access the Money Market Fund.

If a Money Market Fund is your Sweep Investmentu yo
authorize us, as your agent, to make investmentsam
redemptions from, the Money Market Fund.

Each of these Money Market Funds is a separatestiment
with different investment objectives. Their fees¢penses,
minimum investment requirements, dividend policiesd

procedures may vary. Before you invest in any Moh&rket

Fund, read its prospectus carefully. Money MaFid shares
are neither insured nor protected by the FDIC. stwent in any
money market fund is a purchase of securities tdue the

money market fund, not a bank deposit.

Certain of the Money Market Funds described aboweeh
minimum investment requirements. In addition, MS&y
require a minimum initial investment to activateareor all of
the Sweep Investments. If you do not meet the minininitial
investment, uninvested cash and allocations to gastigible
Accounts will be invested in the BDP.

In addition, certain of the Money Market Funds havi@imum
balance requirements. For eligible Accounts, ifrymyestment
falls below the minimum balance requirement, MSSBym
redeem and reinvest all of your shares in the BORce your
sweep option has been changed, we will not autcalbti
change it back to your previous Sweep Investmenhéf/you
meet the minimum initial investment and/or balance
requirements. You must contact your Financial Advi® do so.
However, if a pattern develops of falling below thenimum
balance requirement, we may preclude you from iinvgsin
that Sweep Investment in the future.

We may offer other money market funds as a nonwee
investment choice. You may purchase shares in themeey
market funds by giving specific orders for eachgbasse to your
Financial Advisor. However, uninvested cash in yduacount
will not be swept into these money market funds.

Since the Money Market Funds are sponsored or neghay
MSSB affiliates, those MSSB affiliates receive advy fees and
may receive other fees from the Money Market Fuifidour
account cash balances are invested in the Moneya¥Wl&unds.
Therefore, MSSB has a conflict of interest in sttec or
recommending the Money Market Funds as your Sweep
Investment. For retirement accounts with cash e&amvested

in Money Market Funds sponsored or managed by MSSB
affiliates, certain fees received and retained bghsMSSB
affiliates will be credited to the account or offsgainst the
advisory program fee. Please see the attached biExhi
“Affiliated Money Market Funds Fee Disclosure Staent and
Float Disclosure Statement” for more details.

The above provisions may not apply if you are not&.
resident. If you are not a U.S. resident, pleasetact your
Financial Advisor to determine whether the BDP oManey
Market Fund will be your default Sweep Investment.



D. Compensation to Financial Advisors

If you invest in one of the programs described inbhixhure, a
portion of the fees payable to us in connectiomwiur account
is allocated on an ongoing basis to your Finan&@lisor. The
amount allocated to your Financial Advisor in coctien with

accounts opened in programs described in this brecmay be
more than if you participated in other MSSB investmn
advisory programs, or if you paid separately fovestment
advice, brokerage and other services. The ratermpensation
that MSSB pays Financial Advisors with respect togpam
account fees is typically higher than the rate tM&SB pays
Financial Advisors on trades executed in transaebiased
brokerage accounts. Your Financial Advisor mayrdfae

have a financial incentive to recommend one ofptugrams in
this brochure instead of other MSSB programs orices.

If you invest in one of the programs describedhiis brochure,
the Financial Advisor may charge a fee less thanntlaximum
fee stated above. The amount of the fee you payfastor we
use in calculating the compensation we pay yourarkiral

Advisor.  Therefore, Financial Advisors have a fioal

incentive not to reduce fees. If your fee ratbatow a certain
threshold in the PM, GM, ETF and other advisorygoams, we
give your Financial Advisor credit for less thae ttotal amount
of your fee in calculating his or her compensatiomherefore,
Financial Advisors also have a financial incentng to reduce
fees below that threshold.

Iltem 5: Account Requirements and
Types of Clients

The PM programs generally have a minimum accoure sff
$25,000. The ICM program generally has a minimwrooant
size of $10,000,000.

MSSB’s clients include individuals, trusts, bankiog thrift
institutions, pension and profit sharing plansnpperticipants,
other pooled investment vehicles (e.g., hedge fyratwritable
organizations, corporations, other businesses stamunicipal
government entities, investment clubs and othétiesit

Iltem 6: Portfolio Manager Selection
and Evaluation

A. Selection and Review of Portfolio
Managers and Funds for the Programs

Eligible Financial Advisors

There are two levels of FA Certification; Level ddal evel 2.
Level 2 FAs are given greater flexibility to manatgient
accounts within the PM guidelines.

In order to qualify to participate in the Portfolilanagement
program as a Level 1 FA, Financial Advisors mushbminated
by his/her Branch Manager, and generally must tiage
following:

e Minimum of 2 years FINRA registration;

e Strong compliance record;

e Series 7, 63 and 65 OR Series 7 and 66 licensgtdte
registration for an Investment Advisor Represenidti

« suitable investment discipline; and

*  $10 million in assets under management.

In order to qualify to participate in the Portfoltanagement
program as a Level 2 FA, Financial Advisers mushbinated
by his/her Branch Manager, and generally havedhewing:
e Minimum of 5 years FINRA Registration;
e Strong compliance record;
* Series 7, 63 and 65 OR Series 7 and 66 licensstdte
registration for an Investment Advisor Represenidti
» suitable investment discipline;
e $100 million in assets under management; and
e Certain minimum 12 month gross production OR
documented proof of equivalent status at a conggetit
firm.

ICM accounts are managed by Financial Advisors velne
experienced in managing corporate cash and havessfully
completed an educational program that includes sesunrk in
investment analysis and portfolio management.

Under certain circumstances, based primarily on Rimancial
Advisor's prior investment experience, the Pordoli
Management Group Director may waive the courseuafysfor
any program described in this brochure.

Calculating Financial Advisors’ Performance

In the programs described in this brochure, we utate
performance using a proprietary system. MSSB aloertain
Financial Advisors to create a composite performati@ck
record for accounts they manage in a similar style.

Each month, MSSB’s Performance Reporting Group ewesi
and tests certain client accounts with performadegiating
from the average return of the applicable compasfitgccounts.
It then reviews how performance was calculated tloese
accounts.

Some Financial Advisors hire a third party (suchAashland
Partners & Co. LLP) to review composite to detemnif the
preparation, presentation and calculation of invesi
performance results for a composite are fairly @nésd in all
material respects.

B. Conflicts of Interest

Conflicts of Interest — Financial Advisor Acting asPortfolio
Manager

In the programs described in this brochure, younahkcial
Advisor acts as the portfolio manager. MSSB anduin, the
Financial Advisor retain a greater portion of thitvigory fee in
these programs than in those in which an una#itiahvestment
manager acts as your portfolio manager. MSSB dml t
Financial Advisor are also likely to earn more cemgation if
you invest in a program described in this brochiuan if you
open a brokerage account to buy individual seeiti



This creates a conflict of interest for Financiadvisors and
MSSB, as there is a financial incentive to recominene of
these programs described in this brochure. We eaddthis
conflict of interest by disclosing it to you and bgquiring
Financial Advisors’ supervisors to review your ageb at
account-opening to ensure that it is suitable fou in light of
matters such as your investment objectives andndiah
circumstances.

Other Conflicts of Interest

As well as the conflicts of interest arising frorauy Financial
Advisor acting as portfolio manager, MSSB has wasimther
conflicts of interests relating to the programsadieed in this
brochure.

Payments from Mutual Funds. The only Mutual Funds
offered in the programs described in this brochiather than
Money Market Funds) are those that have agreedyoup the
types of payments described above in Item 4.C. NAe a
conflict of interest in offering Mutual Funds besauwe or our
affiliates earn more money in your account from ryou
investments in Mutual Funds than from other invesitn
options. However, we do not share this money wittur
Financial Advisor (i.e. the compensation we pay ytour
Financial Advisor is not affected by the payments rgceive
from the Mutual Funds). Therefore, your Financialvisor
does not have a resulting incentive to buy Mutuaids in your
account, or to buy certain Mutual Funds rather thiduer Mutual
Funds.

Payments from Fund Managers. Managers of Funds
(“Managers”) participating in MSSB-sponsored intdrtraining

and education conferences and meetings may makeguay to,

or for the benefit of, MSSB or its Financial Advisao offset

the expenses incurred for these events. On requests

Financial Advisor can provide you with a schedufetlese

payments.

While we provide sponsorship opportunities to alrmagers of
separately managed accounts and mutual funds in
investment advisory programs, certain managererfed to as
“Global Partners”) dedicate significant financiahda staffing
resources to these activities. Global Partners meeive
additional opportunities to sponsor MSSB events praimote
their products to Financial Advisors and clientkisTcould lead
Financial Advisors to focus on products manageainyGlobal
Partners when recommending products to clienteaaksbf those
from other managers that do not commit similar veses to
educational, marketing and other promotional effortMSSB
selects managers to be Global Partners based otitgtiae and
qualitative criteria.

Managers may also sponsor their own educationafleoamces
and pay expenses of Financial Advisors attendiegdahevents.
MSSB'’s policies require that the training or edimaal portion
of these conferences comprises substantially afthef event.
Managers may sponsor educational meetings or sesnina
which clients as well as Financial Advisors areited to
participate.
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ogpnflict of interest.

Managers are allowed to occasionally give nominidtls o
Financial Advisors, and to occasionally entertaimaRcial
Advisors, subject to a limit of $1,000 per employser year.
MSSB’s non-cash compensation policies set condition each
of these types of payments, and do not permit aiftg gr
entertainment conditioned on achieving a salesetargOn
request, your Financial Advisor can provide youhwan annual
estimate of the aggregate value of gifts or entariant that
managers pay or provide to MSSB or particular Fomen
Advisors.

We address conflicts of interest by ensuring tht payments
described in this “Payments to Fund Managers” seatio not
relate to any particular transactions or investmetdde by
MSSB clients with managers. Managers are not requio
make any of these types of payments. The paynuestribed
in this section comply with FINRA rules relating teuch
activities.

Different Advice. MSSB MS&Co., Citi and their affiliates may
give different advice, take different action, reeemore or less
compensation, or hold or deal in different secesifior any other
party, client or account (including their own acntsuor those of
their affiliates) from the advice given, actions kea,
compensation received or securities held or deait your
account.

Trading or Issuing Securities in, or Linked to Sedties in,
Client Accounts.MSSB MS&Co., CGM and their affiliates may
provide bids and offers, and may act as principatket maker,
in respect of the same securities held in clieebants. MSSB,
the investment managers in its programs, MS&Co.MC&d
their affiliates and employees may hold a posifiong or short)
in the same securities held in client accounts. 188& MSSB,
CGM and/or their affiliates are regular issuersrafied financial
instruments linked to securities that may be pwelan client
accounts. From time to time, MSSB (or an affiligte¢rading —
both for its proprietary account and for client@aats — may be
detrimental to securities held by a client and tlwsate a
We address this conflict digclosing it to
you.

Trade Allocations.Your Financial Advisor may aggregate the
securities to be sold or purchased for more tham dient to
obtain favorable execution to the extent permitigdaw. The
Financial Advisor will then allocate the trade imanner that is
equitable and consistent with MSSB’s fiduciary duty its
clients (including pro rata allocation, random e#ition or
rotation allocation). Allocation methods vary dedimg on
various factors (including the type of investmehg number of
shares purchased or sold, the size of the accoants,the
amount of available cash or the size of an exigpiogjtion in an
account). The price to each client is the averaee for the
aggregate order.

Services Provided to Other Client84SSB, MS&Co., CGM,
investment managers and their affiliates provideadety of
services (including research, brokerage, asset geament,
trading, lending and investment banking services)efch other
and for various clients, including issuers of séimg that MSSB
may recommend for purchase or sale by clients @otrerwise



held in client accounts, and investment managefivens in the
programs described in this brochure. MS&Co., CGM>3B,
investment managers and their affiliates receivenpensation
and fees in connection with these services. MSS@\Es that
the nature and range of clients to which such sesviare
rendered is such that it would be inadvisable tluwe
categorically all
Accordingly, it is likely that securities in an axmt will include
some of the securities of companies for which MS&@IGM,
MSSB, investment managers and their affiliates rorafiliate
performs investment banking or other services.

Restrictions on Securities Transaction$here may be periods
during which MSSB or investment managers are nomnjied
to initiate or recommend certain types of transadiin the
securities of issuers for which MS&Co., Citi or oné their
affiliates is performing broker-dealer or investrhdranking
services or have confidential or material non-pubiformation.
Furthermore, in certain investment advisory proggaiSSB
may be compelled to forgo trading in, or providiagvice
regarding, Morgan Stanley Parent or Citi securjtiead in
certain related securities. These restrictions naalyersely
impact your account performance.

MSSB, the managers and their affiliates may alsweld@

analyses and/or evaluations of securities sold ipregram

described in this brochure, as well as buy and ie&drests in
securities on behalf of its proprietary or cliestaunts. These
analyses, evaluations and purchase and sale mdivére
proprietary and confidential, and MSSB will not dase them
to clients. MSSB may not be able to act, in respdatlients’

account, on any such information, analyses or ev@los.

MSSB, investment managers and their affiliates @

obligated to effect any transaction that MSSB ananager or
any of their affiliates believe would violate fedkpr state law,
or the regulations of any regulatory or self-retuig body.

Research Reports.MS&Co. and CGM do business with
companies covered by their respective research pgrou
Furthermore, MS&Co., CGM and their affiliates maglc a
trading position (long or short) in, and client @aents may hold,
the securities of companies subject to such rekedieerefore,
MS&Co. and CGM have a conflict of interest that Icoaffect
the objectivity of their research reports.

Certain Trading Systemdf MSSB directly or indirectly effects
client trades through exchanges, electronic comaoatioin
networks or other alternative trading systems (tiimg
Systems”) in which its affiliates have an ownersimperest,
these affiliates may receive an indirect econonandfit based
on their ownership interest. Currently, affiliated MSSB
(including affiliates of MS&Co. and Citi) own ovéi% of the
voting securities of certain Trading Systems, idelg BATS
Trading, Inc., operator of BATS Electronic TraditNgtwork
(commonly known as “BATS"); the entities that owmdacontrol
the Block Interest Discovery System (commonly knoas
“BIDS”); LavaFlow Inc.; EBX Group, LLC; ELX Futures
Holdings, LLC; ELX Futures, LP; TheMuniCenter; Amated
Trading Desk Financial Services LLC; Automated TmgdDesk
Brokerage Services LLC; Boston Options ExchangeCLEX
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Alliance Inc.; and National Securities ExchangehédtTrading
Systems on which MSSB may execute trades for clieabunts
include Archipelago; eSpeed; Instinet; NYFIX; Tra&CN;
BondDesk; ValuBond; NYSE Euronext; TradeWeb; and
MarketAxe. The Trading Systems on which MSSB trafigs
Client accounts and in which affiliates of MSSB oimterests

of these companies from an actounmay change from time to time. You may contact yBuancial

Advisor for an up-to-date list of Trading Systenms which
affiliates of MSSB own interests and on which MS&gd/or
MS&Co. trades for client accounts.

Certain Trading Systems offer cash credits for rdthat
provide liquidity to their books and charge expliéées for
orders that extract liquidity from their books. Fradime to time,
the amount of credits that MSSB, MS&Co. and/or CGM
receives from one or more Trading System may exdbed
amount that is charged. Under these limited circantes, such
payments would constitute payment for order flow.

Certain Trading Systems through which MSSB, MS&@&uad/or

CGM may directly or indirectly effect client tradesxecute
transactions on a “blind” basis, so that a partyattransaction
does not know the identity of the counterpartyh® transaction.
It is possible that an order for a client accouat tis executed
through such a Trading System could be automaticalitched
with a counterparty that is (i) another investmadvisory or
brokerage client of MSSB or one of its affiliates(i)) MSSB or

one of its affiliates acting for its own proprigtaccounts.

Transaction-Related Agreements with MS&Co., Citi én
Affiliates. In connection with creating the joint venture,taer
agreements were entered into between or involvimgesor all
of MSSB, MS&Co, Citi, CGM and their affiliates, ilugling the
following:

e Order Flow. An agreement that, subject to best execution,
MSSB will transmit an agreed percentage of clierteos
for the purchase and sale of securities to MS&@iti,
CGM and their affiliates. MSSB has a conflict ofdrest in
transmitting client orders to these entities.

e Distribution. An agreement that, in return for the payment
of certain fees and expenses, MSSB will market and
promote certain securities and other products wmitten,
distributed or sponsored by MS&Co., Citi or thefiilmtes.
MSSB has a conflict of interest in offering, recoemding
or purchasing any such security or other producir tfor its
investment advisory clients.

e Investment Research. An agreement that MS&Co. and
CGM (or their applicable affiliates) will supplyvastment
research prepared by their respective researchpgrom
MSSB for its use. It is possible that MS&Co.’'s rassh
group, on the one hand, and Citi's research grouapthe
other hand, may reach different conclusions, ang make
different recommendations, with respect to the s@éseer
or investment manager. This may, among other things
result in different investment decisions or recomdaions
regarding the same issuer or investment managergbei
made for or given to MSSB investment advisory ¢ien

Affiliated Sweep Investments. MSSB has a conflict of interest
in selecting or recommending BDP or Money Markehdaias



the Sweep Investment. See Item 4.C above for

information.

C. Financial Advisors Acting as Portfolio
Managers

Description of Advisory Services
See Item 4.A above for a description of the sesvaffered in
the programs described in this brochure.

Tailoring Services for Individual Clients

You may ask your portfolio manager to manage yagoant
pursuant to a particular investment strategy. te 1CM
program your Financial Advisor will manage your @agt in
accordance with your IPS (as discussed above im UeA).
You may also place restrictions on your accountdiasussed
above in Item 4.A).

Wrap Fee Programs

MSSB acts as both the wrap fee program sponsorthed
portfolio manager in the programs described in tiigchure.

MSSB does not act as portfolio manager in any @uogrwhich

are not wrap fee programs but are otherwise sintiarthe

programs described in this brochure. MSSB recealeghe

client fees for its services provided in the progsadescribed in
this brochure.

Performance-Based Fees
The programs described
performance-based fees.

Methods of Analysis and Investment Strategies

Financial Advisors in the programs described irs thiochure
may use any investment strategy when providing stmaent
advice to you. Financial Advisors may use assktcation
recommendations of the Morgan Stanley Smith BaiGé&bal
Investment Committee as a resource but, if so,ethisrno
guarantee that any strategy will in fact mirror teaick these
recommendations. Investing in securities involkisk of loss
that you should be prepared to bear.

MSSB'’s cash policy applies to the PM program. Pbécy is

intended to provide tactical flexibility in alloéay assets to
Money Market Funds or the BDP program. While theay be
individual circumstances or tactical reasons toreegyht these
assets in your account, holding these assets asfpastrategic
allocation for an extended period of time couldedely impact
account performance.
percentage and duration guidelines for these assatswill

cease charging you an advisory fee on the portidhase assets

that exceeds our internal guidelines for so longush portion
exceeds the guidelines.

Policies and Procedures Relating to Voting Client&urities

Electing Who Votes Proxies. If you have an account in the PM

programs, you may elect to:

e retain the authority and responsibility to vote »es for
your account

» delegate discretion to vote proxies to a third yddther
than MSSB) or
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more

in this brochure do not gehar

if your account assets are custodied with MSSBhaize
us to vote proxies for such securities and recealated
materials.

Unless you authorize us to vote proxies, we witivard to you
any proxy materials that we receive for securitiesyour
account. Unless we vote proxies for you, we caadweise you
on particular proxy solicitations. If we vote pregifor you, you
cannot instruct us on how to cast any particuldevo

We will not provide advice or take action with respto legal
proceedings (including bankruptcies) relating te securities in
your account, except to the extent required by law.

MSSB’s Proxy Voting Policies and Procedure¥his section
only applies if you authorize us to vote proxiesymur behalf.
If you do so, you cannot instruct us on how to eamst particular
vote.

To assist us in our proxy voting responsibilitiese have
engaged ISS, a third party provider of corporateegmance
services. ISS provides in-depth research, anabsis voting
recommendations, as well as vote execution, agditmd
consulting assistance to handle proxy voting resitdlity.
Except as described below, MSSB votes in a manmesistent
with ISS’ policy guidelines and vote recommendatioBecause
ISS makes its recommendations based on its indepgnd
objective analysis of the economic interests ofredhalders, its
process ensures that we vote in clients’ best éster and
insulates our voting decisions from conflicts deiests.

e If ISS cannot make a proxy vote recommendation, 1SS
In cases where an

abstains on behalf of MSSB.
abstention is not possible ISS refers the votdgovbte
to the Proxy Voting Committee.

We have established a Proxy Voting Committee widmbers
designated by MSSB management. The Proxy Voting
Committee has the authority to amend MSSB'’s progying
policies and procedures. The Proxy Voting Committeeets
periodically to review generally its proxy votingljies and
procedures, and to address any outstanding or aépprixy
voting issues.

While MSSB'’s policy is to vote proxies solely inieits’ best
interests, proxy votes cast by the Proxy Voting Guttee may
also benefit other clients of MSSB or its affiliatéincluding

When an account exceeds MSSBnvestment banking or other clients with whom MS8Bits

affiliates has significant client relationships).

The Proxy Voting Committee may abstain from votifidased
on factors such as expense or difficulty of exexcisdetermines
that this best serves clients’ interests.

ISS enters proxies we cast on clients’ behalf edeatally into
ISS’ system.

You may obtain from your Financial Advisor, on regti

a complete copy of MSSB’s proxy voting policies and
procedures (including a copy of ISS’ policy guidel and
vote recommendations in effect from time to time) o



« information on how proxy votes have been cast ooryo

behalf during the prior annual period.

We retain books and records relating to our proxting
activities on behalf of client accounts as requivgdaw.

ltem 7: Client Information Provided to
Portfolio Managers

The Financial Advisor is the portfolio manager e torograms
described in this brochure. The Financial Advisas access to
the information you provide at account opening. the PM

programs, this includes information in the clienbfje and

investment questionnaire you complete as part efabcount
opening process.

Item 8: Client Contact with Portfolio
Managers

In the programs described in this brochure, you roagtact
your Financial Advisor at any time during normalsmess
hours.

Item 9: Additional Information

Disciplinary Information

This section contains information on certain legahd
disciplinary events.

In this section, “MSDW” means Morgan Stanley DW .Ina
predecessor broker-dealer of MS&Co. and registaregstment
adviser that was merged into MS&Co. in April 200MS&Co.
and CGM are predecessor broker-dealer firms of MSSB

« The National Association of Securities Dealers Inc.
1999 and
non-cash

(“NASD”) alleged that between October,
December, 2002, MSDW violated the
compensation provisions of the NASD Conduct Ruleslér
which MSDW was prohibited from providing its Finaac
Advisors with non-cash compensation for sales otualu
funds and variable annuities that were not baseitahsales

and equal weighting). MSDW offered rewards to its

Financial Advisors for sales of affiliated mutualnfls in
general, or particular affiliated mutual funds oertain
variable annuities. By a Letter of Acceptance, Veaiand

Consent (“LAWC") dated September 15, 2003, MSDW

agreed to (1) fines totaling $2.25 million; (2) wapel its

compliance systems and procedures; and (3) retain a

independent consultant to review and make recomatimts
on MSDW's supervisory and compliance procedures.

« On April 28, 2003, the SEC filed a complaint allegithat

MS&Co. violated certain NASD and New York Stock
Exchange (“NYSE”) Conduct Rules (collectively, the

“Conduct Rules”) by creating conflicts of interefstr its
research analysts with respect to investment bgrdativity,
failing to adequately manage such conflicts, fgilio ensure,
in offerings where MS&Co. was the lead underwriténgt
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payments made to other broker-dealers for publgshin
research reports were disclosed by the issuetseimffering
documents and the other broker-dealers in theieareh
reports, and failing to supervise properly its ezsh
analysts, including with respect to the ratingscepttargets
and content of the reports of senior research atmly
Without admitting or denying the substantive allemss in
the complaint, on October 31, 2003, MS&Co. conserite
the entry of a final judgment that enjoined MS&Gmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altecf75
million to fund independent research. In additiM5&Co.
agreed to a number of structural changes to theatipes of
its equity research and investment banking operatio
Concurrently, MS&Co. also entered into a settlemeith
the NYSE, the NASD and the Attorney General of State

of New York with respect to the same conduct spextifn
the complaint. MS&Co. is also in the process oflizing
settlements with the other state and territoriatusiies
administrators.

In 2003, Salomon Smith Barney (“SSB”), now known as
CGM, settled civil and regulatory actions brought the
SEC, the NYSE, the NASD, the Attorney General of th
State of New York (“NYAG”), and state securities
regulators, which alleged violations of certain el and
state securities laws and regulations, and ceN&8D and
NYSE rules, by SSB arising out of certain busingsstices
concerning sell-side research during 1999 to 2aad,initial
public offerings (“IPOs”) during 1996 to 2000. Thetions
alleged, among other things, that SSB publisheddirkent
research reports, permitted inappropriate influeriog
investment bankers over research analysts, anddfdib
adequately supervise the employees who engagelose t
practices. It was also alleged that SSB engagenhimoper
“spinning” of shares to executives of investmennkiag
clients and failed to maintain policies and proaedu
reasonably designed to prevent the potential misofse
material non-public information in certain circurstes.
Without admitting or denying the findings, SSB cenied to
(1) censures by NASD and the NYSE; (2) cease aststde
orders in state proceedings prohibiting SSB fromwlating
certain state laws and regulations; (3) a judgrpeohibiting
SSB from violating certain laws and regulations);, ¢értain
operational reforms; (5) participating in a volugtanitiative
pursuant to which SSB will no longer make allocasioof
securities in hot IPOs to accounts of executivécef§ or
directors of U.S. public companies; and (6) a paytaf
$400 million.

The SEC alleged disclosure violations in connectiath
marketing arrangements between MSDW and certaimahut
fund complexes in connection with the offer anas#lclass
B shares in certain Morgan Stanley proprietary mutunds
in the amount of $100,000 or more in a single tatien.
The SEC also alleged that receipt of directed e
commissions as payment for such marketing arrangtsme
contravened NASD Rule 2830(k). On November 17, 2003
without admitting or denying the findings, MSDW camted
to orders including a censure; a cease and desist;an
undertaking to distribute, for the benefit of certaustomers,
$50 million dollars, consisting of disgorgement Plu



prejudgment interest in the amount of $25 milliord aivil
penalty of $25 million. MSDW also made certain athe
undertakings including (1) preparing and distribgtcertain
disclosures and a mutual fund bill of rights; (Brmitting
certain class B shares to be converted to classafes; and
(3) retaining an independent consultant to reviemong
other things, the completeness of the disclosured a
conformity with other aspects of the order.

In 2004, the NYSE brought an administrative actidiaging
that MS&Co. and MSDW (1) failed to ensure delivesly
prospectuses in connection with certain sales ofrritées;
(2) failed to timely and accurately file daily pragn trade
reports; (3) erroneously executed certain sell rdmn a
minus tick for securities in which MS&Co. held aosh
position; (4) failed to timely submit RE-3 in cormtien with
certain matters; (5) hired certain individuals sabjto -
statutory disqualification and failed to file firgeint cards
for certain non-registered employees; (6) failedctonply
with requirements concerning certain market-oneland
limit-on-close orders; and (7) failed to reasonaslypervise
certain activities. MS&Co. and MSDW resolved theiat
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 millicand a
rescission offer to those clients who should haeeived a
prospectus during the period from June 2003 to edeipér
2004.

In January 2005, the SEC filed a complaint in fatleourt
alleging that, during 1999 and 2000, MS&Co. viothte
Regulation M by attempting to induce certain custosmwho
received allocations of IPOs to place purchase rerder
additional shares in the aftermarket. The SEC didatiege
fraud or impact on the market. On January 25, 2005,
MS&Co. agreed to the entry of a judgment enjoining
MS&Co. from future violations and the payment of40
million civil penalty. The settlement terms recalveourt
approval on February 4, 2005.

In March 2005, the SEC entered an administrativie Grase
and desist order against CGM for two disclosurtufes by
CGM in offering and selling mutual fund shares.sHjr,
CGM received from mutual fund advisers and distobsi
revenue sharing payments, in exchange for which CGM
granted mutual funds preferential sales treatmEime. order
found that CGM did not adequately disclose its nene
sharing program to its clients, in violation of tBecurities
Act of 1933 (“Securities Act”) and Rule 10b-10 undbe
Securities Exchange Act of 1934 (“Exchange Act”).
Secondly, on sales of Class B mutual fund sharesnounts
aggregating $50,000 or more, the order found tf@MCin
violation of the Securities Act, failed to discloadequately

at the point of sale that such shares were sulbjebigher
annual fees. These fees could have a negative tmpac
client investment returns, depending on the amaurdsted
and the intended holding period. The SEC order weas
CGM, required CGM to cease and desist from future
violations of the applicable provisions, and regdiCGM to
pay a $20 million penalty.

In March 2005, the NASD censured and fined CGM with
respect to CGM’s offer and sale of Class B and <l@s
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mutual fund shares during 2002 and the first sixthne of
2003. The NASD found that CGM either had not adégya
disclosed at the point of sale, or had not adefpate
considered in connection with its recommendatianslients
to purchase Class B and Class C shares, the diffesein
share classes and that an equal investment in Blatsires
generally would have been more advantageous for
clients. The NASD also found that CGM’s supervisand
compliance policies and procedures regarding Ckasnd
Class C shares had not been reasonably designedstwe
that SB Financial Consultants consistently providddquate
disclosure of, or consideration to, the benefitshaf various
mutual fund share classes as they applied to iddati
clients. The NASD censured CGM and required CGMayp
a $6.25 million fine.

the

On May 31, 2005, the SEC issued an order in coiorect
with the settlement of an administrative proceedagginst
Smith Barney Fund Management LLC (“SBFM”") and CGM
relating to the appointment of an affiliated trasgent for
the Smith Barney family of mutual funds (“Smith Bay
Funds”). SBFM was an affiiate of CGM during the
applicable period.

The SEC order found that SBFM and CGM wiillfully \ated
section 206(1) of the Investment Advisers Act 0f4Q09
(“Advisers Act”). Specifically, the order found th&BFM
and CGM knowingly or recklessly failed to disclogethe
Boards of the Smith Barney Funds in 1999 when psimygpa
new transfer agent arrangement with an affiliatehdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dostime
work for substantially less money than before; @itijroup
Asset Management (“CAM”), the Citi business unitatth
includes the Smith Barney Funds’ investment manager
other investment advisory companies, had entertedairside
letter with First Data under which CAM agreed to
recommend the appointment of First Data as sulsfiean
agent to the affiliated transfer agent in excharg®mong
other things, for a guarantee by First Data of Higec
amounts of asset management and investment bafddéado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
virtue of the omissions discussed above and other
misrepresentations and omissions in the materralgged to
the Smith Barney Funds’ Boards, including the faluo
make clear that the affiliated transfer agent wadd a high
profit for performing limited functions while FirsData
continued to perform almost all of the transfer rage
functions, and the suggestion that the proposezhgement
was in the Smith Barney Funds’ best interests &ad ho
viable alternatives existed. SBFM and CGM did rairnd or
deny any wrongdoing or liability. The settlement diot
establish wrongdoing or liability for purposes afyaother
proceeding.

The SEC censured SBFM and CGM and ordered them to
cease and desist from violations of sections 20&(1d
206(2) of the Advisers Act. The order required @itipay
$208.1 million, including $109 million in disgorgemt of
profits, $19.1 million in interest, and a civil m@npenalty of



$80 million. Approximately $24.4 million has alrgatieen
paid to the Smith Barney Funds, primarily througke f
waivers. The remaining $183.7 million, including eth
penalty, has been paid to the U.S. Treasury.

The order required SBFM to recommend a new trarsgfent
contract to the Smith Barney Fund Boards within ti&8@s of
the entry of the order; if a Citi affiliate subneitt a proposal -
to serve as transfer agent or sub-transfer agent, a
independent monitor must be engaged at the expehse
SBFM and CGM to oversee a competitive bidding pssce
Under the order, Citi also must comply with an adeth
version of a vendor policy that Citi institutedAngust 2004.
That policy, as amended, among other things, requinat
when requested by a Smith Barney Fund Board, CAM wi
retain at its own expense an independent consudtipgrt to
advise and assist the Board on the selection tdiceservice
providers affiliated with Citi.

In a LAWC dated August 1, 2005, the NASD found that
MSDW failed to establish and maintain a supervisory
system, including written procedures, reasonabgigieed to
review and monitor MSDW'’s fee-based brokerage assn
between January 2001 and December 2003. Without
admitting or denying the allegations, MSDW consdnte

the described sanctions and findings and was cedsand
fined $1.5 million, and agreed to the payment dfitetion to
3,549 customers in the total amount of approxinya$l.7
million, plus interest.

The SEC alleged that MS&Co. violated the Exchangebdy
inadvertently failing to timely produce emails thet SEC
staff pursuant to subpoenas in the SEC’s invesbiganto
MS&Co.’s practices in allocating shares of stockR®s and
an investigation into conflicts of interest betwdd8&Co.’s
research and investment banking practices. Without
admitting or denying the allegations, MS&Co. cortedrto a
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchamrgs.
MS&Co. agreed to make payments aggregating $1%omill -
which amount was reduced by $5 million contempovasky
paid by MS&Co. to the NASD and the NYSE in related
proceedings. MS&Co. also agreed to notify the SH,
NASD and the NYSE that it has adopted and implesgnt
policies and procedures reasonably designed to rensu
compliance with the Exchange Act. MS&Co. also adrae
provide annual training to its employees respomsifir
preserving or producing electronic communicationsd a
agreed to retain an independent consultant to wevad
comment on the implementation and effectivenesshef
policies, procedures and training.

On June 27, 2006, the SEC announced the initicdioc
concurrent settlement of administrative cease agdistl
proceedings against MS&Co. and MSDW for failing to
maintain and enforce adequate written policies and
procedures to prevent the misuse of material ndipub
information. The SEC found that from 1997 throud)0@,
MS&Co. and MSDW violated the Exchange Act and the
Advisers Act by failing to (1) conduct any surveilce of a
number of accounts and securities; (2) provide adeq -
guidance to MS&Co.’s and MSDW'’s personnel chargét w
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conducting surveillance; and (3) have adequateraisntn
place with respect to certain aspects of “Watcht'Lis
maintenance. The SEC's findings covered differerdas
from the 1997 through 2006 time period. MS&Co. and
MSDW were ordered to pay a civil money penalty 60$
million and agreed to enhance their policies amt@dures.

On August 21, 2006, MS&Co. and MSDW entered into a
LAWC relating various finds that, at various timestween
July 1999 and 2005, MS&Co. violated a number of NAS
and SEC rules. The violations related to areasidtict trade
reporting through the Nasdaq Market Center (forynerl
Automated Confirmation Transaction Service (ACT))ade
Reporting and Compliance Engine (TRACE) and Order
Audit Trail System (OATS); market making activities
trading practices; short sales; and large optioositipns
reports. The NASD also found that, at various tirdasng
December 2002 and May 2005, MSDW violated NASDsule
and Municipal Securities Rulemaking Board (“MSRBUl)es
related to areas including trade reporting throadgbACE,
short sales, and OATS. The NASD further found that,
certain cases, MS&Co. and MSDW violated NASD Rule
3010 because their supervisory systems did not igeov
supervision reasonably designed to achieve congdiavith
securities laws, regulations and/or rules.

Without admitting or denying the findings, MS&Cond
MSDW consented to the LAWC. In the LAWC, MS&Co.
and MSDW were censured, required to pay a mondiaey

of $2.9 million and agreed to make restitution lie parties
involved in certain transactions, plus interesbnirthe date
of the violative conduct until the date of the LAWC
MS&Co. and MSDW also consented to (1) revise their
written supervisory procedures; and (2) provideport that
described the corrective action that they completathg the
year preceding the LAWC to address regulatory issared
violations addressed in the LAWC, and the ongoing
corrective action that they were in the processoofipleting.

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&Cin
this matter, the SEC found that MS&Co. violateddtgy of
best execution under the Exchange Act. In particulae
SEC found that, during the period of October 240120
through December 8, 2004, MS&Co.'s proprietary reérk
making system failed to provide best execution éotain
retail OTC orders. In December 2004, MS&Co. remothesl
computer code in the proprietary market-making esysthat
caused the best execution violations. MS&Co. coteskn
without admitting or denying the findings, to a sere, to
cease and desist from committing or causing future
violations, to pay disgorgement of approximately.965
million plus prejudgment interest on that amounig 0 pay

a civil penalty of $1.5 million. MS&Co. also conged to
retain an Independent Compliance Consultant toevevts
policies and procedures in connection with its raarkaking
system’s order handling procedures and its contelbing

to changes to those procedures, and to developter Ipéan

of distribution.

On July 13, 2007, the NYSE issued a Hearing Board
Decision in connection with the settlement of afoerement



proceeding brought in conjunction with the New égrs
Bureau of Securities against CGM. The decision hbht
CGM failed to (1) adequately supervise certain bhan
offices and Financial Advisors who engaged in décep
mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both ptgmi
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) mand
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censybg;
establishing a $35 million distribution fund forsgbrgement
payments; (c) a penalty of $10 million (half to jmeid to the
NYSE and half to be paid to the distribution fun@) a
penalty of $5 million to be paid to the State ofwN&ersey;
and (e) appointing a consultant to develop a ptarpay
CGM'’s clients affected by the market timing.

On September 27, 2007, MS&Co. entered into a LAWI w
the Financial Industry Regulatory Authority (“FINRA
FINRA found that, from October 2001 through Mard@03,
MSDW provided inaccurate information to arbitration
claimants and regulators regarding the existencepref
September 11, 2001 emails, failed to provide sunhils in
response to discovery requests and regulatory riegyi
failed adequately to preserve books and recordsfailed to
establish and maintain systems and written proesdur
reasonably designed to preserve required records tan
ensure that it conducted adequate searches inn&spo
regulatory inquiries and discovery requests. FINRKoO
found that MSDW failed to provide arbitration claints
with updates to a supervisory manual in discoveoynflate
1999 through the end of 2005. MS&Co. agreed, withou
admitting or denying these findings, to establish$&5
million fund for the benefit of potentially affectearbitration
claimants. In addition, MS&Co. was censured ancegrto
pay a $3 million regulatory fine and to retain adeépendent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgating to -
its retail brokerage operations.

On October 10, 2007, MS&Co. became the subjectrof a
Order Instituting Administrative and Cease-And-Besi
Proceedings (“October 2007 Order”) by the SEC. The
October 2007 Order found that, from 2000 until 2005
MS&Co. and MSDW failed to provide to their retail
customers accurate and complete written trade reoafions

for certain fixed income securities in violation dhe
Exchange Act and MSRB rules. In addition, MS&Co.swa
ordered to cease and desist from committing oricgusny
future violations, and was required to pay a $7.i8ian
penalty and to retain an independent consultantetgew
MS&Co.’'s applicable policies and procedures. MS&Co.
consented to the issuance of the October 2007 Qvideout
admitting or denying the SEC'’s findings.

On December 18, 2007, MS&Co. became the subjeetnof
Order Instituting Administrative Cease-and-Desist
Proceedings (“December 2007 Order”) by the SEC. The
December 2007 Order found that, from January 200# u
August 2003, MSDW (1) failed to reasonably supenfisur
Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (@plated
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the Investment Company Act of 1940 by allowing rimbét
mutual fund trades that were placed or amended #itge
close of trading to be priced at that day’s closirgj asset
value. The December 2007 Order also found tham 2600
through 2003, MSDW violated the Exchange Act by not
making and keeping records of customer orders glader
the market close and orders placed for certain énddgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC'’s findings, MS&Co. el to

a censure, to cease and desist from future violataf the
applicable provisions, to pay a penalty of appratety
$11.9 million, to disgorge profits related to theading
activity (including prejudgment interest) of appirmately
$5.1 million and to retain an independent distritout
consultant.

In May 2005, MS&Co. and MSDW discovered that, from
about January 1997 until May 2005, their orderyesystems
did not check whether certain secondary market rigess.
transactions complied with state registration regaents
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 saat territorial
jurisdictions. MS&Co. and MSDW conducted an intdrna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkckto
Exchange, identified transactions which were exagtuh
violation of the Blue Sky laws, and offered resicasto
affected customers. MS&Co. settled the state regula
issues in a multi-state settlement with the 46 ciffeé state
and territorial jurisdictions. Under the settlemelS&Co.
consented to a cease and desist order with, argddo pay
a total civil monetary penalty of $8.5 million te llivided
among, each of the 46 state and territorial jucisoins. The
first order was issued by Alabama on March 19, 2G0®i
orders are expected to be issued by subsequesd stedr the
coming months.

On August 13, 2008, MS&Co. agreed on the generalgef
a settlement with the NYAG and the Office of thkénbis
Secretary of State, Securities Department (“llipi(on
behalf of a task force of the North American Seesi
Administrators Association (“NASAA”)) with respetd the
sale of auction rate securities (“ARS”). MS&Co. een,
among other things, to repurchase at par approgim&d.5
billion of illiquid ARS held by certain clients df1S&Co.
which were purchased prior to February 13, 2008.
Additionally, MS&Co. agreed to pay a total fine 685
million. Final agreements were entered into with MYAG
on June 2, 2009 and with lllinois on September20D9. The
lllinois agreement serves as the template for ageeds with
other NASAA jurisdictions.

On November 13, 2008, in connection with the settiet of
a civil action arising out of an investigation hetSEC into
CGM's underwriting, marketing and sale of ARS, CGM,
without admitting or denying the allegations of tB&C’s
complaint, except as to those relating to persandlsubject
matter jurisdiction, which were admitted, consentedthe
entry in the civil action of a Judgment As To Defant
Citigroup Global Markets Inc. (“November 2008
Judgment”). Thereafter, on December 11, 2008, tBE S
filed its civil action in the federal district cdufor the



Southern District of New York (“Court”). The Novemb
2008 Judgment, which was entered on December 28 @D
permanently enjoined CGM from directly or indirgectl
violating section 15(c) of the Exchange Act; (iijopides
that, on later motion of the SEC, the Court is &tedmine
whether it is appropriate to order that CGM pay il c
penalty pursuant to section 21(d)(3) of the ExcleaAgt, and
if so, the amount of the civil penalty; and (iiijdered that

Other Financial Industry Activities and Affiliation s

Morgan Stanley Parent indirectly owns 51% of MSSB.
Morgan Stanley Parent is a financial holding conypander the
Bank Holding Company Act of 1956. Citi indirecthyvns 49%

of MSSB. Both Morgan Stanley Parent and Citi are
corporations whose shares are publicly held andetteon the
New York Stock Exchange.

CGM's Consent be incorporated into the November8200 pcyiyities of Morgan Stanley Parent and Citi. Morgan Stanley

Judgment and that CGM comply with all of the unakirigs
and agreements in the Consent, which include ar tdfbuy
back at par certain ARS from certain customers. $BE’s
complaint alleged that (1) CGM misled tens of trands of
its customers regarding the fundamental naturendf résks
associated with ARS that CGM underwrote, marketed a
sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custsrtieat
ARS were safe, highly liquid investments comparatie
money market instruments; (3) as a result, nume@GM

customers invested in ARS funds they needed to hawe

available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; andaéba
result of the failed auctions, tens of thousandsC&M
customers held approximately $45 billion of illiquARS,
instead of the liquid short-term investments CGMd ha
represented ARS to be. CGM reached substantiathjlasi
settlements with the NYAG and the Texas State $wgEsir
Board (“TSSB”), although those settlements
administrative in nature and neither involved thiad of a
civil action in state court. The settlements witle tNYAG
and the TSSB differed somewhat from the settlemwetit
the SEC in that the state settlements (a) madénfiscthat
CGM failed to preserve certain recordings of tetaphcalls
involving the ARS trading desk; and (b) required NLG&o
refund certain underwriting fees to certain muratigsuers.
In addition, as part of the settlement with New K,0€GM
paid a civil penalty of $50 million. CGM also agdeén
principle to pay to states other than New York withich it
enters into formal settlements a total of $50 willi CGM
paid $3.59 million of this $50 million to Texas part of the
settlement with that state. CGM expects it will dea
settlements with the remaining states.

« On March 25, 2009, MS&Co. entered into a LAWC with
FINRA. FINRA found that, from 1998 through 2003,
MSDW failed to reasonably supervise the activitidstwo
Financial Advisors in one of its branches. FINRAd that
these Financial Advisors solicited brokerage anagstment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealistiegtment
returns and failing to disclose material informati¢-INRA
also held that MS&Co. failed to ensure that theusées and

Parent and Citi are both global firms engagingouigh their
various subsidiaries, in a wide range of financi&rvices
including:

e securities underwriting, distribution, trading, mer,
acquisition, restructuring, real estate, projedafice and
other corporate finance advisory activities

« merchant banking and other principal investmeriviiets
e brokerage and research services
asset management

- trading of foreign exchange, commodities and stmect
financial products and

« global custody, securities clearance services,saudrities
lending.

Broker-Dealer and FCM RegistrationsAs well as being a

wereregistered investment advisor, MSSB is register®é droker-

dealer and a futures commission merchant.

Restrictions on Executing Trades. As MSSB is affiliated with
MS&Co., Citi and their affiliates, the following stictions
apply when executing client trades:

e MSSB, MS&Co. and Citi generally do not act as ppat
in executing trades for MSSB investment advisoligntb
(except to the extent permitted by a program aadatv).

* Regulatory restrictions may limit your ability taighase,
hold or sell equity and debt issued by Morgan Stanl
Parent, Citi and their affiliates in some advisprggrams.

e Certain regulatory requirements may limit MSSB’sligb
to execute transactions through alternative exesuti
services (e.g., electronic communication networksd a
crossing networks) owned by MSSB, MS&Co., Citi beit
affiliates.

These restrictions may adversely

performance.

impact client w&oto

Related Investment Advisors and Other Service Pdevs.
MSSB has related persons that are the investmensead to
mutual funds in various investment advisory progam
(including Morgan Stanley Investment Management .,Inc

accounts recommended for the retirees were properlylorgan Stanley Investment Advisors Inc. and Mor@&ianley

reviewed for appropriate risk disclosure, suitapiind other
concerns. MS&Co. consented, without admitting onydteg
the findings, to a censure, a fine of $3 milliondaestitution
of approximately $2.4 million plus interest to 90rrher
clients of the Financial Advisors.

MSSB’s Form ADV Part 1 contains further informatiabout its
disciplinary history, and is available on requestnf your
Financial Advisor
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Investment Management Limited). If you invest yassets in
an affiliated mutual fund, MSSB and its affiliatesrn more
money than if you invest in an unaffiliated mutufaind.
Generally, for ERISA or other retirement accourt4SSB
rebates or offsets fees so that MSSB complies W&& and
Department of Labor rules and regulations.

Morgan Stanley Investment Advisors Inc., its whobtywned
subsidiary Morgan Stanley Services Company Ind, lorgan



Stanley Investment Management Inc. serve in varamissory,
management, and administrative capacities to open-&nd
closed-end investment companies and other porfgsome of
which are listed on the NYSE).

Morgan Stanley Distributors Inc. serves as distdbtior these

open-end investment companies, and has enteredséhated

dealer agreements with MSSB and affiliates. Mor@anley

Distributors Inc. also may enter into selected eleareements
with other dealers. Under these agreements,
affiliates, and other selected dealers, are congteddor sale of
fund shares to clients on a brokerage basis, andhfareholder
servicing (including pursuant to plans of distribatadopted by
the investment companies pursuant to Rule 12b-leurtte

Investment Company Act of 1940).

Morgan Stanley Trust FSB, an affiliate of MSSB, vesr as
transfer agent and dividend disbursing agent fofrestment
companies advised by Morgan Stanley Investment gagilnc.
and other affiliated investment advisers and magixe annual
per shareholder account fees from or with respe¢hém and
certain nonaffiliated investment companies.

Related persons of MSSB act as general partnerinadrative
agent or managing member in a number of funds imctwh
clients may be solicited in a brokerage or advistapacity to
invest.  These include funds focused on private itgqu
investing, investments in leveraged buyouts, ventoapital
opportunities, research and development ventuess, estate,
managed futures, hedge funds, funds of hedge fandsother
businesses.

See Item 4.C above for a description of cash svimggstments
managed or held by related persons of MSSB.

See Item 6.B above for a description of variousflazia of
interest.

Code of Ethics

The MSSB US Investment Advisory Code of Ethics (€9
applies to MSSB’s employees, supervisors, offieed directors
engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
Code prohibits Employees from engaging
transactions or activities that involve a mater@ainflict of
interest, possible diversion of a corporate opputyy or the
appearance of impropriety. Employees must alwagseplthe
interests of MSSB’s clients above their own and tnmever use
knowledge of client transactions acquired in therse of their
work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent amhatidns of
the Code by the individuals, branches and depaisribat they
supervise.

The Code generally operates to protect againstlictnfof
interest either by subjecting Employee activities specified
limitations (including pre-approval requirements)r dy
prohibiting certain activities. Key provisions ohet Code
include:

outside of his or her employment with MSSB, regasdlof
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in  securitie

MSSB an

whether that Employee receives compensation fos thi
activity, must first obtain written authorizatiorofm his or
her supervisor. (Outside activities include serviag an
officer or director of a business organization on4profit
entity, and accepting compensation from any person
organization other than MSSB.)

Employees are generally prohibited from giving eceaiving
gifts or gratuities greater than $100 per recipigar
calendar year to or from persons or organizatiorith w
which MSSB has a current or potential business
relationship, clients, or persons connected witlotlzer
financial institution, a securities or commoditieschange,
the media, or a government or quasi-governmentéalyen

Employees cannot enter into a lending arrangemétht av
client (unless they receive prior written approfram their
supervisor and MSSB’s Compliance Department).

MSSB maintains a “Restricted List” of issuers fonigh it
may have material non-public information or othentticts
of interest. Employees cannot, for themselves airth
clients, trade in securities of issuers on the tReed List”
(unless they receive prior written approval frome th
Compliance Department).

Certain Employees, because of their potential acteson-
public information, must obtain their supervisonstior
written approval before executing certain secusitie
transactions for their personal securities accourtd
Employees must also follow special procedures for
investing in private securities transactions.

Certain Employees are subject to further restmistion their
securities transaction activities. PM Financial &dvs, and
Global Investment Solutions managers and their team
members and sales assistants, may not trade in dtei
accounts (or certain accounts in which they or teela
persons have an interest) in the same securithersame
day as they execute advisory clients’ trades. Tgaihe
derivatives of the security are also prohibitedtoa trade
date.

However, in the programs described in this brochure
Financial Advisors may trade their own (and family)
accounts at the same time as they execute cliadedr if
they aggregate these trades with client trades.ey Thay
thereby acquire, and compete for, positions orr@sts in
the same securities as their clients which maycafthe
security’s price, which constitutes a conflict aftarest.
While Financial Advisors are required to execute
transactions in a manner that is fair and equitabléheir
clients over time, client accounts may at timesnukrectly
negatively impacted when Financial Advisors alsalér for
their own accounts. We address this conflict tscldising

it to you. Please ask your Financial Advisor iuyawould
like more information on the Financial Advisor'saptices

in this respect.

You may obtain a copy of the Code of Ethics fromuryo
Financial Advisor.

Reviewing Accounts

« An Employee who wishes to conduct business activityAt @ccount opening, your Financial Advisor must westhat,
and the Financial Advisor's Branch Manager confirtimat, the



account and the investment style are suitable tmests for
you.

Your Financial Advisor is then responsible for ewing your
account on an ongoing basis. Your Financial Advismy
adjust your portfolio at any time according to metrkonditions.
Your Financial Advisor will ask you at least anryal your

investment objectives have changed. If your objestchange,
your Financial Advisor will modify your portfolicotbe suitable
for your needs.

The Portfolio Management Group reviews accountsy dii
determine if any investments are outside the proggaidelines
and, if so, requires your Financial Advisor and i&ta Manager
to bring your account within the guidelines.

See Item 4.A above for a discussion of accountestants,
Investment Monitors.

Client Referrals and Other Compensation
See “Payments from Mutual Funds” in Item 6.B above.

MSSB’s Professional Alliance Group program allowertain
unaffiliated third parties to refer clients to MSSBIf the client
invests in an investment advisory program, MSSBsphg third
party an ongoing referral fee (generally about 25%he portion

of the client fee that MSSB would otherwise allecad the
Financial Advisor). MSSB may pay a fee greatetess than
25% depending on the facts and circumstances of the
relationship.

Financial Information

MSSB is not required to include a balance sheétigmbrochure
because MSSB does not require or solicit prepayroémbore
than $1,200 in fees per client, six months or nir@dvance.

MSSB does not have any financial conditions thatraasonably
likely to impair its ability to meet its contractusommitments to
clients.

MSSB and its predecessors have not been the subjeat
bankruptcy petition during the past 10 years.
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Exhibit: _ Affiliated Money Market Funds Fee Disclosure Statement
and Float Disclosure Statement

Sweep Vehicles in Retirement Accounts and CESAsS

Since the dates below (“Effective Dates”), thedualing “Retirement Plan Accounts” (IRAs, EBT, RPMda¥IP accounts)
and Coverdell Education Savings Accounts (“CESAsye generally been effecting temporary sweep acimns of new
uninvested cash balances into Deposit Accountsbiestiad under the Bank Deposit Program (although Giannel
Retirement Plan Accounts did not begin using BDRhasSweep Investment until MSSB merged its SB @Gahand MS
Channel):

e September 17, 2007 for “IRAS” (e.g., Traditional, Roth, Rollover, SEBAR-SEP, SIMPLE), and
» May 19, 2008 for the remaining Retirement Plan Accounts (EBT, RPM and VIP accounts) and CESAs.

Before the Effective Dates, MSSB effected such gwesnsactions using the Morgan Stanley money ndukels listed in
the table below as follows (although SB ChannelrBetent Plan Accounts did not begin using theseddnrStanley money
market funds as the Sweep Investment until some &fter the Effective Date):

o0 IRAs or CESAs in advisory programs swept into therfyhn Stanley Liquid Asset Fund Inc. (“ILAF”) and

o all other Retirement Plan Accounts in advisory papgs swept into one or a number of different pretary mutual
funds (which could have included ILAF) dependingtia type of account and the advisory program.

As of the Effective Dates, any existing balancethese Morgan Stanley money market funds remaimdioki funds, pending
use for account charges and other purposes. Therehese accounts could still maintain cash lcaksin these funds.

Now, as an alternative to the Deposit Account, Ratient Plan Accounts and CESAs can choose to swia&p ILAF or
the Morgan Stanley U.S. Government Money Market ty*SGMT”).

For Retirement Plan Accounts that swept into atidd money market funds before the Effective Datespntinued to hold
cash amounts in these funds after the Effective®at

* any fee designated in the table below as “Advideeg” received by an MSSB affiliate is offset aghithe advisory
program fees and

» any fees designated in the table as “Distributind Service Fees” received by MSSB or its affiliatesredited to the
account.

Accordingly, changes in these fees over time didafiect the fees paid by Retirement Plan Accounts.

Interest Earned on Float

If MSSB is the custodian of your account, MSSB mayain as compensation, for providing services, doeount’s
proportionate share of any interest earned on batinces held by MSSB (or an affiliate) with regpecassets awaiting
investment including:

* new deposits to the account (including interestdiniiends) and

e uninvested assets held by the account caused mstnction to the custodian to buy and sell sé@gi(which may,
after the period described below, be automaticadlgpt into a sweep vehicle).

This interest is generally at the prevailing FetlEtmds interest rate.

Generally, with respect to such assets awaitingstment:

o when the custodian receives the assets on a dejich the NYSE is open (“Business Day”) and befive NYSE
closes, the custodian earns interest through teethe following Business Day and

0 when the custodian receives the assets on a Basibeg but after the NYSE closes, or on a day wiigchot a
Business Day, the custodian earns interest thrthegknd of the second following Business Day.

MSSB as an ERISA fiduciary

If MSSB is a fiduciary (as defined under ERISA be internal Revenue Code) with respect to the &atint Plan Account,
the table below describes the fees and expensegetht assets invested in shares of the moneyamnarkds in which the
account invests (expressed as a percentage ofwath average daily net assets for the statedlfigear).  Note that:

e The rate of Advisory Fee and Distribution and Ssevirees (including 12b-1 fees) (whether in basiatpmr dollars)
may not be increased without first obtaining shaledr approval.
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» Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the tablewkat deducted
from each fund’s assets or charged to all sharehadcounts in the stated fiscal year (and may gihdrom year to
year).

These fees and expenses may be paid to MSSB aalfilittes for services performed. The aggregat®munt of these fees

is stated in the tables below. The amounts of esgededucted from a fund’s assets are shown infaadrs statement of

operations in its annual report.

Morgan Stanley Investment Management (and/or iifaaés) may, from time to time, waive part of igglvisory fee or
assume or reimburse some of a fund’s operatingrsqgse (This may be for a limited duration.) Suctioas are noted in
the fund’s prospectus and/or statement of additiofarmation. The table below shows the Total Aah&und Operating
Expenses (before management fee waivers and/onsgpeimbursements) and the Total Annual Fund @ipgr&xpenses
After Fee Waivers and/or Expense Reimbursements.

MSSB believes that investing in shares of the fuimissweep purposes may be appropriate for RetineR&ns because
using professionally managed money market funasiallyou to access cash on an immediate basis, pdleding a rate
of return on your cash positions pending investmaAatis typical of such arrangements, we use offlljaded money funds
for this purpose.

MSSB also believes that investing a Retirement’Blassets in the Deposit Accounts may also be apiate. Terms of the
Bank Deposit Program are further described in taekBDeposit Program Disclosure Statement, whichbleas provided to
you with your account opening materials.

The fund expense information below reflects the tmesent information available to us as of March3m12, and is subject
to change. Please refer to the funds’ current masises, statements of additional information amtbal reports for more
information.

Total Annual Fund
Total Annual  Operating Expenses

Distribution Fund After Fee Waivers
Advisory and Service Other Operating and/or Expense

Fund Fee Fees Expenses Expenses Reimbursements
Active Assets Money Trust 0.29% 0.10% 0.08% 0.47% .26%
Active Assets Government Securities
Trust 0.45% 0.10% 0.13% 0.68% 0.18%
Active Assets Institutional Government
Securities Trust 0.10% None 0.08% 0.18% 0.17%
Active Assets Institutional Money Trust 0.10% None 0.08% 0.18% N/A
Morgan Stanley Liquid Asset Fund Inc. 0.27% 0.10% 219 0.58% 0.25%
Morgan Stanley U.S. Government
Money Market Trust 0.44% 0.10% 0.16% 0.70% 0.21%
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