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Iltem 2: Material Changes

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

Merger of Investment Advisory Programs. MSSB
provides investment advisory services through tivanoels.
One channel generally provides the investment adyis
programs previously provided by Smith Barney and/or
Citigroup Global Markets Inc., and the other chdmgemerally
provides the investment advisory programs previousl
provided by Morgan Stanley & Co. Incorporated. MSSEn
the process of merging the advisory programs ctlyren
operated in the Smith Barney and Morgan Stanlepmdla. In
this ADV brochure, and in various client communicas, we
refer to this process as the “Conversion.” If yoe a client
in the Smith Barney channel, this may affect yoccoant in
various ways. For example, there may be changeshtre
your account is custodied and to your cash sweéprep We
will notify you in advance of any changes to yowcaunt
resulting from the Conversion. If you are not sureether
your account is in the Smith Barney channel or Mwrgan
Stanley channel, please contact your Financial gatvior
Private Wealth Advisor. (Item 4)

Changes in Availability of Alternative Investments.
MSSB (either itself or through a service providdoes due
diligence on and monitors the alternative investimen the
programs described in this ADV brochure. We kedjstaof
approved funds in which qualified clients may inves
(“Alternatives Approved List”). If we decide to m®ve an
alternative investment from this list, it undergde® status
changes:

e Redeem: The alternative investment is no longer
available for investment in the programs but we
continue to perform due diligence and charge yeu th
fee in your agreement until we change the status to
“Terminate” (or another date we determine).

e Terminate: (A) We terminate due diligence, (B) we
cease acting as your investment advisor for that
alternative investment and you stop paying theirfee
your client agreement (but still pay any underlying
management fees to the investment manager of the
alternative investment), (C) we transfer the
alternative investment to a brokerage account, and
(D) you are solely responsible for any decision to
remain invested in the alternative investment. If
you remain invested after the status changes to
Terminate, we may continue to provide performance
reports and account statements to you for an annual
fee of 0.25% of your remaining assets in that
alternative investment that were previously in the
program. (ltem 4.C)

Cash Sweeps. Any uninvested cash, and allocations to cash,
in your account are invested in either interestringabank
deposit accounts (“Deposit Accounts”) or money mark
funds. If you have a Deposit Account, this may rmheld at

one or more of the following banks affiliated witks: (i)
Morgan Stanley Bank, N.A., (i) Morgan Stanley PRitie
Bank, National Association or (iii) Citibank, N.Aach bank
pays us a fee based on your Deposit Account badafeceept
on retirement plans or Coverdell Education Savexgounts).
Your Financial Advisor does not receive a portidntltese
fees.

If you opened a retirement plan account or Covérdel
Education Saving Account in the Smith Barney chnie
Exhibit to this ADV brochure (“Affiliated Money M&et
Funds Fee Disclosure Statement and Float Disclosure
Statement”) applies to your account after the Cosiue.
This Exhibit has information on the money markehdu
investments available to you, including fees angeeses.

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

In June 2009, Morgan Stanley (“Morgan Stanley P&yeand
Citigroup Inc. (“Citi") combined the Global Wealth
Management Group of Morgan Stanley & Co. Incorpexfat
(“MS&Co.”) and the Smith Barney and related bussess of
Citi affiliates. Under the terms of the agreemégiti sold 100%
of its Smith Barney, Smith Barney Australia and I@ui units
for a 49% stake in the joint venture company andupfront
cash payment of $2.7 billion. Morgan Stanley Pasxthanged
100% of its Global Wealth Management business f&186
stake in the joint venture company. After year ¢hrorgan
Stanley Parent and Citi will have various purchasel sale
rights for the joint venture company, but Citi widbntinue to
own a significant stake in the joint venture compa least
through year five. The joint venture owns MSSB.

MSSB’s investment advisory services are providedugh two
channels. One channel generally provides the imerst
advisory programs previously provided by Smith Bgrand/or
Citigroup Global Markets Inc. (“CGM") (“SB Channégl'and
generally provides these programs through the dams@esses
and retail locations as did Smith Barney and/or CGNihe
other channel generally provides the investmentisady

programs previously provided by MS&Co. and gengrall

provides these programs through the same businassegetail
locations as did MS&Co. (“MS Channel”).

MSSB offers clients (“you” and “your”) many diffemeadvisory
programs. Many of MSSB’s alternative investmentyisaty
services are provided by its Alternative Investrase@roup
(“MSSB Al") business unit. Some advisory prograaffered
in the SB Channel and MS Channel are very simitaedch
other and may have different names based on thenehan
which they are offered. Other programs may hawe shme
name in both channels but the program details nitfgrdn
some respects between the channels. Some progasens
available only in one channel. You may obtain broes for
other MSSB investment advisory programs, includihgse
provided by MSSB’'s Consulting Group (“CG")
www.smithbarney.com/ADV or by asking your
Advisor or, for Morgan Stanley Private Wealth Maeagent
clients, your Private Wealth Advisor. Throughohe trest of
this brochure, “Financial Advisor” means either ydtinancial
Advisor or your Private Wealth Advisor, as appliegbunless
the context otherwise requires.

MSSB is in the process of merging the SB Channel &%
Channel advisory programs. In addition, we anétgpthat in
2012, the SB Channel and MS Channel will ceaseabper as
separate channels, and will begin operating asigleschannel

on one platform which will at least initially be lstantially
similar to the channel and platform on which the KBannel
currently operates. This conversion of the SB @khand the
MS Channel will be referred to as the “Conversion&ccounts
opened or operating on this one platform will biemeed to as
“Converted Accounts.”

We do not anticipate that this Conversion will havs material
impact on MS Channel clients or accounts. We gatie that
the Conversion will occur in three “Cuts” duringIZ) each of
which will impact the clients and accounts of certs5B

Channel branch offices. We anticipate that thev&osion will

be complete after the third Cut, and that aftertttied Cut no
accounts will remain on the SB Channel platform. S3B will

notify you if and when your account will be conwatt(and of
any impact that the conversion will have on youccamt),
before any Conversion Cut that impacts you.

A. General Description of Programs and
Services

The Morgan Stanley Smith Barney Alternative Investts

Group (“MSSB Al") administers and oversees the dafing

programs that are described below: Alternative $twents
Advisory, Alternative Investments (SB Channel Only)

Alternative Investments Advisory-Custom Portfolioand
Alternative  Investments  Advisory-Discretionary Maea
Services. This section then discusses variousrgengatters

applying to these programs. The guidelines toethegrams
are subject to change without notice. You shouldsati with
your Financial Advisor for further details.

Alternative Investments Advisory Program

The Alternative Investments Advisory (“AlA”) progra
provides consulting and administrative services qumlified
clients that seek to invest in certain affiliated aunaffiliated
alternative investment vehicles (“Alternative Intraents”) that
have been approved by MSSB.

Alternative Investments include: (1) MSSB-affilidteand
unaffiliated single manager alternative investmestticles; (2)
MSSB-affiliated and unaffiliated investment vehglesuch as
fund of funds or managed futures funds, that attveaoney to
other investment funds and/or investment managers
commodity trading advisors who in turn invest inhent
alternative investment asset classes; and (3) timesgs in
feeder funds sponsored by MSSB to invest in speaiiderlying

at investment vehicles managed by affiliated and ulnetéd
Financial investment advisers chosen by MSSB through the efedgnier

program (“HedgePremier”).

After receipt of appropriate information from an@ioat you
(which may include your investment objectives, riskerance,
and investment time horizon), MSSB will identify veeal
Alternative Investments deemed suitable for youmfrahe
Alternative Investments available on the AlternesivApproved
List (see Changes to Available Alternative Invesitaebelow).
You may also consider other Alternative Investmenits the
Alternatives Approved List, subject to eligibilignd minimum
investment requirements. For each Alternative $hwent that



you are considering, you should review the managkbV Part
2, where available, for a discussion on their patér method of
analysis and investment strategy.

You will sign a client services agreement with MS3Ad
separate fund documentation for each Alternatiweditment in
which you decide to invest (each, a “Selected Itwest
Product”). You will pay a separate fee to the managf each
Selected Investment Product.

The decision to participate in AIA and invest inyaBelected
Investment Product is made by you and is your nesipdity.

If you wish to continue to participate in a Selectavestment
Product that has received a status change to “hetsfi, (i)
MSSB shall no longer provide any recommendatioradvice
regarding such alternative investment and (ii) yaccount will
become a brokerage account. In HedgePremier, rdnudva
Selected Investment Product from the Alternativgspraved
List may result in the full liquidation of the Heelgremier
fund’'s investment in the Selected Investment Prodog
HedgePremier’s program manager).

Changes in Availabilty of Alternative Investments.
Alternative Investments offered through AIA, Al, daiCP are
subject to change in availability by MSSB. MSSBredtly
through its Alternative Investments Research gr¢é@pR”) or
through an affiliated or unaffiliated service prdet selected and
approved by MSSB, provides due diligence and manigo
services with respect to the Alternative Investraetitat are
available in AIA, Al and CP. MSSB may or may not, its
sole discretion, create and make available a writeport of
such review. As part of this process, MSSB wilkedtly or
through an affiiated or unaffiliated service prost,
periodically monitor the Alternative Investments faurposes of
determining whether they should remain on thedfsapproved
funds in which qualified clients may invest (thelt&natives
Approved List”). From time to time, MSSB may deeith add,
temporarily suspend, or remove certain Alternativeestments
from the Alternatives Approved List by MSSB. Theuf
statuses are “Approved”, “Watch”, “Redeem” or “Ténate”.
If MSSB decides to remove an Alternative Investmieoim the
Alternatives Approved List, the Alternative Investm will
receive two status changes - first, to “Redeem” &midr, to
“Terminate” which will impact the services MSSB pites and
the fees you may pay on the Alternative Investment:

e Redeem: If an Alternative Investment’s status is changed
“Redeem” or a similar designation,
Investment will no longer be available for investme
through MSSB but MSSB, directly or through an &fitd
or unaffiliated service provider selected and apedo by
MSSB, will continue to perform due diligence andaae
you the fee set out in your Client Agreement uthil status
is changed to “Terminate” or until a date as MSSEhn
otherwise determine in its sole discretion.

e Terminate: If an Alternative Investment’s status is changed.

to “Terminate” or a similar designation, (A) MSSBillw

terminate due diligence coverage of the Alternative

Investment, (B) as it relates to that Alternatimedstment,
MSSB will cease acting as your investment advisat you

will stop paying the fee set out in your Client Agment
(although you will continue to pay any underlying
management fees to the investment manager of the
Alternative Investment for as long as you retaire th

the Alternative

Alternative Investment), (C) the Alternative Inuasnt will
no longer be part of the AIA, Al, or CP account awd be
transferred to a brokerage account, and (D) youbgitome
solely responsible for any decision to remain iteesn the
Alternative Investment. To the extent you remaivested
in the Alternative Investment after the status dearto
Terminate, MSSB may continue to provide performance
reports and account statements to you and youpaifl an
annual fee of 0.25% of your remaining assets int tha
Alternative Investment that were previously in AlA| or
CP, payable quarterly in advance, which may be edior
reduced at the sole discretion of MSSB, for sucim-no
advisory services. MSSB may also retain a nonsayj
ongoing distribution fee directly from the Alterned
Investment or the manager of the Alternative Invesit (if
available).

In HedgePremier, removal of an Alternative Invesitrfeom the
Alternatives Approved List may result in the fulfjdidation of
the HedgePremier fund’'s investment in the Alteneti
Investment by HedgePremier's program manager.

Prior to investing, you should review the offeringaterials for
such illiquid investments, in particular the ternod any
restrictions on the premature termination or ligdion of your
Selected Investment Product. Your Financial Advisay also
recommend a change of Alternative Investments.d,, ejour
investment objectives or market conditions changeif,ofor
some other reason, another Alternative Investmemtiladv be
more appropriate for you.

The AIA program is non-discretionary and the dexisito

participate in AIA and the selection of any Seldchevestment
Product is made by you and is your responsibilitht any time,

you may terminate your investment (subject to th&trictions
applicable to the Selected Investment Product) dmplying

with MSSB’s procedures and, if you wish, select awn
Alternative Investment for your account so that ymutinue to
receive the services available in the program.

Alternative Investments Program (SB Channel Only)

The Alternative Investments Program (“Al”) prograns
substantially similar to the AIA program descrikedzbve except
hat:

e Al is only available through the SB Channel;

e assets that are custodied will be at CGM (AIA diéehave
custodied assets held at MSSB);

e Al clients receive written Investment Monitors (Aldents
receive Quarterly Performance Reports).
Statements and Performance Reviews; and

if you wish to continue to participate in a Selecte
Investment Product that has received a status ehamg
“Terminate”, you shall continue to pay MSSB the
alternative investments consulting fee in recognitof the
advice previously provided by MSSB and, where aiie,

See Account



for continuing services such as performance meawme
and monitoring.

The decision to participate in Al and the selectioh any

monitoring, and rebalancing your portfolio as neeeg. You
should discuss with your DMS Manager which investme
strategy suits your investment goals. The DMS Managill
create your portfolio from a selection of hedgedsirand may

Alternative Investment is made by you and is yourdlso include hedge funds purchased via secondangdctions,

responsibility.

Alternative Investments Advisory-Custom Portfolio
Program

The Alternative Investments Advisory-Custom Poitfgl'CP”)
program offers qualified clients consulting and adstrative
services from MSSB and access to non-discretiomaistom
portfolio construction advice from an affiliate SSB (the “CP
Manager”). MSSB itself does not provide asset rganzent
services in CP.

Based on the investment objectives and requiren{@mthiding
any restrictions) provided by you to MSSB and tlieManager,
the CP Manager will generate an Investment Poliategnent
that identifies suitable Alternative Investmentsonfr the
Alternatives Approved List.

You will sign a client services agreement with MS3Rd
separate fund documentation for each Selected tmess
Product. You will pay a separate fee to the manajeeach
Selected Investment Product.

You may change a Selected Investment Product fgrre@ason
by complying with MSSB'’s procedures for changeshe TTP
Manager may recommend a change of Alternative nvests
if, e.g., your investment objectives or market dbads change
or if, for some other reason, another Alternativevelstment
would be more appropriate for you.

See also Changes in Availability of Alternative éistments
above under “Alternative Investments Advisory Peogt.

The CP program is non-discretionary and the detisio
participate in CP and invest in any Alternative datment is
made by you and is your responsibility.

Alternative Investments Advisory-Discretionary
Manager Services

The Alternative Investments Advisory-Discretionakjanager
Services (“DMS”) program offers qualified clientshet
discretionary investment management services ofVi35B-
affiliated manager
consulting and administrative services. MSSB fitsieles not
provide asset management services in DMS.

DMS is designed to provide ultra high net worth andPrograms is limited.

institutional clients with a customized portfolid alternative
investments specific to their needs with respeatigk/reward,
strategy allocation, geographic exposure, concgaoitra and
leverage. Portfolios will be created and managedbyWMSSB
affiliate (the “DMS Manager”) on a fully discretiary basis (as
described below under “Investment Process”). Ireotivords,
the DMS Manager, and not you, has the discretionidoide
what alternative investments to buy and sell inrnygecount. The
DMS Manager will be solely responsible for desigpnin

6

in a program where MSSB provides

private equity funds and real estate funds. In DMWSSB
does not due diligence the alternative investmantshich you
may invest. However, MSSB will perform due diligenon and
periodically monitor the DMS Manager.

In DMS, you enter into one agreement with MSSB for
consulting and administrative services and enter inseparate
discretionary investment management agreement twttDMS

Manager relating to due diligence, performance mépgp and

the management of the assets by the DMS Managée DMS

Manager will use client assets to purchase limpadnership
interests in either a Delaware or Cayman limitedtraship.

The Delaware limited partnership will issue clieatsingle K-1.
Clients will hold share classes in the applicabimitéd

partnership interests that are mapped to the uwyidgrl
investment funds in which the DMS Manager has chase
invest each client's assets.

Investment ProcessThe DMS Manager manages your DMS
account based on the investment guidelines that arodi the
DMS Manager agree to in an investment managemeeéamgnt
(“IMA™). The DMS Manager is primarily responsibléor
making and implementing investment management idasigor
your account within the investment guidelines. &kailability
of investment strategies and securities and thdicaplity of
investment limitations may vary among clients. Yshould
consult with your DMS Manager for more information the
DMS Manager’s approach to investing, and availablestment
strategies.

Other

In addition to the specific services described &hdnom time to
time, Financial Advisors, with the approval of MSSB
management, may provide specialized investment sadyi
services on either a discretionary or non-discnetig basis to
clients.

Account Opening

To enroll in any program described in this brochyau must
enter into the respective program’s client agredirttbie “Client
Agreement”) with MSSB. For DMS, you will also enfeto an
investment management agreement with the DMS Manage

Restrictions

Your ability to impose restrictions on your investnts in the
For example, you may resti5SB
from buying specific securities or a category ofwsdies (e.g.,
tobacco companies). If you restrict a categoryse€urities,
MSSB will determine which specific securities falithin the
restricted category. In doing so, we may rely amsie
sources (e.g. standard industry codes and respaoeided by
independent service providers). Any restrictions ympose on
individual securities have no effect on the holdiraf certain
alternative investments where they operate in azgare with



the investment objectives and strategies descriledheir
offering materials.

In CP and DMS, any restrictions should be includedyour
investment guidelines. You should contact your DM&ager
to determine what types of restrictions you maycelan your
account.

Account Statements and Performance Reviews

In AIA and Al, we provide written Investment Monit (SB
Channel) or Quarterly Performance Reports (MS Céhand
Converted Accounts) to you every quarter. Thesews have
tabular reports and graphical displays showing fowr account
investments have performed, both on an absolutis basl on a
relative basis compared to recognized indices (sscBtandard
& Poor’s indices). You may access these reportsutih
MSSB'’s online account services site. To enroll yaocount in
the online account service site, SB Channel clishtauld go to
https://www.smithbarney.com/app-bin/reg/servietgfRiation
and MS Channel clients should go
https://www.morganstanleyclientserv.com/FreeCouigmblim
ents/ldentification.aspx and follow the step-bypsiestructions.
If, however, you would like to receive these repdoly mail,
please call 1-888-454-3965.

to

In CP, MSSB will provide quarterly reports and tBe Manager
will provide periodic reports to you describing therformance
of the Selected Investment Products based on fiortfoldings
information received from managers of the Selettegstment
Products or their agents.

In DMS, your account will be reflected on a montkbtatement
from MSSB. In addition, the DMS Manager will prdei
monthly valuations for the DMS account as well & t
performance for the underlying accounts. You wéceive a
monthly fact card and quarterly commentary from D®IS
Manager which is tailored to your account and thMD
Manager may further customize client statementsgtiested.

Performance information may be based on a prelimina
estimate of an Alternative Investment's performarioe the
month. The final performance results may be higirelower
than the data reflected in the periodic report gled by MSSB
or its affiliate. You are responsible for reviegiperformance
reports and promptly reporting any discrepancidd $5B.

Risks

All trading in an account is at your risk. The \alof the assets
held in an account is subject to a variety of fegstguch as the
liquidity and volatility of the securities marketg/e and the
managers do not guarantee performance, and a managst
performance with respect to other accounts doepnealict your
account’s future performance. You should consuthwour
Financial Advisor, CP Manager, or DMS Manager rdgay the
specific risks associated with the investmentsoaryaccount.

Risks Relating to Alternative Investments Alternative
investments have different features and risks father types of
investment products. As further described in tHéerimg
documents of any particular Alternative Investmeran
investment in alternative investments can be highilyuid, is

speculative and not suitable for all investors. r Eaample,
alternative investment products may place substalithits on

liquidity and the redemption rights of investons¢luding only

permitting withdrawals on a limited periodic basisd with a
significant period of notice and may impose earlghdrawal

fees. Investing in alternative investments is rided for

experienced and sophisticated investors only wieowalting to

bear the high economic risks of the investment.vestors
should carefully review and consider potential siskefore
investing. Certain of these risks may includeslo$ all or a
substantial portion of the investment due to legiemng, short-

selling, or other speculative practices; lack qlidity, in that

there may be no secondary market for the fund aoden
expected to develop; volatility of returns; redidos on

transferring interests in the fund; potential ladldiversification

and resulting higher risk due to concentration odding

authority when a single advisor is utilized; absenof

information regarding valuations and pricing; coexpltax

structures and delays in tax reporting; less raguiaand higher
fees than mutual funds; and advisor risk.  Altakmat
investment products may also have higher fees Ut

multiple layers of fees) compared to other typeswéstments.
Individual funds will have specific risks related ttheir

investment programs that will vary from fund to éun For

more details on these and other features and riglegse
carefully read the documentation (including rislsaltbsures)
relating to any Selected Investment Product, ad a®lyour

MSSB Client Agreement.

Risks Relating to Money Market Funds.An investment in 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 $1.00spare, there is
no assurance that will occur, and it is possibléot® money if
the fund value per share falls. Moreover,
circumstances, money market funds may be forcedetmse
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 litption process
could take up to one month or more. During thateti these
funds would not be available to you to support pases,
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

For other risks relating to the particular stratggy hold in any
Alternative Investment, see the offering materiéds your
Alternative Investment and, where available, theVABart 2 for
the manager of the Alternative Investment.

For other risks relating to the particular stratggy hold in your
DMS account, see your DMS Manager’s ADV Part 2. Yoam
ask your Financial Advisor for a copy.

in some



Tax Considerations

A Financial Advisor may agree with you to implementlient-

developed investment strategy that you believeeissitive to

your particular tax situation. Neither we nor aon§ our

affiliates provides tax or legal advice and, theref we and they
are not be responsible for developing, evaluatinthe efficacy
of any such tax-sensitive strategy. You need teeldp any

such strategy in consultation with a qualified tagviser.

Certain tax-sensitive strategies can involve riskfAmong

others, tax-efficient management services involueirecreased
risk of loss because your account may not recdieebenefit
(e.g., realized profit, avoided loss) of securiti@sactions that
would otherwise take place in accordance with thafcial

Advisor’'s investment management decisions for theoant.

Replacing a manager may result in sales of seesir@nd subject
you to additional income tax obligations.

Fees

For our services in the programs, you pay MSSBsaetabased
fee (at a maximum annual fee rate of 2%). MSSB allibcate
a portion of your fee to your Financial Advisor ani

applicable, to an unaffiliated or affiliated dudigkénce service
provider. In CP, we may pay a part of the fee gay to us to
the CP Manager. In DMS, you pay the DMS Managéeea
pursuant to your separate investment managemeeemgnt
with the DMS Manager.

associated with your investment in the Selectedestment
Product. We do not pay the manager any part off¢leeor
other compensation you pay to us. You pay MSSB thed
manager of the Alternative Investment separately fioe
services each provides in the programs.

HedgePremier Program Participation Feedf you make an
investment through HedgePremier as a consultirgicthrough
AIA or Al, you will also pay an affiliate of MSSBMorgan
Stanley HedgePremier GP, LLC (the “Program Manggexi\
ongoing program participation fee (the “Programtieguation
Fee”), which is distinct from the other fees ddsed in this
brochure. As more fully described in the HedgePegnoffering
materials, the Program Participation Fee is intdnde
compensate the Program Manager for certain admatiiss,
reporting and other services. The Program Managjeregeive
0.25% annually for investments less than $5,000,800 0.15%
annually for investments in excess of $5,000,008 Program
Participation Fee payable to the Program Managemised for
certain retirement accounts. While you remain i Ar Al,

your Financial Advisor will not receive any portioof the
Program Participation Fee.

initial fee payment covers the period from the dpgndate
through (at your election) the last business dayhef current
quarter or the next full calendar quarter and i®rgted
accordingly. Thereafter, the fee is paid quarténlyadvance
based on the account’s market value on the lashéss day of
the previous calendar quarter and is due the fatigvbusiness
day. The Client Agreement authorizes MSSB to dedees
when due from the assets contained in the account.

Breakpoints. Fee rates in the programs may be expressed as a

fixed rate applying to all assets in the accounta®a schedule
of rates applying to different asset levels, oredkpoints.”

When the fee is expressed as a schedule of ratessponding

to different breakpoints, discounts, if any, aregoateated

separately for each breakpoint. As the value obawet assets
reaches the various breakpoints, the incrementgtaisabove
each threshold are charged the applicable rateseffactive fee
rate for the account as a whole is then a weightedage of the
scheduled rates, and may change with the accoset level.

Each manager and strategy you hold in AIA, Al afitl@e held
in a separate account, even if held in the samgrana.

Accounts Related for Billing Purposeswhen two or more
investment advisory accounts are related togetberbfiling
purposes, you can benefit even more from existireghpoints.

Each manager of your Setectet yo have two accounts, the “related” fees on d\att #1 are
Investment Product charges you a separate fee des f

calculated by applying your total assets (i.e. @sseAccount #1
+ assets in Account #2) to the Account #1 breakpoiBecause
this amount is greater than the amount of assel@ysin

Account #1, you may have a greater proportion séssubject
to lower fee rates, which in turn lowers the averéep rate for
Account #1. This average fee rate is then multipliey the
actual amount of assets in Account #1 to deterttieedollar fee
for Account #1. Likewise, the total assets are i@gopko the
Account #2 breakpoints to determine the averagerdte for
Account #2, which is then multiplied by the actaahount of
assets in Account #2 to determine the dollar feéfwount #2.

Only certain accounts may be related for billinggmses, 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.

B. Comparing Costs

Program fees vary across different programs. Yoy beable
to obtain similar services separately for a loves from MSSB
or elsewhere. Several factors determine whetheroitld cost

Fees are Negotiable. Fees for the programs described in thismore or less to participate in a program than tecipase the

brochure are negotiable based on a number of f&atoriuding
the type and size of the account and the rangemices we
provide). In special circumstances, and with tH&nts
agreement, the fee charged to a client for an adcoay be
more than the maximum annual fee stated in thiosec

The fee is payable as described in the Client Agesd.
Generally, the initial fee is due in full on thetelgjou invest in
the Alternative Investment open your account at BS$®d is
based on the market value of the account on theg. dahe

services separately (including the size of youoaaot, the types
of investments, whether the investments involve tom

addition to the program fee, and the amount ofitigadn the

account). In addition, you may be able to obtairiate services
or gain access to particular securities for a lofegs in one
program as opposed to another.

In DMS, the primary service that you are purchasintdpe DMS
Manager’s discretionary management of your poufpliursuant
to certain program guidelines. Cost comparisons diffecult



because that particular service is not offeredtheoprograms.
Depending on the level of trading and types of sgtes
purchased or sold in your account, if purchasecrseply, you
may be able to obtain transaction execution aghédrior 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. Inteadi MSSB
offers other programs where discretionary portfoianagement
is provided by third party investment managers tonedfees in
those programs may be higher or lower than the fiedbese
programs.

You should consider these and other differencesnvaeeiding
whether to invest in an investment advisory or akbrage
account and, if applicable, which advisory prograoest 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 forsewvices.
The program fees do not cover:

the costs of investment management fees and otpenses
charged by Alternative Investments (see below farem
details)

LIS

“mark-ups,” “mark-downs,” and dealer spreads (Aptth
MSSB or its affiliates may receive when acting asgipal

in certain transactions where permitted by law By that
other broker-dealers may receive when acting axipal in
certain transactions effected through MSSB andfsr i
affiliates acting as agent, which is typically thase for
dealer market transactions (e.g., fixed income @rat-the-
counter equity)

brokerage commissions or other charges resultiogn fr
transactions not effected through MSSB or its iatfls

MSSB account establishment or maintenance feestdor
Individual Retirement Accounts (“IRA") and Versatil
Investment Plans (“VIP”), which are described ire th
respective IRA and VIP account and fee documentatio
(which may change from time to time)

HedgePremier Program Participation Fees (as destrib
above in Item 4.A. under “HedgePremier
Participation Fees”)

servicing fees applicable upon termination of théer@
Agreement

account closing/transfer costs
processing fees or

certain other costs or charges that may be impbgetird
parties (including, among other things, odd-lofatiéntials,
transfer taxes, foreign custody fees,
supplemental transaction fees, regulatory feesotimet fees
or taxes that may be imposed pursuant to law).

Alternative Investments in Advisory Programs

Investing in Alternative Investments is more expemsthan
certain other investment options offered in othe&visory
programs. In addition to our fee, you pay the faed expenses

9

Program

exchange , fees

of the Alternative Investments in which your accbisrinvested.

Such fees and expenses are charged directly jootbieof assets
in which the Alternative Investments invest. Thdses and
expenses are an additional cost to you and armciatled in the

fee amount in your account statements. Each Altema
Investment describes their fees in its offeringeriats. Current
and future expenses may differ from those statetigroffering

materials.

You do not pay any sales charges for purchasesltefrative
Investments in programs described in this brochti@wever
some Alternative Investments may charge, and naveyaa
redemption fee on certain transaction activityénadance with
their offering materials.

In addition to the program fee paid by you, MSSHI dts
affiliates may receive payments from managers dérAbtive
Investments or their affiliates with respect to ehiative
Investments held in the account. Thus, we have rdlicbto
recommend Alternative Investments over other sdearivhere
we do not receive such payments.

Certain Alternative Investments are sponsored onaged by
affiliates of MSSB. Since the affiliated sponsar manager
receives additional investment management feesottrat fees,
MSSB has a conflict to recommend MSSB-affiliatedefbative
Investments.

Cash Sweeps

Generally, some portion of your account will bechil cash. If
CGM (SB Channel accounts) or MSSB (MS Channel atisou
and Converted Accounts) acts as custodian for gouount, it
will effect “sweep” transactions of uninvested casimd
allocations to cash, if any, in your account into:

interest-bearing bank deposit accounts (“Deposttodiots”)
established under the Bank Deposit Program (“BiP”")

money market mutual funds (each, a “Money Marketd®u
and, together with BDP Deposit Accounts, “Sweep
Investments”). These money market funds are mahbhge
Morgan Stanley Investment Advisors Inc. or anofWi&SB
affiliate except for:

B Channel retirement accounts and Coverdell
Education Savings. The “sweep” money market funds
are managed by an unaffiliated manager.

(0]

SB Channel taxable accounts open as of the date of this
brochure (March 28, 2011) and containing a Western
money market fund: You will retain your “sweep”
money market fund managed by Western Asset
Management Company for a transitional period. On
April 1, 2011, you will also have a sweep money
market fund managed by a MSSB affiliate. During
April, your Western sweep fund will close and your
only sweep fund will then be that managed by the
MSSB affiliate. For more details on this trangitio
please see the separate communication we havelalrea
sent you.

If you do not select a Sweep Investment when yoenoypour
account, your Sweep Investment will be BDP if yoe eligible



(MS Channel accounts and Converted Accounts) ecsed by
your Financial Advisor (SB Channel accounts).

In the SB Channel, retirement accounts cannot U3 8s their
Sweep Investment.

Clients with accounts that are both (a) MS Chamwgebunts or
Converted Accounts and (b) with retirement plancaots or
Coverdell Education Savings Accounts should readBkhibit
to this brochure (“Affiliated Money Market Funds d-e
Disclosure Statement and Float Disclosure Statéent

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

Bank Deposit Program. Through the Bank Deposit Program,
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) CitidgriN.A. The
Sweep Banks are affiliated with MSSBhe Sweep Banks pay
interest on the Deposit Accounts established urniderBDP.
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 agmfien of all
the accounts (including, without limitation, cedddtes of
deposit) that you hold at the Sweep Banks in timeseapacity.
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 you] &b 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 heé
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 interé¢ssrapplicable
to your account, by contacting your Financial Advisor
through MSSB's web site at
www.morganstanleyindividual.com/accountoptionsiagssets/
investmentfeatures. You acknowledge and underdtssitdwe
may amend the list of Sweep Banks at any time wiitlvithout
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 responstblenonitor the
total amount of deposits you have at each Swee 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 awidat,
each Sweep Bank will pay MSSB a fee equal to thegmage
of the average daily deposit balances in your Dépazount at
the Sweep Banks. Your Financial Advisor will noteae a
portion of these fees or creditdn addition, MSSB will not
receive cash compensation or credits in conneetitinthe BDP
for assets in the Deposit Accounts for retiremelang or
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Coverdell Education Savings accountsAlso, the affiliated
Sweep Banks have the opportunity to earn incom¢herBDP
assets through lending activity, and that incomeussially
significantly greater than the fees MSSB earns #itiated
Money Market Funds. Thus, MSSB has a conflictnbéiiest in
selecting or recommending BDP as the sweep furiderahan
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.

Money Market Funds. We may, in our sole discretion, offer
Money Market Funds as Sweep Investments. The Mbfeaket
Funds may or may not be affiliated with MSSB. You
understand that purchases and redemptions of Mbfexket
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 investmentsaim
redemptions from, the Money Market Fund.

Each of these Money Market Funds is a separatestimant
with different investment objectives. Their feesgpenses,
minimum investment requirements, dividend policiesnd

procedures may vary. Before you invest in any Moharket

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

money market fund, not a bank deposit.

Certain of the Money Market Funds described aboweeh
minimum investment requirements. In addition, MS&ay
require a minimum initial investment to activatereor 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, ifryiouestment
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 itivgsin
that Sweep Investment in the future.

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

If account cash balances are invested in Money BtaFinds
sponsored or managed by MSSB affiliates, we recaikretain
fund fees up to 0.18% from those Money Market Fundhose
money market funds’ affiliates. Therefore, MSSBs ha
conflict of interest in recommending that a portioh your



account be invested in money market funds. Fdremaent

accounts with cash balances invested in money mdukes

sponsored or managed by MSSB affiliates, certags feceived
and retained by such MSSB affiliates will be creditto the
account or offset against the advisory program fd@lease see
the attached Exhibit “Affiliated Money Market FundsSee

Disclosure Statement and Float Disclosure Statéhienimore

details.

The above provisions may not apply if you are nouUs.
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 investin
advisory programs, or if you paid separately fovestment
advice, brokerage and other services. The compenswe

pay Financial Advisors with respect to program aeus is
typically higher than the compensation we pay Fomn
Advisors with respect to transaction-based brokeragcounts.
Your Financial Advisor may therefore have a finahancentive
to recommend one of the programs in this brochostead of
other MSSB programs or services.

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, we give your Financial Advisor credit fess than the
total amount of your fee in calculating his or lsempensation.
Therefore, Financial Advisors also have a finantieéntive not
to reduce fees below that threshold.

Iltem 5: Account Requirements and
Types of Clients

AIA and Al do not have minimum account size reqguoients.
The CP and DMS programs have a minimum account &fize
$25,000,000, subject to exception approval by M&88, in the
case of DMS, the DMS Manager.

Minimum account sizes apply for each Alternativedstment in
a program and generally range from $10,000 to $500D or
higher.

MSSB’s clients include individuals, trusts, bankiog thrift
institutions, pension and profit sharing plansnpterticipants,
other pooled investment vehicles (e.g., hedge fyratsaritable
organizations, corporations, other businesses stamunicipal
government entities, investment clubs and othétiesit
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To invest in alternative investment vehicles in t@grams
described, you must meet certain eligibility and/eistment
minimums imposed by MSSB. You also may be subject
additional investor criteria, such as “accreditadestor” under
Regulation D of the Securities Act of 1933, as adesh and
“qualified purchaser” under the Investment Compakst of

1940, as amended.

Iltem 6: Portfolio Manager Selection
and Evaluation

A. Selection and Review of Portfolio

Managers and Funds for the Programs

In AIA, Al and CP, we offer a wide range of invesmnt
managers that we have selected and approved. 4lt#srabove
describes the basis on which we recommend particwdaagers
to particular clients. This Item 6.A describes engjenerally
how we approve, downgrade and terminate managers AlA,
Al and CP. Managers may only participate in thé& A\l and
CP programs if they are on MSSB’s Alternatives Aped List
(described below). Managers often offer more thame
Alternative Investment and we may include only sarh¢hose
Alternative Investments (or only certain share s#gsof such
Alternative Investment) in our programs, may cadifferent
Alternative Investments (or share classes) in difie programs,
and assign different statuses to different Altéuealnvestments.

As well as requiring Alternative Investments to ba the
Alternatives Approved List or Approved List, we loat other
factors in determining which Alternative Investnente offer in
these programs, including program needs (such athehwe
have a sufficient number of managers available nnaaset
class), and client demand.

In DMS, the DMS Manager (and not MSSB) is respdesfbr
the selection of managers for your portfolio aslvasd the
review, approval, and monitoring of such Alternativ
Investments.  Although MSSB has no involvement e t
selection or review of the Alternative InvestmentdSSB
periodically conducts a formal review of the DMS hager
(generally, every 12-18 months) to confirm the aility of the
DMS Manager as a discretionary investment managefients
of MSSB.

Selection of Alternative Investments

In AIA, Al and CP, investment and business risk dil@gence

on Alternative Investments is provided by MSSB tiglo (i) our

Alternative Investments Research group (“AIR")) @n affiliate

of MSSB that may provide due diligence and monitgri
services, or (iii) an independent consulting firetained by
MSSB that is also in the business of evaluatingcdygabilities
of alternative investments. Any firm providing ddédigence

will generally follow a methodology similar to thased by AIR

(described below) in reviewing such alternativeeistiments.

On an ongoing basis, AIR analysts conduct both tifa¢ine and
qualitative research on potential candidates. Thesearch
includes, among other things, a review of relewvdmtuments,



calls and meetings with the investment team, andretysis of
investment performance. Generally, although thecgss may
be modified for a particular manager or Alternatineestment
as AIR may deem appropriate, AIR also conductsitenwsits,

review a separate business risk due diligence ipmestire and
examine areas such as portfolio pricing, continggulanning,

background checks on key principals and other itenfdheir

research covers the Alternative Investment in dgoeshot the
investments in which that Alternative Investmentynia turn

invest. For example, for a fund of funds, AIR’ssearch
process is applied to the fund of funds, and notetxh
individual fund in which the fund of funds invests.

If a new Alternative Investment is viewed as an rappate
candidate by AIR or the firm providing due diligencthe
vehicle is presented to an MSSB alternative investnproduct
review committee (“AIPRC”"). The AIPRC consists oénsor
MSSB representatives who are mandated to approweoped
candidates and reconfirm existing vehicles on aogér basis.
Once a new Alternative Investment is approved gy APRC,
and all required due diligence materials are \edifiit receives
an “Approved” status, is placed on the Alternativggproved
List, a list of alternative investment vehiclesvitich qualified
clients may invest, and is available for allocasidn qualified
clients on a placement and/or advisory basis. aBert
Alternatives Investments on the Alternatives Apma\List are
available to qualified clients in the AIA, Al andP(programs.

Ongoing monitoring of managers and investment Vesion the
Alternatives Approved List is provided by AIR orethfirm
which provided the original due diligence. In dadi to
manager-specific monitoring, the reviewer monitargerall
market conditions in their specific strategies xjjextise.

MSSB removes Alternative Investments from the AB, and

CP programs if AIR, or the due diligence servicevuter

responsible for coverage of the Alternative Invesim
downgrades the Alternative Investment to “TermihateWe

may terminate managers from these programs for edssons
(e.g., the manager has a low level of assets undeagement in
the program, the manager has limited capacity fmthér

investment, or the manager is not complying with palicies

and procedures). AIR’s head of research can remmve
alternative investment vehicle from the Alternasiv@pproved
List without consulting the AIPRC, but the AIPRC lwbe

notified of all such actions and have the rightctll for an

assessment of the decision. For more informationsiatus
changes and impacts on your account, see Iltem 4.A.

Watch Policy

MSSB has a “Watch” policy for Alternative Investngmon the
Approved List. Watch status indicates that, inigeing an
Alternative Investment, AIR has identified specidieas related
to the Alternative Investment, the manager of tHeerAative
Investment, or the markets in general that (i) tméurther
evaluation by AIR and (ii) may, but are not cert&n result in
the removal of the Alternative Investment from tigproved
List”. Putting an Alternative Investment on Watdbes not
signify an actual change in AIR opinion nor is ig@arantee that
AIR will remove the Alternative Investment. Therdtion of a
Watch status depends on how long AIR needs to etalthe
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reason for the status change, which may includengnthings,
an evaluation of the markets, the Alternative Itwvesit, and the
manager of the Alternative Investment.

Calculating Portfolio Managers’ Performance

We do not calculate composite manager performancéhe
programs. Neither MSSB nor a third party reviews
performance information to determine or verify dscuracy or
its compliance with presentation standards and efbes
performance information may not be calculated amiform or
consistent basis. Generally, the manager of therddtive
Investment determines the standards used to ctdcula
performance data.

Valuations. Valuations used for account statement purposes
and billing purposes, and for any performance repoare
obtained from the manager of each Selected InvedtRm@duct.
These valuations (and any corresponding benchmadexi
values) may be estimates, may be several weeksaolof the
dates MS&Co. produces your account statementstsepord
calculates your fees and, in the case of indexeslmay be
based on information from multiple sources. Thaalfi
performance figures for the applicable period mayhigher or
lower, and MSSB is under no obligation to provideice of, or
compensation to, clients for any difference in perfance.

If you invest in a fund of funds, your account do@nts may
use the HFRI Fund of Funds Composite Index (“Fadeki) as
a benchmark. The FoF Index consists of over 80fedtic
and offshore funds of hedge funds that have at B million
under management or have been actively tradingtféeast 12
months. It is equally weighted on a fund by furakib and
fund assets are reported in USD on a net of fess.balt is
updated three times a month and the current morthds the
prior three months’ values are subject to chang8SBI is not
obligated to notify you of any such changes. Tio& Fndex
values are likely to be more up-to-date than thta dar the
Selected Investment Products for which it is thechenark.
You cannot invest in the FoF Index. For more infation see
https://lwww.hedgefundresearch.com.

B. Conflicts of Interest

Conflicts of Interest — Affiliate Acting as Portfolio
Manager

In AIA, Al and CP, an affiliate of MSSB may act e manager
for one or more your Alternative Investments. \Whehis
occurs, we or our affiliates earn more money inryaccount
from your investments in such investments than frother
investment options. MSSB and the Financial Adviam also
likely to earn more compensation if you invest irp@gram
described in this brochure than if you open a brage account
to buy individual securities. Also, in DMS, the IWWanager
is an affiliate of MSSB.

These relationships create a conflict of interest is or our
affiliates as there is a financial incentive to aeenend the
investments. We address this conflict of intetstlisclosing
it to you and by requiring Financial Advisors’ suyisors to
review your account at account-opening to ensueg this



suitable for you in light of matters such as yonvestment
objectives and financial circumstances.

ltem 6.A. describes the selection and review prades all
managers of Alternative Investments that are abklghrough
these programs.

Other Conflicts of Interest

MSSB has various other conflicts of interests metptto the
programs described in this brochure.

Advisory vs. Brokerage AccountdSSB and your Financial
Advisor are likely to earn more compensation if youest in a

program described in this brochure than if you opdmmokerage
account to buy individual securities (although,arbrokerage
account, you may not receive all the benefits @ pinograms
described in the brochure). Financial Advisors afi8SB

therefore have a financial incentive to recommend of these
programs described in this brochure. We addrassctnflict

of interest by disclosing it to you and by requirifinancial

Advisors’ supervisors to review your account atcastt-opening
to ensure that it is suitable for you in light ohtters such as
your investment objectives and financial circumsém

its Financial Advisors to offset the expenses inedirfor these
events. On request, your Financial Advisor can jgi®you with
a schedule of these payments.

While we provide sponsorship opportunities to adrmagers 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 meneive
additional opportunities to sponsor MSSB events praiote
their products to Financial Advisors and clienthisTcould lead
Financial Advisors to focus on products manageainyGlobal
Partners when recommending products to clienteaasof those
from other managers that do not commit similar veses to
educational, marketing and other promotional e$fortMSSB
selects managers to be Global Partners based ottitgtige and
qualitative criteria.

Managers may also sponsor their own educationalecemces
and pay expenses of Financial Advisors attendiegehevents.
MSSB'’s policies require that the training or edimaal portion
of these conferences comprises substantially althef event.
Managers may sponsor educational meetings or sesnina
which clients as well as Financial Advisors areitew to

MSSB as Placement AgenMSSB also acts a placement agentpartlmpate.

for certain Alternative Investments whereby suctieBiments
are available through MSSB on a non-advisory basfisen an
Alternative Investment is purchased on a placemeasis,
different terms and conditions, including differerfee
arrangements, may apply. For example, when atdiemests
through HedgePremier on a placement basis, theyotipay an
ongoing advisory fee, however, they pay an upfigatement

fee and the Program Manager receives a higher &rogr

Participation Fee which is shared with MSSB andFitsancial
Advisors. A Client investing on an advisory basisympay
higher fees, in the aggregate, than if such investrhad been
made on a placement basis.

Payments from Managers of Alternative
Managers of Alternative Investments offered in firegrams
described in this brochure may agree to pay ustypes of
payments described above in Item 4.C. We havendlictoof
interest in offering Alternative Investments beauwge or our

affiliates earn more money in your account from ryou

investments in Alternative Investments than fromheot
investment options. However, in cases where weiveca
portion of the management fee paid by you to a ganaf an
Alternative Investment and we charge a programuieger the
programs in this brochure, we credit such fee taryaccount.
Also, we do not share this money with your Finahgéidvisor

(i.e. the compensation we pay to your Financial i8@lvis not
affected by the payments we receive from the Adtve

Investments). Therefore, your Financial Advisoeslmot have
a resulting incentive to buy Alternative Investnwernh your
account, or to buy certain Alternative Investmerather than
other Alternative Investments in any of the progsaim this
brochure.

Payments from ManagersManagers participating in MSSB-
sponsored internal training and education confergnend
meetings may make payments to, or for the bengfii&SB or
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Investments.

Managers are allowed to occasionally give nominidtls go
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 Managers” sectiomdbrelate
to any particular transactions or investment mageM5SB
clients with managers. Managers participating nogpams
described in this brochure are not required to naakeof these
types of payments. The payments described in ghigion
comply with FINRA rules relating to such activities

Affiliate Acting as Portfolio Manager. Where permitted by
law, and except for plan accounts, an affiliateM8SB may

have been selected to act as the manager for onw@ your

investments. Where this occurs, we or our aféa¢arn more
money than from other investment options. MSSB #mel

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 se@iti

Different Advice. MSSB, MS&Co., Citi and their affiliates
may give different advice, take different actioeceive more or
less compensation, or hold or deal in differenusées for any

other party, client or account (including their owocounts or
those of their affiliates) from the advice givemtians taken,
compensation received or securities held or deait your

account.

our



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 praiciparket
maker, in respect of the same securities heldienthccounts.
MSSB, the investment managers in its programs, M&&C
CGM and their affiliates and employees may holdaaitpn
(long or short) in the same securities held inntliaccounts.
MS&Co., MSSB, CGM and/or their affiliates are reguissuers
of traded financial instruments linked to secusittbat may be
purchased in client accounts. From time to tirhe,ttading of
MSSB, a manager, or their affiliates — both foritheoprietary
account and for client accounts — may be detrintetda
securities held by a client and thus create a wbrdf interest.
We address this conflict by disclosing it to you.

Services Provided to Other Client$4SSB, MS&Co., CGM,
investment managers and their affiliates providgadety of
services (including research, brokerage, asset geament,
trading, lending and investment banking services)efch other
and for various clients, including issuers of sdmg that MSSB
may recommend for purchase or sale by clients @o#rerwise
held in client accounts, and investment managefivens in the
programs described in this brochure. MS&Co., CGMS3B,
investment managers and their affiliates receivenmansation
and fees in connection with these services. MSS\ms that
the nature and range of clients to which such sesviare
rendered is such that it would be inadvisable teluwe
categorically all
Accordingly, it is likely that securities in an aemt will include
some of the securities of companies for which MS&@GM,
MSSB, investment managers and their affiliates roraHiliate
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 ooné their
affiliates is performing broker-dealer or investrmdranking
services or have confidential or material non-pubiformation.
Furthermore, in certain investment advisory proggaidSSB
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 istdrests in
securities on behalf of its proprietary or cliestaunts. These
analyses, evaluations and purchase and sale mdivdre
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 evalos.

MSSB, investment managers and their affiliates e

obligated to effect any transaction that MSSB ananager or
any of their affiliates believe would violate fedkor 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
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Furthermore, MS&Co., CGM and their affiliates maglch a
trading position (long or short) in, and client agnts may hold,
the securities of companies subject to such relearcthe
securities of companies that are affiliates of seompanies.
Therefore, MS&Co. and CGM have a conflict of intgré¢hat
could affect the objectivity of their research rgpo

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 ownersiiperest,
these affiliates may receive an indirect econonandfit based
on their ownership interest. Currently, affiliates MSSB
(including affiliates of MS&Co. and Citi) own ovéi% of the
voting securities of certain Trading Systems, idolg BATS
Trading, Inc., operator of BATS Electronic Tradihgtwork
(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; Autated
Trading Desk Financial Services LLC; Automated TmgdDesk
Brokerage Services LLC; Boston Options ExchangeC.LEX
Alliance Inc.; and National Securities ExchangehédtTrading
Systems on which MSSB may execute trades for cieabunts
include Archipelago; eSpeed; Instinet; NYFIX; Tra@&CN;
BondDesk; ValuBond; NYSE Euronext; TradeWeb; Mafiket
NYPPEX; HedgeBay; and Secondary Market. The Trading

of these companies from an actounSystems on which MSSB trades for Client accountd Bn

which affiliates of MSSB own interests may changmenf time to
time. You may contact your Financial Advisor for apr-to-date
list of Trading Systems in which affiliates of MSS8wn
interests and on which MSSB and/or MS&Co. tradescfient
accounts.

Certain Trading Systems offer cash credits for rdthat
provide liquidity to their books and charge expliéees 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 accoumat tis executed
through such a Trading System could be automaticalitched
with a counterparty that is (i) another investmadtisory or
brokerage client of MSSB or one of its affiliatas(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 Clearing. An agreement providing that, subject to best
execution, MS&Co. and CGM (or their applicable l&fes)
will act as fully-disclosed clearing brokers for BB, which
will act as an introducing broker. MSSB may hawoaflict



of interest in introducing client trades to MS&Cand In CP and DMS, the CP Manager and DMS Manager,

CGM. (As of the date of this brochure, MSSB is therespectively, also requests information directlgnir you, and
clearing broker for most of the MS Channel’'s inmesht  any updates it requires from time to time. YoundFicial
advisory programs and for Converted Accounts. M8&C Advisor may help you forward information in respenso
is the clearing broker for some MS Channel clientsrequests.

typically those with accounts administered by theé&s M

Channel's Private Wealth Management division. C@GM

the clearing broker for SB Channel clients.) ltem 8: Client Contact with Portfolio
Order Flow. An agreement that, subject to best execution,

MSSB will transmit an agreed percentage of cliertecs Managers ) o

for the purchase and sale of securities to MS&@iti, We do not restrict you from contacting and conagltwith the

CGM and their affiliates. MSSB has a conflict ofdrest in managers of your Selected Investment Products.

transmitting client orders to these entities.

isributi hat i for th In CP, we do not restrict you from contacting amhsulting
Distribution. An agreement that, in return for the paymemyvith your CP Manager.

of certain fees and expenses, MSSB will market an
promote certain securities and other products wmitten,
distributed or sponsored by MS&Co., Citi or thdffilates.
MSSB has a conflict of interest in offering, recoemding

or purchasing any such security or other produai tfor its
investment advisory clients.

In the DMS program, you have a direct contracteddtionship
with the DMS Manager, and so may contact the DM $adgr
to determine the consultation you may have with BlS
Manager.

Investment Research. An agreement that MS&Co. and

CGM (or their applicable affiliates) will supplyvastment ltem 9: Additional Information

research prepared by their respective researchpgrom o i

MSSB for its use. It is possible that MS&Co.’s rsh  Disciplinary Information

group, on the one hand, and Citi's research grompthe  This section contains information on certain legahd
other hand, may reach different conclusions, ang make disciplinary events.

different recommendations, with respect to the séaseer

or investment manager. This may, among other thingsn this section, “MSDW” means Morgan Stanley DW .|na
result in different investment decisions or recomdwions  predecessor broker-dealer of MS&Co. and registareestment
regarding the same issuer or investment managergbei adviser that was merged into MS&Co. in April 200MS&Co.

made for or given to MSSB investment advisory ¢sen and CGM are predecessor broker-dealer firms of MSSB

Item 7: Client Information Provided to
Portfolio Managers

When you open a AlA, Al or CP account, we may seadous
information about you and your account to the manad your
Selected Investment Product (including your namieether or
not your account is taxable, state/country of msi@, your
Investor Profile and restrictions). If you are iadividual, we
may provide further information about you and ydimancial
situation (which may include your contact detaslsgial security
number, date of birth, citizenship, occupation, netrth and
income).

When you open a CP or DMS account, we send various
information about you and your account to the Chhadger or
DMS Manager (including your name, whether or noturyo
account is taxable, state/country of residence,r yiowestor .
Profile and restrictions). If you are an indiviluare provide
further information about you and your financiatustion
(which may include your contact details, socialusigg number,
date of birth, citizenship, occupation, net wortid @ancome).
We may provide updated information to the managéerw
needed for the manager to manage your accountcfeagges in
restrictions on the securities, or categories ofistes, that your
account can hold).
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The National Association of Securities Dealers Inc.
(“NASD”) alleged that between October, 1999 and
December, 2002, MSDW violated the non-cash
compensation provisions of the NASD Conduct Ruleslér
which MSDW was prohibited from providing its Finaaic
Advisors with non-cash compensation for sales otualu
funds and variable annuities that were not basetahsales
and equal weighting). MSDW offered rewards to its
Financial Advisors for sales of affiliated mutuainfls in
general, or particular affiliated mutual funds oertain
variable annuities. By a Letter of Acceptance, Waiand
Consent (“LAWC") dated September 15, 2003, MSDW
agreed to (1) fines totaling $2.25 million; (2) apel its
compliance systems and procedures; and (3) retain a
independent consultant to review and make recomatems$

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 intereftr its
research analysts with respect to investment bgrdgtivity,
failing to adequately manage such conflicts, fgilia ensure,
in offerings where MS&Co. was the lead underwritérat
payments made to other broker-dealers for publghin
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 ratingscepitargets
and content of the reports of senior research atsmly
Without admitting or denying the substantive allemss in
the complaint, on October 31, 2003, MS&Co. congrite
the entry of a final judgment that enjoined MS&CGmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altecfi75
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 settlemwith
the NYSE, the NASD and the Attorney General of $tate
of New York with respect to the same conduct spetifn
the complaint. MS&Co. is also in the process ofliring
settlements with the other state and territoriatusiées
administrators.

In 2003, Solomon 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 e 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 2@ad,initial -
public offerings (“IPOs”) during 1996 to 2000. Thetions
alleged, among other things, that SSB publisheddinfent
research reports, permitted inappropriate influenog
investment bankers over research analysts, anddfdib
adequately supervise the employees who engagedose t
practices. It was also alleged that SSB engagedhgnoper
“spinning” of shares to executives of investmennkiag
clients and failed to maintain policies and progedu
reasonably designed to prevent the potential misofle
material non-public information in certain circuikstes.
Without admitting or denying the findings, SSB cemed 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 volugtaitiative
pursuant to which SSB will no longer make allocasicof
securities in hot IPOs to accounts of executivécef§ or
directors of U.S. public companies; and (6) a paym
$400 million.

The SEC alleged disclosure violations in connectigth
marketing arrangements between MSDW and certaimahut
fund complexes in connection with the offer anck s#l class

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 arrangtme
contravened NASD Rule 2830(k). On November 17, 2003
without admitting or denying the findings, MSDW cemted

to orders including a censure; a cease and desist;an
undertaking to distribute, for the benefit of certaustomers, .
$50 million dollars, consisting of disgorgement 9lu
prejudgment interest in the amount of $25 milliord aivil
penalty of $25 million. MSDW also made certain othe
undertakings including (1) preparing and distribgtcertain
disclosures and a mutual fund bill of rights; (Brmitting
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certain class B shares to be converted to classafes; and
(3) retaining an independent consultant to reviewiong
other things, the completeness of the disclosured a
conformity with other aspects of the order.

In 2004, the NYSE brought an administrative actdlaging
that MS&Co. and MSDW (1) failed to ensure deliverfy
prospectuses in connection with certain sales ofirgees;
(2) failed to timely and accurately file daily pragn trade
reports; (3) erroneously executed certain sell rdm a
minus tick for securities in which MS&Co. held aosh
position; (4) failed to timely submit RE-3 in coratien with
certain matters; (5) hired certain individuals sabj to
statutory disqualification and failed to file fingeint cards
for certain non-registered employees; (6) failedctonply
with requirements concerning certain market-on&lend
limit-on-close orders; and (7) failed to reasonaklypervise
certain activities. MS&Co. and MSDW resolved thdi@t
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 millieand a
rescission offer to those clients who should haaeeived a
prospectus during the period from June 2003 to eBeipér
2004.

In January 2005, the SEC filed a complaint in fatiepurt
alleging that, during 1999 and 2000, MS&Co. viothte
Regulation M by attempting to induce certain custsnwho
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 of$40
million civil penalty. The settlement terms recalveourt
approval on February 4, 2005.

In March 2005, the SEC entered an administrativee Gaase
and desist order against CGM for two disclosurkufas by
CGM in offering and selling mutual fund shares.sHyr,
CGM received from mutual fund advisers and distobsi
revenue sharing payments, in exchange for which CGM
granted mutual funds preferential sales treatmEme. order
found that CGM did not adequately disclose its nese
sharing program to its clients, in violation of tBecurities
Act of 1933 (“Securities Act”) and Rule 10b-10 undke
Securities Exchange Act of 1934 (“Exchange Act”).
Secondly, on sales of Class B mutual fund sharesnounts
aggregating $50,000 or more, the order found tHaMCin
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 amauwrgsted
and the intended holding period. The SEC order weqds
CGM, required CGM to cease and desist from future
violations of the applicable provisions, and reqdiCGM 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 £las
mutual fund shares during 2002 and the first sixthne of
2003. The NASD found that CGM either had not adézjya
disclosed at the point of sale, or had not adefuate
considered in connection with its recommendationslients



to purchase Class B and Class C shares, the diffesein
share classes and that an equal investment in Blassres
generally would have been more advantageous for
clients. The NASD also found that CGM’s supervisand
compliance policies and procedures regarding Chsad
Class C shares had not been reasonably designeastoe
that SB Financial Consultants consistently providddquate
disclosure of, or consideration to, the benefitshef various
mutual fund share classes as they applied to icdali
clients. The NASD censured CGM and required CGMayp
a $6.25 million fine.

the

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

The SEC order found that SBFM and CGM willfully \dted
section 206(1) of the Investment Advisers Act 0f4Q9
(“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 psiygpa
new transfer agent arrangement with an affiliatethdfer -
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanggent,
had offered to continue as transfer agent and dostime
work for substantially less money than before; &itijroup
Asset Management (“CAM"), the Citi business uniatth
includes the Smith Barney Funds’ investment manaaer
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 exchargmong
other things, for a guarantee by First Data of Hieec
amounts of asset management and investment baféeado
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 materialgged to
the Smith Barney Funds’ Boards, including the faluo
make clear that the affiliated transfer agent waddh a high
profit for performing limited functions while FirsData
continued to perform almost all of the transfer rage
functions, and the suggestion that the proposeahgement
was in the Smith Barney Funds’ best interests &ad no -
viable alternatives existed. SBFM and CGM did rdrné or
deny any wrongdoing or liability. The settlemend diot
establish wrongdoing or liability for purposes ofyaother
proceeding.

The SEC censured SBFM and CGM and ordered them to
cease and desist from violations of sections 2061
206(2) of the Advisers Act. The order required @tipay
$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.
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The order required SBFM to recommend a new trarafent
contract to the Smith Barney Fund Boards within #i&9s 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 adwesh
version of a vendor policy that Citi institutedAugust 2004.
That policy, as amended, among other things, regquinat
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, reasonabgigied to
review and monitor MSDW'’s fee-based brokerage hassin
between January 2001 and December 2003. Without
admitting or denying the allegations, MSDW consdnte

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

The SEC alleged that MS&Co. violated the Exchangebly
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 betwedB8&Co.’s
research and investment banking practices. Without
admitting or denying the allegations, MS&Co. coriedrto a
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchargs.
MS&Co. agreed to make payments aggregating $15omill
which amount was reduced by $5 million contempooassy
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 implestnt
policies and procedures reasonably designed to rensu
compliance with the Exchange Act. MS&Co. also adree
provide annual training to its employees respossifdr
preserving or producing electronic communicationsd a
agreed to retain an independent consultant to wewad
comment on the implementation and effectivenesshef
policies, procedures and training.

On June 27, 2006, the SEC announced the initicdiot
concurrent settlement of administrative cease asdist
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 survailce of a
number of accounts and securities; (2) provide aale
guidance to MS&Co.’s and MSDW's personnel chargéth w
conducting surveillance; and (3) have adequateraisnin
place with respect to certain aspects of “Watcht’Lis
maintenance. The SEC'’s findings covered differergaa
from the 1997 through 2006 time period. MS&Co. and



MSDW were ordered to pay a civil money penalty 6D$
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 timastween
July 1999 and 2005, MS&Co. violated a number of NDAS
and SEC rules. The violations related to areasidicy trade
reporting through the Nasdag Market Center (forynerl
Automated Confirmation Transaction Service (ACTade
Reporting and Compliance Engine (TRACE) and Order
Audit Trail System (OATS); market making activitjes
trading practices; short sales; and large optioasitipns
reports. The NASD also found that, at various tirdasng
December 2002 and May 2005, MSDW violated NASDsule -
and Municipal Securities Rulemaking Board (“MSRBU)es
related to areas including trade reporting throTgtACE,
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 mondtagy

of $2.9 million and agreed to make restitution e parties
involved in certain transactions, plus interesprirthe 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) provideort that
described the corrective action that they compleigihg the
year preceding the LAWC to address regulatory ssared
violations addressed in the LAWC, and the ongoing
corrective action that they were in the processonfipleting.

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&CIin -
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 meark
making system failed to provide best execution éotain
retail OTC orders. In December 2004, MS&Co. remotrex
computer code in the proprietary market-makingesysthat
caused the best execution violations. MS&Co. cotegtn
without admitting or denying the findings, to a sere, to
cease and desist from committing or causing future
violations, to pay disgorgement of approximately.9$5
million plus prejudgment interest on that amoumij é0 pay

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

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 afoszement
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 déeep
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mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both petapi
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 forsdbrgement
payments; (c) a penalty of $10 million (half to jweid to the
NYSE and half to be paid to the distribution fundd) a
penalty of $5 million to be paid to the State ofvNéersey;
and (e) appointing a consultant to develop a plarpay
CGM's clients affected by the market timing.

On September 27, 2007, MS&Co. entered into a LAW w
the Financial Industry Regulatory Authority (“FINRA
FINRA found that, from October 2001 through Mard03,
MSDW provided inaccurate information to arbitration
claimants and regulators regarding the existencepref
September 11, 2001 emails, failed to provide sumhils in
response to discovery requests and regulatory riegui
failed adequately to preserve books and recordbfailed to
establish and maintain systems and written pro@sdur
reasonably designed to preserve required records tan
ensure that it conducted adequate searches innespo
regulatory inquiries and discovery requests. FINRKO
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 ancedrto
pay a $3 million regulatory fine and to retain adeépendent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgjatng 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.ifian
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 20@# u
August 2003, MSDW (1) failed to reasonably supenifisur
Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (@plated
the Investment Company Act of 1940 by allowing ripbét
mutual fund trades that were placed or amended #fte
close of trading to be priced at that day’s closimey asset
value. The December 2007 Order also found thain 2600



through 2003, MSDW violated the Exchange Act by not
making and keeping records of customer orders glafer
the market close and orders placed for certain édidgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC's findings, MS&Co. eed 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 approately
$5.1 million and to retain an independent distridut
consultant.

In May 2005, MS&Co. and MSDW discovered that, from
about January 1997 until May 2005, their orderyesyistems
did not check whether certain secondary market ritgsi
transactions complied with state registration regments
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 sat territorial
jurisdictions. MS&Co. and MSDW conducted an intérna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkclsto
Exchange, identified transactions which were exagtun
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 caéig state
and territorial jurisdictions. Under the settlemeMS&Co.
consented to a cease and desist order with, ameddgo 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 subsequest stetr the
coming months.

On August 13, 2008, MS&Co. agreed on the generalgef

a settlement with the NYAG and the Office of thénbis
Secretary of State, Securities Department (“ll&ipi(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 approgign&4.5 -
billion of illiquid ARS held by certain clients d1S&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 wite MYAG

on June 2, 2009 and with Illinois on September20D9. The
lllinois agreement serves as the template for ageed¢s with
other NASAA jurisdictions.

On November 13, 2008, in connection with the seitlst of
a civil action arising out of an investigation thetSEC 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 persandl subject
matter jurisdiction, which were admitted, consentedthe
entry in the civil action of a Judgment As To Defant
Citigroup Global Markets Inc. (“November

that, on later motion of the SEC, the Court is &edmine
whether it is appropriate to order that CGM pay iail c
penalty pursuant to section 21(d)(3) of the Excleafgt, and

if so, the amount of the civil penalty; and (iiijdered that
CGM'’'s Consent be incorporated into the November8200
Judgment and that CGM comply with all of the undkirigs
and agreements in the Consent, which include aer tifbuy
back at par certain ARS from certain customers. SBRE's
complaint alleged that (1) CGM misled tens of trends of
its customers regarding the fundamental naturendf risks
associated with ARS that CGM underwrote, marketed a
sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custertiat
ARS were safe, highly liquid investments comparatde
money market instruments; (3) as a result, nume@GM
customers invested in ARS funds they needed to have
available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; arndata
result of the failed auctions, tens of thousandsC&M
customers held approximately $45 billion of illiuARS,
instead of the liquid short-term investments CGMd ha
represented ARS to be. CGM reached substantiathylagi
settlements with the NYAG and the Texas State SteEsr
Board (“TSSB”), although those settlements were
administrative in nature and neither involved thied of a
civil action in state court. The settlements witie NYAG
and the TSSB differed somewhat from the settlenvettt
the SEC in that the state settlements (a) madenfisdthat
CGM failed to preserve certain recordings of tetaph calls
involving the ARS trading desk; and (b) required NL@o
refund certain underwriting fees to certain muratiigsuers.
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 aea
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 activitidswo
Financial Advisors in one of its branches. FINRAirfd that
these Financial Advisors solicited brokerage andstment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealisti@gtment
returns and failing to disclose material informati¢-INRA
also held that MS&Cao. failed to ensure that theusées and
accounts recommended for the retirees were properly
reviewed for appropriate risk disclosure, suitépifind other
concerns. MS&Co. consented, without admitting omydieg
the findings, to a censure, a fine of $3 milliondaestitution
of approximately $2.4 million plus interest to 96rrher
clients of the Financial Advisors.

2008 MSSB'’s Form ADV Part 1 contains further informatiabout its

Judgment”). Thereafter, on December 11, 2008, tR€ S disciplinary history, and is available on requestnf your

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
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Other Financial Industry Activities and Affiliation s

Morgan Stanley Parent indirectly owns 51%
Morgan Stanley Parent is a financial holding conypander the
Bank Holding Company Act of 1956. Citi indirectiyvns 49%
of MSSB.
corporations whose shares are publicly held andetteon the
New York Stock Exchange.

Activities of Morgan Stanley Parent and Citi. Morgan Stanley
Parent and Citi are both global firms engagingpuigh their
various subsidiaries, in a wide range of financsarvices
including:

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

* merchant banking and other principal investmernit/iiets
» brokerage and research services
* asset management

« trading of foreign exchange, commodities and stmact
financial products and

» (global custody, securities clearance services, sudrities
lending.

Broker-Dealer, Futures Commission Merchant, Commubdi
Pool Operator, or Commodity Trading Adviser Regaion
Status.
MSSB is registered as a broker-dealer and a futoesmission
merchant. MSSB has a related person that is a calityrpool
operator (Ceres Managed Futures LLC). For a fglling of
affiliated investment advisers, please see the Adavt I.

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

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

* Regulatory restrictions may limit your ability taugghase,

hold or sell equity and debt issued by Morgan Sanl

Parent, Citi and their affiliates in some investinadvisory
programs.

» Certain regulatory requirements may limit MSSB'sligb

to execute transactions through alternative exewuti
services (e.g., electronic communication networksd a

crossing networks) owned by MSSB, MS&Co., Citi beit
affiliates.
These restrictions may adversely
performance.

Related Investment Advisors and Other Service Pdevs.
MSSB has related persons that are the investmensead to
mutual funds in various
(including Morgan Stanley Investment
Morgan Stanley Investment Advisors Inc. and Mor@&ianley
Investment Management Limited). If you invest yassets in
an affiliated mutual fund or alternative investmeMSSB and
its affiliates earn more money than if you invest an
unaffiliated mutual fund or alternative investmentenerally,
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impact client aoto

investment advisory proggam
Management .,Inc

for ERISA or other retirement accounts, MSSB rebaieoffsets

of Mmssp.fees so that MSSB complies with IRS and Departroéiabor

rules and regulations.

Both Morgan Stanley Parent and Citi areMorgan Stanley Investment Advisors Inc., its whodyned

subsidiary Morgan Stanley Services Company Ind, lprgan
Stanley Investment Management Inc. serve in varamigsory,
management, and administrative capacities to open-and
closed-end investment companies and other porsfgsome of
which are listed on the NYSE).

Morgan Stanley Distributors Inc. serves as distabdor these
open-end investment companies, and has enteredsaieated
dealer agreements with MSSB and affiliates. Mor@anley
Distributors Inc. also may enter into selected eleajreements
with other dealers. Under these agreements, MSSB an
affiliates, and other selected dealers, are conggeddor sale of
fund shares to clients on a brokerage basis, andhfareholder
servicing (including pursuant to plans of distribautadopted 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 farestment
companies advised by Morgan Stanley Investment gaatsi Inc.
and other affiliated investment advisers and magive annual
per shareholder account fees from or with resped¢hém and
certain nonaffiliated investment companies.

As well as being a registered investment advisor,

Related persons of MSSB act as general partneringdrative
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 itequ
investing, investments in leveraged buyouts, ventoapital
opportunities, research and development ventues, estate,
managed futures, hedge funds, funds of hedge fandsother
businesses.

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

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

Code of Ethics

The MSSB US Investment Advisory Code of Ethics (€9
applies to MSSB’s employees, supervisors, offiegrs directors
engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
Code prohibits Employees from engaging in securitie
transactions or activities that involve a matertanflict 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 nmever use
knowledge of client transactions acquired in tharse of their
work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent aohations of
the Code by the individuals, branches and depatsrtéat 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:

e An Employee who wishes to conduct business activit)y

outside of his or her employment with MSSB, regesdlof

whether that Employee receives compensation fos thi

activity, must first obtain written authorizationofn his or

her supervisor. (Outside activities include servimg 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 @eiving
gifts or gratuities greater than $100 per recipigmetr
calendar year to or from persons or organizatiofith w
which MSSB has a current or potential
relationship, clients, or persons connected witlotlaer
financial institution, a securities or commoditieschange,
the media, or a government or quasi-governmentélyen

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

« MSSB maintains a “Restricted List” of issuers fohigh it
may have material non-public information or othentticts
of interest. Employees cannot, for themselves aairth
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
transactions for their personal securities accourtd
Employees must also follow special
investing in private securities transactions. Hasve in
the programs described in this brochure, Finankiblisors
may trade their own (and family) accounts at theeséime
as they execute client trades if they aggregatsetiimdes
with client trades. They may thereby acquire, apihpete
for, positions or interests in the same securiasstheir
clients which may affect the security’'s price, whic
constitutes a conflict of interest. While Financhdvisors
are required to execute transactions in a manragrighfair
and equitable to their clients over time, client@amts may
at times be indirectly negatively impacted whenakicial
Advisors also trade for their own accounts. Weressl
this conflict by disclosing it to you. Please agaur
Financial Advisor if you would like more informatioon
the Financial Advisor’s practices in this respect.

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

Reviewing Accounts

At account opening, your Financial Advisor must weasthat,
and the Financial Advisor's Branch Manager confitimat, the
account and the investment style are suitable tmegs for
you.
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before executing certain secuwsitie

Your Financial Advisor is then responsible for mwing your
account on an ongoing basis. Your Financial Adviemay
recommend changes to your portfolio at any timeoating to
market conditions. Your Financial Advisor will asfou at
least annually if your investment objectives habharged. |If
our objectives change, your Financial Advisor wilbdify your
portfolio to be suitable for your needs.

See Item 4.A above for a discussion of accountestants,
Investment Monitors (SB Channel) and Quarterly &enfince
Reports (MS Channel).

Client Referrals and Other Compensation

See “Payments from Managers of Alternative Investsieand
“Payments from Managers” in Item 6.B above.

businesd-inancial Information

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

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

MSSB and its predecessors have not been the subjeat
bankruptcy petition during the past 10 years.

procedures for



Exhibit: Affiliated Money Market Funds Fee Disclosure Statement
and Float Disclosure Statement
(APPLIES ONLY TO MS CHANNEL AND CONVERTED RETIREMENT PLAN ACCOUNTS AND CESAS)

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 (“CESAwye generally been effecting temporary sweep actimns of new
uninvested cash balances into Deposit Accountbléstiad under the Bank Deposit Program:

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 ndkels listed in
the table below as follows:

o0 IRAs or CESAs in advisory programs swept into therghn 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 swiaep ILAF or
the Morgan Stanley U.S. Government Money Market St*SGMT").

For Retirement Plan Accounts that swept into affid money market funds before the Effective Datebcontinue to hold
cash amounts in these funds or that now selecbbtieese funds:

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

» any fees designated in the table as “Distributind 8ervice 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 mrajain as compensation, for providing services, dlseount’s
proportionate share of any interest earned on batdinces held by MSSB (or an affiliate) with regpecassets awaiting
investment including:

* new deposits to the account (including interestdiniends) 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 FetlEtads 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 wiischot a
Business Day, the custodian earns interest thrtheglkend 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:

* The rate of Advisory Fee and Distribution and SssviFees (including 12b-1 fees) (whether in basiatp@r dollars)
may not be increased without first obtaining shaledr approval.

» Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the tablewkat deducted
from each fund’s assets or charged to all shareh@dcounts in the stated fiscal year (and may gdhdrom year to
year).
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These fees and expenses may be paid to MSSB aaiilittes for services performed. The aggregat®munt of these fees
is stated in the tables below. The amounts of esgeideducted from a fund’s assets are shown infeadrs statement of
operations in its annual report.

Morgan Stanley Investment Management (and/or fifaaés) may, from time to time, waive part of iglvisory 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 additiorfarmation. 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 fuftdssweep purposes may be appropriate for Retinéi@éans because
using professionally managed money market fundsiallyou to access cash on an immediate basis, puleding a rate
of return on your cash positions pending investmaAatis typical of such arrangements, we use offiljaded money funds
for this purpose.

MSSB also believes that investing a Retirement’Blassets in the Deposit Accounts may also be apjate. 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 is the most meagormation available to us as of March 30, 2042d is subject to
change. Please refer to the funds’ current prdgpes, statements of additional information anduahreports 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% 2100 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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