Form ADV Program Brochure
Morgan Stanley Smith Barney LLC

Graystone Consulting

March 30, 2012

2000 Westchester Avenue

Purchase, NY 10057

Tel: (914) 225-1000

Fax: (614) 283-5057
www.morganstanleysmithbarney.com

This wrap fee program brochure provides information about the qualifications and business practices of
Graystone Consulting, a division of Morgan StanleySmith Barney LLC (“MSSB”). If you have any
guestions about the contents of this brochure, plsa contact us at client.services@mssb.com. The
information in this brochure has not been approvedor verified by the United States Securities and
Exchange Commission (“SEC”) or by any state secuiis authority.

Additional information about MSSB also is availableon the SEC’s website at www.adviserinfo.sec.gov.
Registration with the SEC does not imply a certaievel of skill or training.

MorganStanley
SmithBarney




Iltem 2: Material Changes

This section identifies and discusses material gharto the
ADV brochure since the version of this brochureedatlarch
31, 2011. For more details on any particular mafitease
see the item in this ADV brochure referred to ia ftummary
below.

Merger of Investment Advisory Programs. Graystone
Consulting (“Graystone”) is a business unit of MSSB
MSSB provides investment advisory services throtgb
channels. One channel generally provides the imerst
advisory programs previously provided by Smith Bagrn
and/or Citigroup Global Markets Inc., and the otbbannel
generally provides the investment advisory programs
previously provided by Morgan Stanley & Co. Incomued.
MSSB is in the process of merging the advisory ot
currently operated in the Smith Barney and Morgsamisy
channels. In this ADV brochure, and in various rdie
communications, we refer to this process as thenV€csion.”

If you are a client in the Smith Barney channdk thay affect
your account in various ways. For example, there rha
changes to where your account is custodied anadtio gash
sweep options. We will notify you in advance of ayanges
to your account resulting from the Conversion. dfiyare not
sure whether your account is in the Smith Barnegnalel or
the Morgan Stanley channel, please contact youystwae
Consultant. (Item 4)

For Participant-Directed Retirement Plans. We now
offer administrative services such as assistantie s@arches
to retain third party providers and analyzing thiarty fees.
These are in addition to existing services sucidastifying
suitable managers and providing initial and ongoing
consulting services such as investment policy state
review, asset style analysis and mutual fund searfltem
4.A).

We now offer participant-directed retirement pldierts the
DC Investment Consulting Fund Screening serviceyliich
Graystone screens funds in the Morningstar datatmggve
plan clients a greater choice of funds in whichirtwest.
(Item 6.A)

Graystone Mutual Fund Due Diligence. Select Graystone
teams perform due diligence on mutual funds soytbathave
access to more mutual funds. The teams perfornm bot
gualitative and quantitative assessments of albdsun The
Graystone Director of Research approves all refmatsre we
provide them to you. (Iltem 6.A)

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 witrs: (i)
Morgan Stanley Bank, N.A., (i) Morgan Stanley PRitier
Bank, National Association or (iii) Citibank, N.A&ach bank
pays us a fee based on y@gposit Account balances (except

on retirement plans or Coverdell Education Savexgsounts).
Your Financial Advisor does not receive a portidntleese
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 Cogiga. This
Exhibit has information on the money market fund
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)

Fees. We list fees for different services and payment
methods such as for participant-directed retiremplan
services, for hard dollar biling and for Graystone
Discretionary Services as well as detailing paymehat we
may receive from investment managers. (Item 4.A)

Risks. We have expanded the investing risks discussion t
include the risks relating specifically to alterimat
investments. (Item 4.A)

Evaluating Managers and Funds. We describe how we
select investment products for, and terminate tifrem, our
programs.  Our Consulting Group Investment Advisor
Research department (“CG IAR”) has two evaluation
processes. CG IAR places managers and funds gaisin
most rigorous process on the Focus List. Altevedyi
managers and funds on CG IAR’s Approved List angjexi

to a less comprehensive evaluation process.  gltesh and
6.A)

Conflicts of Interest. We disclose conflicts of interest
arising when we act as placement agent, an affiléatts as
portfolio manager or we receive payment from abéue
investment managers. (ltem 6.B)

Proxy Voting. We have changed our proxy voting options in
Graystone Discretionary Services accounts. You gither
retain authority to vote proxies or delegate dioreto a third
party. (ltem 6.C)

Reviewing Accounts.If you have a Graystone Discretionary
Services account, your Graystone Consultant wilieng your
account and may adjust your portfolio and make
recommendations. (ltem 9)

Fiduciary Asset Management Program. More information
on Graystone Discretionary Services we provideughoour
Fiduciary Asset Management program is in a sepak&t¢
brochure.
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Item 4: Services, Fees and
Compensation

Graystone Consulting

Graystone Consulting (“Graystone”) is a separatgin@ss unit
of Morgan Stanley Smith Barney LLC (“MSSB”, “we” 6us”),
that focuses on providing a wide range of investneensulting
services to institutional and high net worth indival clients,
including assistance in developing investment gaodi@tements,
asset allocation, investment manager, mutual futkdind”),
exchange traded fund (“ETF”) and alternative innesit
research, performance reporting and custody sexvic€hese
services are delivered through a select group sfititional
consulting teams located across the country that Bagnificant
experience serving the investment advisory needisstifutions,
as well as high net worth individual clients, amd supported by
a management team dedicated to institutional ctingul
Graystone clients include corporations, Taft-Hartlplans,
foundations and endowments, public and privatengdfibenefit
plans, 401(k) plan sponsors, family offices andhhiget worth
individuals.

MSSB Financial Advisors must meet specific eligtpikriteria
to become “Graystone Consultants” and be part Graystone
team which typically adheres to the following testmucture:

« Institutional Consulting Director. Directors oversee an
integrated local consulting team, generally averager 20
years of industry experience, and are responsiietife
team’s investment consulting process throughoutiteeof
the client relationship.

« Consulting Analysts.
Consulting analysts
management firms and Funds.

A key focus of Graystone
is the evaluation of

Stanley and Co. Incorporated) and Smith Barney matated

businesses of Citi affiliates. Under the termsref igreement,
Citi sold 100% of its Smith Barney, Smith Barneys#alia and
Quilter units for a 49% stake in the joint ventw@mpany and
an upfront cash payment of $2.7 billion. MorgannBtg Parent
exchanged 100% of its Global Wealth Managementriegsi for

a 51% stake in the joint venture company. Afterrydaee,

Morgan Stanley Parent and Citi will have variouscpase and
sale rights for the joint venture company, but @itil continue

to own a significant stake in the joint venture gamy at least
through year five. The joint venture owns MSSB.

MSSB offers clients (“you”, “your” and the “Client’many
different advisory programs. One channel generpilyvides
the investment advisory programs previously prodibdg Smith
Barney and/or Citigroup Global Markets Inc. (“CGM{)SB
Channel”) and generally provides these programeutiit the
same businesses and retail locations as did Snaithely and/or
CGM. The other channel generally provides the stwent
advisory programs previously provided by MS&Co. and
generally provides these programs through the damsmesses
and retail locations as did MS&Co. (“MS Channel”).

Merger of Investment Advisory Programs. While some
programs are available only in one channel, MSSBnishe
process of merging the two channels and their adyis
programs and we anticipate that in 2012, MSSB Wwégin
operating as a single channel on one platform whidlhat least
initially be substantially similar to the currentS¥Channel and
platform. This conversion of the SB Channel and 8
Channel is referred to as the “Conversion” and antopened
or operating on this one platform are referred 4d'‘@onverted
Accounts”.

We do not anticipate that the Conversion will hang material
impact on Graystone or MSSB accounts. We antieifiat the

investmentConversion will occur in three “Cuts” during 2018ach of
In addition, analysthich will involve the conversion of distinct gromipof SB

support asset allocation and performance monitorin&hannd client accounts, and after the third Coitaccounts will

processes. Analysts are trained in the use ofstment
analytics tools and are involved in the preparatibelient
presentations and performance reviews.

«  Operational
processing

Support.

client agreements and provide

remain on the SB Channel platform. MSSB will nptyfou if
and when your account will be converted, and of elngnges
that the conversion will have on your account, piio any
Conversion Cut that impacts you. To determine feiour

Team members focus on account is a SB Channel account, a MS Channel ataoua
generdfonverted Account, please contact your Graystores@iant.

operational and administrative support on behalf 0fq; clients who maintain custody with us, until Benversion is

Graystone clients.
MSSB

Graystone is backed by the resources of MSSB. M$%SB
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 athe
largest financial services firms in the countryhwliranch offices
in all 50 states and the District of Columbia.

MSSB was established in June 2009, when MorganleStan

(“Morgan Stanley Parent”) and Citigroup Inc. (“Cjtcombined
the Global Wealth Management Group of Morgan Sta&l€o.
Morgan Stanley & Co. LLC (“MS&Co.”) (formerly Morga

complete, unless clients elect otherwise, theiretassvill be
custodied at either CGM (for SB Channel accountsM&8SB
(for MS Channel accounts and Converted Accounts).

A. General Description of Programs
Traditional Institutional Consulting Services

Graystone offers the following traditional
Consulting Services to its clients.

Institutal

Assistance in Preparation of Investment Objectivemnd
Policies  Graystone assists in the review, evaluation and
preparation of the client’s investment policies ahjectives and



if requested will assist in preparing investmentdglines for
each of the client’s investment managers.

Asset Allocation. Graystone reviews the client’s asset
allocation and will make asset allocation recomnagiots in
accordance with the goals of the client.

Investment Searches Graystone assists the client in
identifying and recommending investment manageusds and
ETFs (“Investment Products”). These recommendatiane
based either on MSSB Investment Advisor Researdingu
different methods to evaluate investment manadeuads and
ETFs -- research on investment managers is providexugh

Graystone Discretionary Services

Graystone also offers through qualified Graystorangtilting
teams and for eligible clients, discretionary indtonal
consulting services whereby Graystone is respamdsibt the
discretionary selection and rebalancing of Invesitn@ptions in
accordance with the client’s investment policyestaént. Such
discretion is exercised utilizing the resources MESB’s
Fiduciary Asset Management program (“FAM”). FAM

designed to manage the overall investment prodeskjding
investment policy decisions, asset and investmetyie s
allocation decisions, manager selection, review tenchination,
and comprehensive monitoring of the client’'s pditfo In

addition to discretionary investment managemergntd receive

is

MSSBs Fiduciary Services (“FS") and Consulting andcystodial services (unless the client elects to aiseoutside

Evaluation Services (“CES”) programs) or Graystodaee
diligence. Graystone due diligence on manageroislucted

custodian), trade execution and related servicea fingle asset
based fee. For more details on FAM, please refehe FAM

through its Manager Assessment Program, a propyieta ADv available at www.smithbarney.com/ADV.

investment management scoring system that assessstment
manager products in that database. Graystone teantuct
further analysis in an effort to identify managédos clients.
See Item 6 below for more details.

Depending on applicable legal and regulatory regoénts,
clients may invest in certain affiliated and/or fiitiated
alternative investment vehicles that are followey MSSB
alternatives research as described in Item 6 (fuwadstments,
together with Investment Products, “Investment Q).

Non-Researched Manager<lients also may select investment client's investment policies.

managers outside of those covered by InvestmentisAdv
Research or Graystone due diligence. Such outsaigagers,
if qualified, will be offered through MSSB’s Invesént
Management Services Program (“IMS”).
evaluate or make any
investment managers and shall not assume anyityafot any
loss, claim, damage or expense attributable to dhent’s
selection of managers not covered by Investment isbdv
Research or Graystone due diligence.

For more information about FS and CES or otherstment
advisory services offered by MSSB, as well as s in
determining which service may be best suited ta yeeds and
objectives, please contact your Graystone Condubtarefer to
www.smithbarney.com/ADV.

Performance Measurement Graystone Consulting provides
clients with customized performance reports thatess
investment risk and return relative to benchmarkEhe reports
may include comparisons to recognized benchmarésnzarket
segments.

Custody and Statements.CGM (for SB Channel accounts) or
MSSB (for MS Channel accounts and Converted Ac&uniy
serve as the custodian of all cash, securitie#mer assets held
in the portfolio and credit the portfolio with ddénds and
interest paid on securities held and with the ppalcpaid on
called or matured securities in the portfolio. Youll be
provided with written confirmation of securitiesafisactions,
and account statements at least quarterly.

Graystone Discretionary Services is designed fagntd who
wish to have Graystone assume full discretion osmsset
allocation rebalancing decisions as well as decssio terminate
any Investment Option. Graystone also provideslieat with

on-going financial management services such assiment
performance reporting, administration, trade exeoutand

custody. Based on a client's long-term strategiicy

allocation parameters and other investment comésiai
Graystone will look for opportunities in asset sks or
investment styles with above average expected @tasturn

while managing overall portfolio risk in accordanedth the

As a “manager of mgers”

Graystone will assume full responsibility for thpesations of
the client’s investment program.

MSSB does not
representations concerningh su

For Participant-Directed Retirement Plans

Graystone also offers a non-discretionary investrsensulting
platform for participant directed retirement plafifirough this
program, Graystone Consulting offers initial andgaing

investment consulting services to Plan Sponsors|uding

investment policy statement review, asset stylelyais and
mutual fund search and selection. For participargeted
retirement plan sponsor clients, Graystone offdnie DC
Investment Consulting Fund Screening Program whish
explained further in Item 6A below. Also, Graystamay assist
the retirement plan and other institutional cliemtish certain
administrative functions as described below. Thase not
investment advisory services and MSSB does notnassfatus
as a fiduciary under ERISA, the Investment AdvisArg of

1940 or any other applicable law or regulation grfprming
these services. Graystone Consulting providesfaliewing

administrative services:

- Board Education/Asset ClassificatienGraystone shall
provide the Client with general financial and
investment information relating to such concepts as
diversification and asset classification with regp®
various asset classes and historic rates of return.

« Participant Education— Graystone shall provide the
Client and/or its employees eligible to participate
Client's Plan with general financial and investment



information relating to such concepts as diveratfan,
asset allocation and historic rates of return.

Provider Search Assistance Graystone may assist
plan sponsors in searches to retain third partyicer
providers such as record keepers. This servicelraay
provided to existing clients or on a one-time bdsis
plans that are not existing Graystone clients. ddimg
so, Graystone will:

1) evaluate the plan sponsor’s needs

Graystone periodic reports containing the cliertistorical
performance information as reported by the appleab
performance reporting Al. Client may also recedeanposite
reports that show historical performance of altévea
investments as reported by the Performance Repgo#tinalong
with historical or other performance information ather
investments that were/are acquired by Graystore,hatd in
custody by CGM or MSSB or are followed by MSSB easé.
The performance information provided in a periodic
performance report is based on information provided
Graystone by the Performance Reporting Al and ig no
independently verified by Graystone. Graystone aff8iSB

2) assist the plan sponsor in preparing a Request fghall not be liable for any misstatement or omissizade by a

Proposal (“RFP")

3) Assist the plan sponsor in soliciting and reviewing
responses from potential providers

4) Assist the plan sponsor in selecting finalists and

Performance Reporting Al nor for any loss, liakilitclaim,
damage or expense arising out of such misstateonemhission.
The reporting service is not intended to constitateestment
advice or a recommendation by Graystone of anyratae
investment and Graystone is not evaluating the gpateness
of the initial investment or the continued inveshinén the
alternative investments reported on as a partisfdrvice. In

5) Provide the plan sponsor with an executive@ddition, the service does not constitute, creatienpose a fee-

summary report to assist the plan sponsor in makin&

its final decision.

Fee Benchmarking —Graystone may perform a
comparative analysis of fees charged by third part
service providers and the expenses of funds that a
available to the plan sponsor in order to allownhe
evaluate the level of such fees that they payivelab
similarly structured and sized retirement planshisT
service may be provided to existing clients or ama-
time basis to plans that are not clients and Goangst
may retain third-party firms to assist it in proiig this
service. The service shall include the following:

1) obtaining information from the plan sponsor for
preparation of a Fee Benchmarking report and

2) preparation of and assistance in the review an

evaluation of the Fee Benchmarking report with the

plan sponsor.

Other Services

Alternative Investments Performance Reporting Seei
Graystone offers alternative investments perforraamporting
capabilities. This is a non-discretionary serveag clients are
responsible for executing participation agreemelivisctly with
each alternative investment. Graystone offersidi¢he ability
to receive periodic reports that provide historipakformance
reporting of their alternative investments that evenot
purchased through Graystone and are not researtyed
Graystone or MSSB. The alternative investmentdohcal
performance information provided by this servicdased upon
information provided, directly or indirectly, to &ystone by the
issuer of the alternative investment, or by itsrgmo, investment
manager or administrator (“Performance Reporting”).Al
MSSB’s ability to provide historical or other pemfieance
reporting on alternative investments is dependpotlits ability
to obtain such information from each Performancpdriing Al.
The performance reporting enables the client teivecfrom

ased brokerage relationship, a fiduciary relatigmsor an
investment advisory relationship under the Invesimfedvisers
Act of 1940, as amended, with regard to the prowisdf the
investments covered under this service. If theer@liis an

mployee benefit plan or is otherwise subject ® Employee

etirement Income Security Act of 1974, as amended
(“ERISA"), Graystone and MSSB are NOT acting asdadiary
(as defined in ERISA) with the respect to the psmn of these
reporting services as described herein). Graystsnenot
responsible for and will not provide tax reportiwigh respect to
any alternative investment reported on under thigise.

Graystone, MSSB and CGM do not normally maintaistady

of alternative investments reported on under tles/ise and
therefore such investments are not included undes®s SIPC
coverage. The fee charged to the client in thigise does not
include any fee or charge for other services inneation with

he client’s participation in any alternative intraent or as may
e charged by a Performance Reporting Al. Theatlgesolely

responsible for such arrangements.

Asset/Liability Analysis Services Graystone works with third
party vendors, whose proprietary asset/liabilitydelong
software is used to generate customized asselithiattdies for
defined benefit plan clients. The asset/liabilibhalysis service
provides certain cash flow modeling, liability fung analysis
and funding strategies including custom contribupolicies.

General Description of All Programs

Unless specified otherwise, this section discussasous
general matters applying to all the programs dbedriin this
brochure.

Account Opening

To enroll in any program described in this brochyau must
enter into the program client agreement (“Clientéggnent”).



Restrictions

The client may impose reasonable restrictions onowaut
investments. For example, you may restrict Grayston the
managers from buying specific securities, a categof

securities (e.g., tobacco companies) or Fund sharésyou

restrict a category of securities, we or the managél

determine which specific securities fall within thmestricted
category. In doing so, we or the manager may @alyesearch
provided by independent service providers. Anyrig#ins you
impose on individual securities have no effect ond-holdings
since Funds operate in accordance with the
objectives and strategies described in their prdsiges.

Trade Confirmations, Account Statements and
Performance Reviews

CGM (for SB Channel accounts) or MSSB (for MS Chalnn
accounts and Converted Accounts) may serve asus®dian
and provide you with written confirmation of secias
transactions, and account statements at leasteglyarYou may
waive the receipt of trade confirmations after tioenpletion of
each trade in favor of alternative methods of comication
where available. You may also receive Fund prosigest
where appropriate. Graystone services are alswidqaw to
clients who engage third-party custodians.

We provide performance monitoring to clients witfrequency
as requested by the client.

Risks

All trading in an account is at your risk. The \alof the assets
held in an account is subject to a variety of fessteuch as the
liquidity and volatility of the securities marketfnvestment
performance of any kind is not guaranteed, and Soag’s,

MSSB'’s, or its employees’ past performance withpees to

other accounts does not predict future performaritie respect
to any particular account. In addition, certairveistment
strategies that Graystone Consulting may use inptiograms
have specific risks, including those associatedh wivestments
in common stock, fixed income securities, Ameri€apositary

Receipts, and Funds. You should consult with yotay&tone

Consultant regarding the specific risks associatéth the

investments in your account.

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

Risks Relating to Money Market Funds An investment in a
money market fund is neither insured nor guarantegdhe
Federal Deposit Insurance Corporation (“FDIC") oy eother
government agency. Although money market fundsk gee
preserve the value of your investment at $1.00spare, there is

7

invagtme

no assurance that will occur, and it is possibléot® money if
the fund value per share falls. Moreover,
circumstances, money market funds may be forcedetse
operations when the value of a fund drops below®Iper
share. In that event, the fund’'s holdings areitigted and
distributed to the fund’s shareholders. This litption process
could take up to one month or more. During thateti these
funds would not be available to you to support phases,
withdrawals and, if applicable, check writing or MTdebits
from your account.

Risks Relating to Alternative Investments Alternative
investments have different features and risks fotimer types of
investment products. As further described in thderafg
documents of any particular alternative investmeiain
investment in alternative investments can be highityuid, is
speculative and not suitable for all investors. xample,
alternative investment products may place substalithits on
liquidity and the redemption rights of investons¢luding only
permitting withdrawals on a limited periodic baaisd with a
significant period of notice and may impose earlghdrawal
fees. Investing in alternative investments is idth for
experienced and sophisticated investors only wieowalling to
bear the high economic risks of the investmentestors should
carefully review and consider potential risks befanvesting.
Certain of these risks may include: loss of allaosubstantial
portion of the investment due to leveraging, statlitey, or other
speculative practices; lack of liquidity, in théiete may be no
secondary market for the fund and none expectedet@lop;
volatility of returns; restrictions on transferririgterests in the
fund; potential lack of diversification and resadii higher risk
due to concentration of trading authority whernngle advisor
is utilized; absence of information regarding véluas and
pricing; complex tax structures and delays in tggorting; less
regulation and higher fees than mutual funds; ahdsar risk.
Alternative investment products may also have higfees
(including multiple layers of fees) compared to esttlypes of
investments.

Individual funds will have specific risks related ttheir

investment programs that will vary from fund to éur-or more
details on these and other features and riskss@learefully
read the documentation (including risk disclosunedating to

any selected Investment Option, as well as youentli
agreement.

Risks Relating to Differing Classes of SecuritieBRifferent

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

Tax Considerations

Neither MSSB, neither Graystone nor any of our liatés
provides tax advice and, therefore, are not resplendor
developing, implementing or evaluating any taxtegges that
may be employed by the client. The client showddedop any
such strategies or address any tax-related issitksavqualified
tax adviser.

in some



Fees
Traditional Institutional Consulting Services

Asset Based Feg&he fees for traditional Institutional Consulting
Services are negotiable and subject to a $35,000hmim fee
per relationship. Fees are generally charged epartin
advance and are based on a number of factors inglutie
specific services to be provided, which may result particular
client paying a fee greater than the standard fegéhe standard
asset based fee schedule is as follows:

Account Asset Value Annual Fee
On the first $5,000,000 1.35%
On the next $5,000,000 0.80%
On the next $15,000,000 0.40%
On the next $25,000,000 0.30%
On the next $50,000,000 0.20%
On the next $100,000,000 0.10%
Over $200,000,000 Negotiablg

Hard Dollar Fee. In addition, clients may select any of the
services listed below subject to the following minim fees for
each and an overall minimum engagement fee of $05,0For
historical analysis the fee is $2,500 per portf@er year. For
investment policy statements, the initial fee is,08® and
updates are $2,500. For strategic asset allocatiadies, the
initial fee is $7,500 and updates are $2,500. wv&ctasset
allocation only is provided for an ongoing retairer$10,000
per year. The fee for an asset liability analyise$15,000 per
year. Clients may contract directly with third yavendors for
an asset liability analyses in which case MSSB @naystone
will not commit to this service contractually or athge an
additional fee. Manager searches are $5,000 perclse
Performance measurement services are providechfonayoing
retainer of $2,000 to $5,000 per year and $1,0082600 per
year for combined accounts.

Graystone Discretionary Services

The fees for Graystone Discretionary Services argotiable

and are typically subject to a $25 million portéolminimum.

Fees are generally charged quarterly in advanceuantdased on
a number of factors including the specific servides be

provided, which may result in a particular cliergyphg a fee
greater than the standard fees. The standard based fee
schedule is as follows:

Account Asset Value Annual Fee
On the first $25,000,000| 0.84%

On the next $25,000,000 0.375%
On the next $50,000,000 0.25%
On the next $100,000,000 0.13%
Over $200,000,000 Negotiablg

Alternative Investments Performance Reporting

For purposes of calculating the fees for this servthe market
value of the alternative investments shall be basedhe then
currently available market value, estimated or a¢tas reported
by the Performance Reporting Al.  Graystone doe$ no
independently verify such information. The fee Isimt be
charged on committed, but not yet funded, investmenThe
fee on the first $5 million of assets is .25%. Tée on the next
$5 million of assets is .11%. The fee on the 1$98 million of
assets is .10%. The fee on the next $25 millioragdets is
.09%. The fee on the next $50 million of asset®%6. The
fee on the next $100 million of assets is .045%he Tee on
assets in excess of $200 million is negotiable.

Participant-Directed Retirement Plans

Fees may be charged quarterly and in advance aréars and
may be based on a number factors. The fees amtiaelg.

Factors include the size of the account and thebeurand range
of advisory and client related services to be medi The
maximum annual asset based fee is 0.60%. Theasthadset
based fee schedule for participant directed retrgrplans is as
follows:

Account Asset Value Annual Fee
On the first $5,000,000 0.60%
On the next $5,000, 000| 0.40%
On the next $15,000,000 0.25%
On the next $25,000,000 0.15%
On the next $50,000,000 0.08%
On the next $100,000,000 0.05%
Over $200,000,000 negotiable

In addition, the client may select any of the fallog services
subject to the minimum fees set forth and an olenalimum
engagement fee of $15,000. For investment poliaiements
the minimum fee is $5,000 initially and $2,500 fopdates.
For asset allocation analysis the minimum fee i$@7 initially
and $3,000 for updates. For mutual fund searches
minimum fee is $5,000. For performance measureltienfee
$2,000 to $5,000 per fund charged in the form ofaanmual
retainer only. For generic participant educatidwe tfee is
$1,500 per day (please note that participant ethrcas not
intended to be a stand alone service and will Hered in
addition to a full consulting assignment. Par@eipeducation
can be included as part of the overall asset-bdsed or
separately at the $1,500 per day rate).

In addition, fees for other services provided tortipgpant
directed programs are as follows:

« Provider Search Assistance Fed-or single service
engagements, a plan can be charged a one-time ffee o
$5,000 - $30,000 which will be billed upon compbetiof
the service. For on-going consulting engagements,
Provider Search Assistance fees may be chargedditian



to the overall institutional services asset-based/a hard
dollar fee, as listed above.

year. MSSB’s non-cash compensation policies satlitions
for each of these types of payments, and they d@&onit any
gifts or entertainment conditioned on the achievanoé a sales

- Fee Benchmarking Fee.For single service engagements, atarget.

plan can be charged a one-time fee of $3,500 -0805,
which will be billed upon completion of the serviceFor
on-going consulting engagements, Fee Benchmarléeg f
may be charged in addition to the overall instioél
services asset-based and/or hard dollar fee,ted EbHove.

General Fee Information

Fees for the programs described in this brochueenagotiable
based on a number of factors including the type sinel of the
account and the range of services provided by Gwags
Consulting. In special circumstances, and with tlent's

agreement, the fee charged to a client for an adcmay be
more than the maximum annual fee stated in thigosec

The fee is payable as described in the Client Agesd.

Generally, the initial fee is due in full on thetelgou open your
account at Graystone Consulting and is based onnthaeket
value of the account on that date. The initial feyment
covers the period from the opening date through y@ar

election) the last business day of the currenttguar the next
full calendar quarter and is prorated accordinglyhereafter,
the fee is paid quarterly in advance based on twoumt's

market value on the last business day of the pusvialendar
quarter and is due the following business day. ebsthe client
elects to custody assets at a third-party custodiaa Client
Agreement authorizes CGM or MSSB to deduct feesmdhee

from the assets contained in the account.

Payments from Investment Managersnvestment managers
participating in MSSB-sponsored internal trainimgl &ducation
conferences and meetings may make certain payr@nts for
the benefit of, MSSB or its Financial Advisors tifset expenses
incurred for these events. A schedule of thesistratjon fees
is available upon request from your Graystone Clbaust

While all fund families are provided with sponsapsh
opportunities, certain fund families (referred te &Global

Partners”) dedicate significant financial and staffresources to
these activities and may receive additional oppties to

sponsor firm events and to promote their own fuadsinancial

Advisors and clients instead of funds from thosedffiamilies

that do not commit similar resources to educationarketing

and other promotional events. MSSB selects thd families

that are Global Partners based on a number of ifatiaré and

qualitative criteria.

Investment managers may also sponsor their ownatidnal
conferences and pay expenses of Financial Adviatiending
these events; MSSB’s policies require that theningi or
education portion of these events comprises sutisignthe
entire event. Investment managers may sponsoradduoal
meetings or seminars in which clients as well asafcial
Advisors are invited to participate.

Investment managers are allowed to occasionallg giminal
gifts to Financial Advisors and to occasionally estdin
Financial Advisors subject to a limit of $1,000 genployee per
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None of these amounts relate to any particularstetion or
investment made by MSSB clients with investment aggns.
An annual estimate of the aggregate value of taeseunts paid
or provided by the investment managers to MSSB @r
Financial Advisors may be provided, upon requestcltents.
Investment managers participating in the prograsscidbed in
this brochure are not required to make any of thgpes of
payments.

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

purposes, you can benefit even more from existimghpoints.
If you have two accounts, the “related” fees on ot #1 are
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@ysmn

Account #1, you may have a greater proportion eéssubject
to lower fee rates, which in turn lowers the averéeg rate for
Account #1. This average fee rate is then multiplwy the
actual amount of assets in Account #1 to deterthiaedollar fee
for Account #1. Likewise, the total assets are iggpko the
Account #2 breakpoints to determine the averagerdde for
Account #2, which is then multiplied by the actaamhount of
assets in Account #2 to determine the dollar feé\ficount #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 thesécigsl and

procedures, they will only be related if this i®sifically agreed

between you and Graystone Consulting.

B. Comparing Costs

Cost comparisons are difficult because a partics#awice may
not be offered in other MSSB programs. Dependinghenlevel
of trading and types of securities purchased od sol your
account, if purchased separately, you may be ablebtain
transaction execution at a higher or lower costM&SB or
elsewhere than the fee in these programs. Howeugrh
transactions cannot be executed on a discretiobasys in a
brokerage account. In addition, MSSB offers othesgpams
where discretionary portfolio management is progidyy third
party investment managers (and not your Graystanes@tant)
and the fees in those programs may be higher oerldlman the
fees in these programs.

You should consider these and other differencesnvaeeiding
whether to invest in an investment advisory or akbrage
account and, if applicable, which advisory programest suit
your needs.

C. Additional Fees

If you open an account in one of the programs desdrin this
brochure, you may pay us an asset-based fee fastment



advisory services, custody of securities and tedeeution with
or through CGM (for SB Channel accounts) or throdBSB
(for MS Channel accounts and Converted AccountSjhe
program fees do not cover:

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

LIS

«  “mark-ups,” “mark-downs,” and dealer spreads (Aptth
MSSB or its affiliates may receive when acting @agipal
in certain transactions where permitted by law By that
other broker-dealers may receive when acting axipal in

MSSB/CGM act as custodiarnless you instruct us otherwise,
MSSB/CGM will maintain custody of all cash, sedest and
other assets in the account and the following sestion cash
sweeps will apply to you.

Cash Sweeps

Generally, some portion of your account will bechl cash. If
CGM (SB Channel accounts) or MSSB (MS Channel atisou
and Converted Accounts) acts as custodian for goaount, it
will effect “sweep” transactions of uninvested casimd

certain transactions effected through MSSB andtsr i @llocations to cash, if any, in your account into:

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 iaffils

«  MSSB account establishment or maintenance feestdor
Individual Retirement Accounts (“IRA") and Versatil
Investment Plans (“VIP"), which are described ineth

respective IRA and VIP account and fee documentatio

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

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

Funds in Graystone Consulting Programs

Investing in Funds may be more expensive than ativestment
options offered in your advisory account. In aduditto our fee,
you pay the fees and expenses of the Funds in wjnich

account is invested. Fund fees and expenses aaegech
directly to the pool of assets the Fund invesiand are reflected
in each Fund's share price. These fees and expearsesn
additional cost to you and are not included in féee amount in
your account statements. Each mutual fund and Exdqferse
ratio (the total amount of fees and expenses cHalnye the
Fund) is stated in its prospectus. The expense generally
reflects the costs incurred by shareholders dutiveg mutual
fund’s or ETF’s most recent fiscal reporting peri@iirrent and
future expenses may differ from those stated irptiospectus.

You do not pay any sales charges for purchasesuntid-in
programs described in this brochure. However sdturds
may charge, and not waive, a redemption fee onaicert
transaction activity in accordance with their prespises.

Custody

MSSB/CGM do not act as custodian.If you retain a custodian
other than MSSB or CGM, your outside custodian wadvise
you of your cash sweep options and as describebeirClient
Agreement, you will have the option of instructingg on
whether you want the Graystone Consulting fee dbille you
directly or to the outside custodian selected hy.yo
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- interest-bearing bank deposit accounts (“Deposodiats”)
established under the Bank Deposit Program (“BiP”)

money market mutual funds (each, a “Money Markeatd®u
and, together with BDP Deposit Accounts, “Sweep
Investments”). These money market funds are mahbyge
Morgan Stanley Investment Advisors Inc. or anofi&SB

affiliate except for SB Channel retirement and CGded

Education Savings accounts: The “sweep” money nharke
funds are managed by an unaffiliated manager.

If you do not select a Sweep Investment when yoenoyour
account, your Sweep Investment will be BDP if yoe eligible
(MS Channel accounts and Converted Accounts) ectesd by
your Graystone Consultant (SB Channel accounts).

exchange , fees

In the SB Channel, retirement accounts cannot W3e 8s their
Sweep Investment.

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

The custodian will effect sweep transactions ooltite extent
permitted by law and if you meet the Sweep Investime
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) Morga8tanley
Private Bank, National Association or (iii) CitidgrN.A. The
Sweep Banks are affiliated with MSSB. The SweepkBamay
interest on the Deposit Accounts established urider BDP.
Your deposits at the Sweep Banks will be insurethleyFederal
Deposit Insurance Corporation (“FDIC") up to apphte limits,
in accordance with FDIC rules, and subject to agatien of all
the accounts (including, without limitation, ceiddtes 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 as,your
agent, to establish the Deposit Accounts for youd & make
deposits into, withdrawals from and transfers amitvegDeposit
Accounts.



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

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

If BDP is your Sweep Investment, you should be awidat,
each Sweep Bank will pay MSSB a fee equal to thegudage
of the average daily deposit balances in your Diggaxount at
the Sweep Banks. Your Financial Advisor or Grayston
Consultant will not receive a portion of these feesredits. In
addition, MSSB will not receive cash compensatiocredits in
connection with the BDP for assets in the Depositduints for
retirement plans or Coverdell Education Savingsoaots.
Also, the affiliated Sweep Banks have the oppotjuto earn
income on the BDP assets through lending actiatyd that
income is usually significantly greater than thesfd1SSB earns
on affiliated Money Market Funds. Thus, MSSB haaflict
of interest in selecting or recommending BDP assthieep fund,
rather than an eligible Money Market Fund.

Unless otherwise specifically disclosed to you inriting, such
as in connection with the Bank Deposit Program notk
above, investments and services offered through M8Sare
not insured by the FDIC, are not deposits or other
obligations of, or guaranteed by, the Sweep Banksand
involve investment risks, including possible loss fothe
principal invested.

Money Market Funds.We may, in our sole discretion, offer
Money Market Funds as Sweep Investments. The Mbfaket
Funds may or may not be affiliated with MSSB.
understand that purchases and redemptions of Mafeket
Fund shares may be effected only through MSSB hatlytou
may not directly access the Money Market Fund.

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

Each of these Money Market Funds is a separatestiment
with different investment objectives. Their feesgpenses,
minimum investment requirements, dividend policiasnd
procedures may vary. Before you invest in any Mohrket
Fund, read its prospectus carefully. Money MaFkaid shares
are neither insured nor protected by the FDIC. stwent in any
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Youresident.

money market fund is a purchase of securities tdue the
money market fund, not a bank deposit.

Certain of the Money Market Funds described aboaseh
minimum investment requirements. In addition, MS&y
require a minimum initial investment to activatareor 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 Investmeah éf/you
meet the minimum initial investment and/or balance
requirements. You must contact your Financial Advior
Graystone Consultant to do so. However, if a pattivelops of
faling below the minimum balance requirement, weaym
preclude you from investing in that Sweep Investimianthe
future.

We may offer other money market funds as a nonpwee
investment choice. You may purchase shares in theseey
market funds by giving specific orders for eachghasse to your
Financial Advisor or Graystone Consultant. However,
uninvested cash in your account will not be sweyt ithese
money market funds.

If account cash balances are invested in Money dtaFunds
sponsored or managed by MSSB affiliates, we recaikretain
fund fees up to 0.18% from those Money Market Fusrdhose
money market funds’ affiliates. Therefore, MSSBs ha
conflict of interest in recommending that a portioh your
account be invested in money market fundBor retirement
accounts with cash balances invested in money matkeinds
sponsored or managed by MSSB affiliates, certain és
received and retained by such MSSB affiliates willbe
credited to the account or offset against the advisy
program fee. Please see the attached Exhibit “Affated
Money Market Funds Fee Disclosure Statement and Féd
Disclosure Statement” for more details.

The above provisions may not apply if you are notU&.
If you are not a U.S. resident, pleasetact your
Graystone Consultant to determine whether the BD&Money
Market Fund will be your default Sweep Investment.

D. Compensation to Graystone

Consulting

If you invest in one of the programs described inbhixchure, a
portion of the fees payable to us in connectiomwiur account
is allocated on an ongoing basis to Graystone Gtamgs. The
amount allocated to your Graystone Consultantsoimection
with accounts opened in programs described in bhichure
may or may not be more than if you participatedtimer MSSB
investment advisory programs, or if you paid sefgdyafor
investment advice, brokerage and other services.ourY
Graystone Consultant may therefore have a finamaintive to



recommend one of the programs in this brochureatsof other
MSSB programs or services.

If you invest in one of the programs describedhiis brochure,
Graystone Consulting may charge a fee less thamteémum
fee stated above. The amount of the fee you payfastor we
use in calculating the compensation we pay yourySome
Consultant. Therefore, Graystone Consultants laafieancial
incentive not to reduce fees

ltem 5: Account Requirements and
Types of Clients

Graystone Consulting offers its services under lthischure to
corporations, Taft Hartley funds, endowments anghéiations,
public and private retirement plans, including 4Q1flan
sponsors, family offices and high net worth indiads.

Iltem 6: Portfolio Manager Selection
and Evaluation
A. Selection and Review of Portfolio

Managers for the Programs

This Item 6.A describes more generally how we debrad
terminate Investment Options from these progranserileed in
this brochure. If managers have more than ondeglya we
may include only some of those strategies in thegmms
described in this brochure, may carry differentatstgies in
different programs, and assign different statusedifferent
strategies. Please refer to the discussion ini@edt A. for a
complete description of the programs.

Consulting Group Investment Advisor Research

Our Consulting Group Investment Advisor Researghadinent
(“CG IAR") evaluates Investment Products.
delegate some or all of its functions to an af@iar third party.
Investment Products may only participate in the ¢tfSCES
programs if they are on CG IAR’s Focus List or Apyed List
discussed below. The Focus List and Approved higt at
www.morganstanleyindividual.com
/accountoptions/managedmoney/manager/default.asp yau
can ask your Graystone Consultant for these lidts)each
program, only some of the Investment Products may
available.

As well as requiring Investment Products to betenRocus List
or Approved List, we look at other factors in detéring which
Investment Products we offer in these programsudtieg:

CG IARayn

b

We automatically terminate Investment Producth& €ES and
FS programs if CG IAR downgrades them to “Not Apad.”
We may terminate Investment Products from thesgrpros for
other reasons (e.g., the Investment Product hasvaldvel of
assets under management in the program, the Ingastm
Product has limited capacity for further investmeat the
Investment Product is not complying with our paddicand
procedures).

Focus List. To be considered for the Focus List, Investment
Products provide CG IAR with relevant documentatan the
strategy being evaluated, which may include sarppl¢folios,
asset allocation histories, its Form ADV (the forthat
investment managers use to register with the SH@)t
performance information and marketing literature.or F
verification purposes, as part of the review predg& IAR may
compare the manager's/Fund’s reported performarite the
performance of a cross-section of actual accouatutated by
CG IAR. CG IAR personnel may also interview the ager or
Fund and its key personnel, and examine its opmasti
Following this review process, Investment Produwts placed
on the Focus List if they meet the required stasisidor Focus
List status.

CG IAR periodically reviews Investment Productstba Focus
List. CG IAR considers a broad range of factorfi¢lv may
include investment performance, staffing, operatiossues and
financial condition). Among other things, CG IARrpennel
interview each manager or Fund periodically to asscthese
matters. If CG IAR is familiar with a manager ourfe
following repeated reviews, CG IAR is likely to foe on
quantitative analysis and interviews and not rexguir-person
meetings. CG IAR may also review the collectivefgenance

of a composite of the MSSB accounts managed by a

manager/Fund and compare this performance to dveral
performance data provided by the manager/Fund, taed
investigate any material deviations.

Approved ListThe process for considering Investment Products
for the Approved List is less comprehensive, andlates
various qualitative and quantitative factors. Thesy include
personnel depth, turnover and experience; investrpestess;
business and organization characteristics; and stment
performance. CG IAR may use an algorithm — a rblesed
scoring mechanism — that reviews various qualigatand
quantitative factors and ranks each Investmentitod a third
party database. (Not all Investment Products resikvor the
Approved List are subject to this algorithm.) CA&RI analysts
analyze the information contained in the algoritttngauge the
completeness and consistency of the data whichedthe
rankings, and then send the manager or Fund additio
information requests. CG IAR then determines whette
Investment Product meets the standards for Approlistl
status. Furthermore, CG IAR may evaluate an Imrest
Product under the evaluation process for the Fa@tsbut then
decide to instead put it on the Approved List.

e program needs (such as whether we have a sufficient
number of Investment Products available in an assgtc |AR periodically evaluates Investment Products the

class)
+ client demand and
» the manager’s or Fund’s minimum account size.
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Approved List to determine whether they continuenteet the
Approved List standards.



Changes in Status from Focus List to Approved Listight of
the differing evaluation methodology and standafds the
Focus List and Approved List, CG IAR may determthat an
Investment Product no longer meets the criteriatifier Focus
List or will no longer be reviewed under the Fotist review
process, but meets the criteria for the Approvest.Lif so,
MSSB generally notifies program clients regardinghs status
changes on a quarterly basis.

Changes in Status to Not Approv&is IAR may determine that
an Investment Product no longer meets the critenider either
evaluation process and therefore the Investmerduetowill no
longer be recommended in MSSB
programs. We notify affected clients of these donadgs. You
cannot retain a downgraded manager or Fund in gocounts
and must select a replacement from the Approvetldris-ocus
List, that is available in the program, if you wish retain the
program’s benefits in respect of the affected asset

In some circumstances, you may be able to retaminated
Investment Products in another advisory programirora
brokerage account subject to the regular terms camilitions
applying to that program or account. Ask your Gtape
Consultant about these options.

MSSB generally specifies a replacement Investmeod it for
a terminated Investment Product in FS (as discuissddm 4.A
above). In selecting the replacement Investmentidit, CG
IAR generally looks for an Investment Product ia #ame asset
class, and with similar attributes and holdingshe terminated
Investment Product. The replacement InvestmendRtowill
typically be on the Focus List.

Watch Policy.CG IAR has a “Watch” policy for Investment
Products on the Focus List and Approved List. Wadtdtus
indicates that, in reviewing an Investment Prod@e3, IAR has
identified specific areas of the manager’s or Faralisiness that
(a) merit further evaluation by CG IAR and (b) mayt are not
certain to, result in the Investment Product beocgmiNot
Approved.” Putting an Investment Product on Watckesd not
signify an actual change in CG IAR opinion nortia iguarantee
that CG IAR will downgrade the Investment Produthe
duration of a Watch status depends on how long A& ieeds
to evaluate the Investment Product and for the diment
Product to address any areas of concern. For edditi
information, ask your Graystone Consultant for @ycof CG
IAR’s Watch Policy.

Tactical Opportunities List. CG IAR also has a Tactical
Opportunities List. ~ This consists of certain Invesnt
Products on the Focus List or Approved List recomadesl for
investment at a given time based in part on thestiag tactical
opportunities in the market.

Other Relationships with Managers and Funds.Some
managers and Funds on the Approved List or Foces rhay
have business relationships with us or our afékat For
example, a manager or Fund may use MS&Co. or aaffiliate
as its broker or may be an investment banking cbhémMS&Co.
or a Citi affiliate. CG IAR does not consider thestence nor
lack of a business relationship in determining \uketo include
or maintain a manager or Fund on the Approved disFocus
List.
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investment advisor

Graystone Due Diligence

In addition to the managers and Funds reviewed ByI&R,
Graystone Consultants may offer clients accessdititianal
managers and Funds that have been reviewed by tGnaydue
diligence.

Graystone Mutual Fund Due Diligence Select Graystone
teams have the ability to conduct due diligencemutual fund

products based on information provided by the itmest

managers and/or outside independent databasamadfiliated

with MSSB. Graystone does not independently vesfich

information supplied by investment managers ancpeddent
atabases, and shall not be liable for any misseée or

omission made by the Manager or the independeabédaes.

Mutual funds that are identified by Graystone ugdea rigorous
assessment of the fund’s capabilities. This assEssimegins
with a request for information (“RFI”). This RFI &ibstantially
similar to the one used by the MSSB mutual fundaaire
determining which mutual funds to bring on the MS88&tform.
After the RFI is completed, the fund’s performaigesviewed.

Graystone teams must then complete investment tigertte.
This due diligence consists of speaking with maragend
gathering information through an additional RFI amdnager
material. The Graystone Director of Research resi¢ive due
diligence for completeness. Only after the Graystbirector of
Research approves the report is the report avaitabtlients. In
addition, after the Graystone Director of Researckview, the
firm's CG IAR group can (but is not obligated tq)peove or
disapprove the Report prior to it being availaloléhie client.

The process utilizes both quantitative screening) qumalitative
assessment of all Funds. Generally, the Graystdoe
diligence process is supplemented with follow-umlgsis on
investment managers. Funds subject to this proaessither
approved or not approved for use in the InstitwgtloBonsulting
Services programs. Graystone and MSSB do not aiairgt
Watch List for these funds equivalent to CG IAR'aMh List.

Graystone Manager Assessment Program (“MAP"The MAP
program is a proprietary tool that assesses aklra¢p account
managers within a third party database in orderatoow the list
of potential investment managers before conducfimgher
qualitative analysis. The managers approved thrahg MAP
program are for the use of Graystone Consultindg ather
select Financial Advisors.

Graystone MAP EvaluationThe MAP program is generally
complemented with follow-up analysis on investmeranagers
focusing on the qualitative aspects of due diligerecg., quality
of investment professionals and assessment of theager's
investment process. Only after completing the iregufollow-
up assessment will an investment manager be recadeddo a
client. MSSB leverages proprietary technology tiova
manager assessments to be shared across certgiarpsoat
MSSB.

On-Going Coverage. Once a manager is recommended, MAP
reevaluates the manager on a periodic basis. Spopgso
Graystone teams will also conduct periodic follogvinterviews



with managers. Information from manager visits aottier
communications may be shared with the Graystoneciuir of
Research, other Graystone Consulting teams and stdect
Financial Advisors.

Graystone MAP provides a unique screening of theerial
manager universe. However, nothing can replacevaiige of
local qualitative manager assessment. Consequé&hthystone
Institutional Consulting Directors generally complent the
Graystone MAP assessment by conducting follow wglyais on
investment managers focusing on the qualitativeeespof due
diligence e.g., quality of investment professionand
assessment of the manager’'s investment procesdy after
completing required qualitative follow-up assessmetil an
investment manager be recommended to a client.

A significant advantage of Graystone MAP is theligbito

leverage investment ideas across various Graysteaens.
Accordingly, Graystone MAP leverages proprietarghteology
to ensure that manager assessments are shared @ceystone
teams to ensure effective knowledge transfer.

DC Investment Consulting Fund ScreeningFor Participant-

services, or (i) an independent consulting firetained by
MSSB that is also in the business of evaluatingcdyeabilities
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, andratysis of
investment performance. Generally, although thecgss may
be modified for a particular manager or alternathweestment as
AIR may deem appropriate, AIR also conducts on-sitits,

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

background checks on key principals and other itenideir

research covers the alternative investment in @gureshot the
investments in which that alternative investmenty na turn

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

Directed Plans only In addition to the mutual funds and ETFs If a new alternative investment is viewed as anrappate

that appear on the Focus List and Approved LisC& IAR

described above, for clients in the Institutionabn8ulting
Services program for participant directed retiretq@ans, funds
may be “approved” for the program in an alterna@nner, as
well. MSSB applies a proprietary screening prod¢edsinds in
the Morningstar mutual fund database, which it &gpin part
using third party software. The screening algaonithapplied
quarterly, is based on factors such as performaraeking,
stewardship grade, fees and manager tenure. Fuidijsct to
this process are either approved or not approvedige in the
Institutional Consulting Services program for papant
directed retirement plans. Graystone and MSSB a6

maintain a Watch List for these funds equivalenC® IAR’s

Watch List.

Selection of Alternative Investments

Alternative investment managers may only parti@pat the
traditional Institutional Consulting Services andragstone
discretionary programs described in this brochiitdy are on
MSSB’s Alternatives Approved List
Managers often offer more than one alternative stment and
we may include only some of those alternative itmests (or
only certain share classes of such alternativestmvent) in our
programs, may carry different alternative investtadjor share
classes) in different programs, and assign diffestatuses to
different alternative investments.

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

In the programs, investment and business risk digedce on
alternative investments is provided by MSSB throyghour
Alternative Investments Research group (“AIR")) @n affiliate
of MSSB that may provide due diligence and monitgri
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(described below)

candidate by AIR or the firm providing due diligencthe
vehicle is presented to an MSSB alternative investnproduct
review committee (“AIPRC”). The AIPRC consists aéngor
MSSB representatives who are mandated to approwgoped
candidates and reconfirm existing vehicles on aogar basis.
Once a new alternative investment is approved byAHPRC,
and all required due diligence materials are \aifiit receives
an “Approved” status, is placed on the Alternativigsproved
List, a list of alternative investment vehiclesvitnich qualified
clients may invest, and is available for allocasidn qualified
clients on a placement and/or advisory basis. dabert

n Alternatives Investments on the Alternatives Apmu\List are

available to qualified clients in the programs.

Ongoing monitoring of managers and investment Vekion 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 xjjertise.

MSSB removes alternative investments from the @ogr if
AIR, or the due diligence service provider respbiasifor
coverage of the alternative investment downgradbes t
alternative investment to “Terminate”. We may tarate
managers from these programs for other reasons, (#g
manager has a low level of assets under manageimethie
program, the manager has limited capacity for #firth
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 all actiomsust be
assessed by the AIPRC at the next meeting.

Watch Policy. MSSB has a “Watch” policy for alternative
investments on the Approved List. Watch statuscates that,
in reviewing an alternative investment, AIR has niifeed
specific areas related to the alternative investptbe manager
of the alternative investment, or the markets inggel that (i)



merit further evaluation by AIR and (ii) may, butanot certain
to, result in the removal of the alternative inwesnt from the
“Approved List”. Putting an alternative investmesm Watch
does not signify an actual change in AIR opinior it a
guarantee that AIR will remove the alternative istweent. The
duration of a Watch status depends on how long A¢Rds to
evaluate the reason for the status change, which indude,
among things, an evaluation of the markets, therrative
investment, and the manager of the alternativesimrent.

Calculating Portfolio Managers’ Performance

In the programs described in this brochure, we utate
performance using a proprietary system.
Graystone Consultants from the SB Channel to create
composite performance track record for accountg thanage in
a similar style.

Each month, MSSB’s Performance Reporting Group eresi
and tests certain client accounts with performadesiating
from the average return of the applicable compasitgccounts.
It then reviews how performance was calculated ttoese
accounts.

Since the SB Channel and MS Channel use differpatadional
systems to calculate performance, the performamte ih the
programs may not be calculated on a uniform andsistant
basis between the SB Channel and MS Channel.

For alternative investments, AIR does not calcutadenposite
manager performance in the programs. Neither M86Ba
third party reviews performance information to detee or
verify its accuracy or its compliance with preséiota standards
and therefore performance information may not beutated on
a uniform or consistent basis. Generally, the rganaf the
alternative investment determines the standards tasealculate
performance data.

For alternative investments, valuations used forcoant
statement purposes and billing purposes,
performance reports, are obtained from the manafezach
selected Investment Option. These valuations (amy
corresponding benchmark index values) may be ewsnanay
be several weeks old as of the dates MS&Co. pradyoear
account statements/reports and calculates yourdedsin the
case of index values, may be based on informatmm Mmultiple
sources. The final performance figures for the liapple
period may be higher or lower, and MSSB is undeobigation
to provide notice of, or compensation to, clients fany
difference in performance.

If you invest in a fund of funds, your account do@nts may
use the HFRI Fund of Funds as a benchmark.
Composite consists of over 800 domestic and oftstiends of
hedge funds that have at least $50 million undemagament or
have been actively trading for at least 12 monthsis equally
weighted on a fund by fund basis and fund assetsequorted in
USD on a net of fees basis. It is updated thmeedia month
and the current month’s and the prior three montiadies are
subject to change. MSSB is not obligated to nofify of any
such changes. The FoF Composite values are likdhg more
up-to-date than the data for the selected Investi@gtions for
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The Fqﬁes_

which it is the benchmark. You cannot invest ire tRoF
Composite. For more information see
https://www.hedgefundresearch.com.

B. Conflicts of Interest

Advisory vs. Brokerage AccountddSSB and your Graystone
Consultant are likely to earn more compensatigmif invest in
a program described in this brochure than if yowerom
brokerage account to buy individual securitiesh@ligh, in a
brokerage account, you may not receive all the fitsnef the
programs described in the brochure). Graystones@tants

MSSB alowand MSSB therefore have a financial incentive tconemend

one of these programs described in this brochuvée address
this conflict of interest by disclosing it to yomdiby requiring
Graystone Consultants’ supervisors to review yowgoant at
account-opening to ensure that it is suitable fou yn light of
matters such as your investment objectives andndiah
circumstances.

Payments from Managersinvestment managers may sponsor
their own educational conferences and pay expeok®&4SSB
Financial Advisors, including Graystone Consultamtisending
these conferences. MSSB’s policies require thattii@ing or
educational portion of these conferences compgsbstantially
the entire event. Investment managers may sporkaratonal
meetings or seminars in which clients as well aay&one
Consultants are invited to participate.

Investment managers are allowed to occasionallg giominal
gifts to MSSB Financial Advisors, including Grayséo
Consultants, and to occasionally entertain suckques; subject
to a limit of $1,000 per employee per year. MSSB&-cash
compensation policies set conditions for each ebéhtypes of
payments, and do not permit any gifts or entertaimm
conditioned on the achievement of a sales target.

These gifts and entertainment payments do noterdlatany

and foy amparticular transactions or investment made by M8EBits with

mutual funds. On request, your Graystone Consulizar
provide you with an annual estimate of the aggegatue of
these gifts and entertainment payments, if anyrespect of
MSSB or your Graystone Consultant.

Investment managers participating in a programnateequired
to make payments to MSSB for training, educationfexences,
meetings, gifts or entertainment.

Payments from Managers of Alternative Investments.
Managers of alternative investments offered in pnegrams
described in this brochure may agree to pay MSSditiadal
We have a conflict of interest in offerinfjemnative
investments because we or our affiliates earn nmooa@ey in
your account from your investments in alternatimeestments
than from other investment options. However, isesawhere
we receive a portion of the management fee paigdawy to a
manager of an alternative investment and we chargeogram
fee under the programs in this brochure, we credith fee to
your account. Also, we do not share this moneyhwibur
Graystone Consultant (i.e. the compensation we tpayour
Graystone Consultant is not affected by the paysemrtreceive



from the alternative investments). Therefore, y@raystone
Consultant does not have a resulting incentiveulp diternative
investments in your account, or to buy certain ralive
investments rather than other alternative investsngnany of
the programs in this brochure.

Affiliate Acting as Portfolio Manager. Where permitted by
law, and except for plan accounts, an affiliateM$SB may
have been selected to act as the manager for one@ your
investments. Where this occurs, we or our afééa¢arn more
money than from other investment options. MSSB &mel
Graystone Consultant are also likely to earn momepmensation
if you invest in a program described in this braehthan if you
open a brokerage account to buy individual se@sriti

These relationships create a conflict of interest ds or our
affiliates, as there is a financial incentive tawammend the
investments. We address this conflict of intel®stdisclosing
it to you and by requiring Graystone Consultantgesvisors to
review your account at account-opening to ensuet this
suitable for you in light of matters such as yoovestment
objectives and financial circumstances.

Trade Allocations.In certain cases trades may be aggregated so
that the securities will sold or purchased for endhan one
client in order to obtain favorable execution tce tlextent
permitted by law. The Investment manager will tlzdlocate
the trade in a manner that is equitable and camgistith its
fiduciary duty to its clients (including pro ratdlogation,
random allocation or rotation allocation). Alloicet methods
vary depending on various factors (including theetyof
investment, the number of shares purchased or gwdsize of
the accounts, and the amount of available casheosize of an
existing position in an account). The price totealent is the
average price for the aggregate order.

Services Provided to Other ClientMSSB, MS & Co., CGM,
investment managers and their affiliates provideadety of

services (including research, brokerage, asset geament,
trading, lending and investment banking services)yfch other
and for various clients, including issuers of séms 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., COMSB,

investment managers and their affiliates receivegansation
and fees in connection with these services. MSSB\ms that

MSSB as Placement AgenMSSB also acts a placement agentthe nature and range of clients to which such eesviare

for certain alternative investments whereby suslestments are
available through MSSB on a non-advisory basis. Whe
alternative investment is purchased on a placenimtis,
different terms and conditions, including differerfiee
arrangements, may apply. For example, when atdiemests
on a placement basis, they do not pay an ongoingay fee,
however, they pay an upfront placement fee andptiogram
manager receives a higher program participationwaih is
shared with MSSB and its Graystone Consultants. li&n€
investing on an advisory basis may pay higher féesthe

rendered is such that it would be inadvisable talue
categorically all of these companies from an actoun
Accordingly, it is likely that securities in an aemt will include
some of the securities of companies for which ME@&, CGM,
MSSB, investment managers and their affiliates roraffiliate
performs investment banking or other services.

Restrictions on Securities Transactiond here may be periods
during which MSSB or investment managers are nomjied
to initiate or recommend certain types of transmdiin the

aggregate, than if such investment had been madea on securities of issuers for which MS & Co., Citi oneoof their

placement basis.

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 o@ocounts or
those of their affiliates) from the advice givemtians taken,

compensation received or securities held or deailt your

account.

Trading or Issuing Securities in, or Linked to Sedgties 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, ME®,
CGM and their affiliates and employees may holdasitpn
(long or short) in the same securities held inntl@ccounts. MS
& Co., MSSB, CGM and/or their affiliates are regutssuers of
traded financial instruments linked to securitibgttmay be
purchased in client accounts. From time to tirhe,ttading of
MSSB, a manager or their affiliates — both for th@ioprietary
accounts and for client accounts — may be detriatetd
securities held by a client and thus create a wbrdf interest.
We address this conflict by disclosing it to you.
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affiliates is performing broker-dealer or investmdranking
services or have confidential or material non-pubiformation.
Furthermore, in certain investment advisory prograMSSB
may be compelled to forgo trading in, or providiagvice
regarding, Morgan Stanley Parent or Citi securitiaed in
certain related securities. These restrictions naalyersely
impact your account performance.

MSSB, the managers and their affiliates may alsoeld@

analyses and/or evaluations of securities sold ipr@egram

described in this brochure, as well as buy and intdrests in
securities on behalf of its proprietary or cliegtaunts. These
analyses, evaluations and purchase and sale mdivire
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 et@lns.

MSSB, investment managers and their affiliates e

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

Research ReportsMS & Co. and CGM do business with
companies covered by their respective research pgrou
Furthermore, MS & Co., CGM and their affiliates mlagld a
trading position (long or short) in, and client asnts may hold,



the securities of companies subject to such rekediwerefore,
MS & Co. and CGM have a conflict of interest thatild affect
the objectivity of their research reports.

Certain Trading Systemdf MSSB directly or indirectly effects
client trades through exchanges, electronic comaoatioin
networks or other alternative trading systems (tiiimg
Systems”) in which its affiliates have an ownersinperest,
these affiliates may receive an indirect econonandfit based
on their ownership interest. Currently, affiliates MSSB
(including affiliates of MS & Co . and Citi) own ev 5% of the
voting securities of certain Trading Systems, idelg BATS
Trading, Inc., operator of BATS Electronic TraditNgtwork
(commonly known as “BATS"); the entities that owmdacontrol
the Block Interest Discovery System (commonly knoas
“BIDS”); LavaFlow Inc.; EBX Group, LLC; ELX Futures
Holdings, LLC; ELX Futures, LP; TheMuniCenter; Autated
Trading Desk Financial Services LLC; Automated TmgdDesk
Brokerage Services LLC; Boston Options ExchangeCLEX
Alliance Inc.; and National Securities ExchangehétTrading
Systems on which MSSB may execute trades for cieabunts
include Archipelago; eSpeed; Instinet; NYFIX; Tra&CN;
BondDesk; ValuBond; NYSE Euronext; TradeWeb; and
MarketAxe. The Trading Systems on which MSSB traftes
Client accounts and in which affiliates of MSSB omterests
may change from time to time. You may contact yGuaystone
Consultant for an up-to-date list of Trading Systeim which
affiliates of MSSB own interests and on which MS8Bd/or
MS & Co. trades for client accounts.

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

Certain Trading Systems through which MSSB and/@ &

Co. may directly or indirectly effect client tradesxecute
transactions on a “blind” basis, so that a partyttransaction
does not know the identity of the counterpartyh® transaction.
It is possible that an order for a client accounat tis executed
through such a Trading System could be automagicalitched
with a counterparty that is (i) another investmadtisory or
brokerage client of MSSB or one of its affiliatas(iy) MSSB or

one of its affiliates acting for its own proprigtaccounts.

Transaction-Related Agreements with MS & Co., Céind
Affiliates. In connection with creating the joint venture,tagr
agreements were entered into between or involvargesor all
of MSSB, MS & Co, Citi, CGM and their affiliatespdluding
the following:
execution, MS & Co. and CGM (or their applicable
affiliates) will act as fully-disclosed clearing dikers for
MSSB, which will act as an introducing broker. MS8Ry
have a conflict of interest in introducing clierades to MS
& Co. and CGM. (As of the date of this brochureS&B
is the clearing broker for most of the MS Channel’s
investment advisory programs, and for Convertedofots.
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Clearing. An agreement providing that, subject to best'ecommendations.

MS&Co. is the clearing broker for some MS Channel
clients, typically those with accounts administetsd the
MS Channel's Private Wealth Management division.
CGM is the clearing broker for SB Channel clients.)

Order Flow. An agreement that, subject to best execution,
MSSB will transmit an agreed percentage of clierteos

for the purchase and sale of securities to MS &, Giti,
CGM and their affiliates. MSSB has a conflict ofarest in
transmitting client orders to these entities.

Distribution. An agreement that, in return for the payment
of certain fees and expenses, MSSB will market and
promote certain securities and other products wmitten,
distributed or sponsored by MS & Co., Citi or their
affiliates. MSSB has a conflict of interest in offa,
recommending or purchasing any such security oeroth
product to or for its investment advisory clients.

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

C. Graystone Consultants Acting as

Portfolio Managers

Description of Advisory Services

Graystone Consultants only act as portfolio maregader the
Graystone Discretionary Services program and npodmer
program described in this brochure. See Item 4édva for a
description of the services offered in the prograescribed in
this brochure.

Performance-Based Fees

The programs described in this brochure do not gehar
performance-based fees.

Methods of Analysis and Investment Strategies

Graystone Consultants in the programs describedthis
brochure may use any investment strategy when girayi
investment advice to you. Graystone Consultanty mse
asset allocation recommendations of the MSSB Global
Investment Committee as a resource but, if so,ethisrno
guarantee that any strategy will in fact mirror toack these
Investing in securities involsiek of loss
that you should be prepared to bear.

Proxy Voting

Graystone Consulting does not offer proxy votingrees to its
clients for its traditional institutional consulginservices. In
Graystone Discretionary Services, clients may dtect



Retain authority and responsibility to vote proxiesyour -
account or

Delegate discretion to vote proxies to a third ypddther
than Graystone or MSSB).

Unless you delegate discretion to a third partydte proxies,
we will forward to you, or your designee, any praxyaterials

that we receive for securities in your account.

Bannot

advise you on any particular proxy solicitation.

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

Item 7: Client Information Provided to

Portfolio Managers

Graystone Consulting and investment managers hesessa to
the information you provide at account opening.

Item 8: Client Contact with Portfolio

Managers

In the programs described in this brochure, you roagtact

your Graystone Consultant at any time during normaliness

hours.

Iltem 9: Additional Information
Disciplinary Information

This section contains

information on certain legahd

disciplinary events.

In this section, “MSDW” means Morgan Stanley DW .Ina

predecessor

broker-dealer of MS & Co. and regidtere

investment adviser that was merged into MS & CoAjril

2007.

MS & Co. and CGM are predecessor brokereddiaims

of MSSB.

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 Rulelér
which MSDW was prohibited from providing its Finaac
Advisors with non-cash compensation for sales otualu
funds and variable annuities that were not basettahsales
and equal weighting). MSDW offered rewards to its
Financial Advisors for sales of affiliated mutualnfis 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 recomatem

on MSDW's supervisory and compliance procedures.
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On April 28, 2003, the SEC filed a complaint allegithat
MS & Co. violated certain NASD and New York Stock
Exchange (“NYSE”) Conduct Rules (collectively, the
“Conduct Rules”) by creating conflicts of interefstr its
research analysts with respect to investment bgrdativity,
failing to adequately manage such conflicts, fgilia ensure,
in offerings where MS & Co. was the lead underwrithat
payments made to other broker-dealers for publgshin
research reports were disclosed by the issuetseimffering
documents and the other broker-dealers in theieare$
reports, and failing to supervise properly its ezsh
analysts, including with respect to the ratingsceprtargets
and content of the reports of senior research atwmly
Without admitting or denying the substantive allemss in
the complaint, on October 31, 2003, MS & Co. cotesero
the entry of a final judgment that enjoined MS &.Gmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altec@75
million to fund independent research. In additivtg & Co.
agreed to a number of structural changes to theatipes of
its equity research and investment banking operatio
Concurrently, MS & Co. also entered into a settlemeith
the NYSE, the NASD and the Attorney General of tate
of New York with respect to the same conduct spextifn
the complaint. MS & Co. is also in the processinélizing
settlements with the other state and territoriatusiies
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 el and
state securities laws and regulations, and ceN&8D and
NYSE rules, by SSB arising out of certain busingsstices
concerning sell-side research during 1999 to 2864, initial
public offerings (“IPOs”) during 1996 to 2000. Thetions
alleged, among other things, that SSB publisheddirkent
research reports, permitted inappropriate influenog
investment bankers over research analysts, anddfdib
adequately supervise the employees who engagelose t
practices. It was also alleged that SSB engagenhimoper
“spinning” of shares to executives of investmennkiag
clients and failed to maintain policies and proagedu
reasonably designed to prevent the potential misofse
material non-public information in certain circurstes.
Without admitting or denying the findings, SSB cemnied to
(1) censures by NASD and the NYSE; (2) cease aststde
orders in state proceedings prohibiting SSB fromwlating
certain state laws and regulations; (3) a judgrpeohibiting
SSB from violating certain laws and regulations; ¢értain
operational reforms; (5) participating in a volugtanitiative
pursuant to which SSB will no longer make allocasioof
securities in hot IPOs to accounts of executivecef§ or
directors of U.S. public companies; and (6) a paytaf
$400 million.

The SEC alleged disclosure violations in connectiath
marketing arrangements between MSDW and certaimahut
fund complexes in connection with the offer ana s#lclass
B shares in certain Morgan Stanley proprietary mutunds
in the amount of $100,000 or more in a single tatien.



The SEC also alleged that receipt of directed bage
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 desisk;an
undertaking to distribute, for the benefit of certaustomers, -
$50 million dollars, consisting of disgorgement lu
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; (2rmpitting
certain class B shares to be converted to classafes; and
(3) retaining an independent consultant to reviemong
other things, the completeness of the disclosured a
conformity with other aspects of the order.

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

In January 2005, the SEC filed a complaint in fatleourt
alleging that, during 1999 and 2000, MS & Co. \ieth
Regulation M by attempting to induce certain custcsmwho
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,&

Co. agreed to the entry of a judgment enjoining &%o.

from future violations and the payment of a $40liomil civil

penalty. The settlement terms received court agron
February 4, 2005.

In March 2005, the SEC entered an administrativie Grase
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 treatmEmé. order
found that CGM did not adequately disclose its nesme
sharing program to its clients, in violation of tBecurities
Act of 1933 (“Securities Act”) and Rule 10b-10 undbe
Securities Exchange Act of 1934 (“Exchange Act”).
Secondly, on sales of Class B mutual fund sharesnounts
aggregating $50,000 or more, the order found 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 amourgsted
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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 <l&s
mutual fund shares during 2002 and the first sixite of
2003. The NASD found that CGM either had not adézlya
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 Glassres
generally would have been more advantageous for
clients. The NASD also found that CGM’s supervisand
compliance policies and procedures regarding CBasmnd
Class C shares had not been reasonably designedstoe
that SB Financial Consultants consistently providddquate
disclosure of, or consideration to, the benefitéhef various
mutual fund share classes as they applied to icdali
clients. The NASD censured CGM and required CGayp
a $6.25 million fine.

the

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

The SEC order found that SBFM and CGM willfully kted
section 206(1) of the Investment Advisers Act o0f4Q9
(“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 affiliatexhdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dos#me
work for substantially less money than before; &itijroup
Asset Management (“CAM"), the Citi business uniiatth
includes the Smith Barney Funds’ investment managper
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 Higec
amounts of asset management and investment baféaéado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
virtue of the omissions discussed above and other
misrepresentations and omissions in the materralgged to
the Smith Barney Funds’ Boards, including the failuo
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 ho
viable alternatives existed. SBFM and CGM did rarné or
deny any wrongdoing or liability. The settlement 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 @itipay
$208.1 million, including $109 million in disgorgemt of
profits, $19.1 million in interest, and a civil menpenalty of
$80 million. Approximately $24.4 million has alrgatieen
paid to the Smith Barney Funds, primarily througke f
waivers. The remaining $183.7 million, includingeth
penalty, has been paid to the U.S. Treasury.

The order required SBFM to recommend a new traragfent
contract to the Smith Barney Fund Boards within 8i89s 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 expefise -
SBFM and CGM to oversee a competitive bidding pssce
Under the order, Citi also must comply with an adegh
version of a vendor policy that Citi institutedAugust 2004.
That policy, as amended, among other things, requinat
when requested by a Smith Barney Fund Board, CAM wi
retain at its own expense an independent consutipgrt to
advise and assist the Board on the selection tdiceservice
providers affiliated with Citi.

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

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

The SEC alleged that MS & Co. violated the ExchaAge

by inadvertently failing to timely produce emaitsthe SEC
staff pursuant to subpoenas in the SEC’s invesbiganto

MS & Co.’s practices in allocating shares of stackPOs
and an investigation into conflicts of interestvbetn MS &
Co.’s research and investment banking practiceghodvi
admitting or denying the allegations, MS & Co. cam®d to

a final judgment on May 12, 2006 in which it was
permanently restrained and enjoined from violatitige
Exchange Act. MS & Co. agreed to make payments
aggregating $15 million, which amount was reducgdbb
million contemporaneously paid by MS & Co. to thASD -
and the NYSE in related proceedings. MS & Co. algeed

to notify the SEC, the NASD and the NYSE that itsha
adopted and implemented policies and procedurssnahly
designed to ensure compliance with the ExchangeMSt&

Co. also agreed to provide annual training to itpleyees
responsible for preserving or producing electronic
communications and agreed to retain an independent
consultant to review and comment on the implemantand
effectiveness of the policies, procedures anditrgin
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On June 27, 2006, the SEC announced the initicgioch
concurrent settlement of administrative cease asdistl
proceedings against MS & Co. and MSDW for failing t
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 aaenq
guidance to MS & Co.’s and MSDW's personnel charged
with conducting surveillance; and (3) have adeqeatgrols

in place with respect to certain aspects of “Waldét”
maintenance. The SEC'’s findings covered differergaa
from the 1997 through 2006 time period. MS & Codan
MSDW were ordered to pay a civil money penalty 60$
million and agreed to enhance their policies arat@dures.

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

Without admitting or denying the findings, MS & Cand
MSDW consented to the LAWC. In the LAWC, MS & Co.
and MSDW were censured, required to pay a mondiaey
of $2.9 million and agreed to make restitution lie parties
involved in certain transactions, plus interesbnirthe date
of the violative conduct until the date of the LAWNIS &
Co. and MSDW also consented to (1) revise theitteri
supervisory procedures; and (2) provide a repodt th
described the corrective action that they complétathg the
year preceding the LAWC to address regulatory issared
violations addressed in the LAWC, and the ongoing
corrective action that they were in the processoofipleting.

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS @o. In
this matter, the SEC found that MS & Co. violatedduty 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 proprietarykes
making system failed to provide best execution ¢otain
retail OTC orders. In December 2004, MS & Co. reatbv
the computer code in the proprietary market-maldapstem
that caused the best execution violations. MS & Co.
consented, without admitting or denying the findingp a
censure, to cease and desist from committing owsicgu
future violations, to pay disgorgement of approxieha$5.9



million plus prejudgment interest on that amounmij é0 pay

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

to changes to those procedures, and to develojpter 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 dégep
mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both prtgui
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) malnd
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censybg;
establishing a $35 million distribution fund forsgbrgement
payments; (c) a penalty of $10 million (half to jmeid to the
NYSE and half to be paid to the distribution fun@) a
penalty of $5 million to be paid to the State ofvNéersey;
and (e) appointing a consultant to develop a ptarpay
CGM'’s clients affected by the market timing.

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

On October 10, 2007, MS & Co. became the subjecof
Order Instituting Administrative and Cease-And-Besi
Proceedings (“October 2007 Order”) by the SEC. The
October 2007 Order found that, from 2000 until 2005 &
Co. and MSDW failed to provide to their retail cusers
accurate and complete written trade confirmati@mscértain
fixed income securities in violation of the Exchanfct and
MSRB rules. In addition, MS & Co. was ordered taseand
desist from committing or causing any future vimas, and
was required to pay a $7.5 million penalty and é¢tain an
independent consultant to review MS & Co.’s apjlea
policies and procedures. MS & Co. consented taghigance

21

of the October 2007 Order without admitting or degythe
SEC'’s findings.

On December 18, 2007, MS & Co. became the subjeah o
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 glader
the market close and orders placed for certain énddgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC'’s findings, MS & Careed

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

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

On August 13, 2008, MS & Co. agreed on the gerterais
of a settlement with the NYAG and the Office of thimois
Secretary of State, Securities Department (“Il&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 & Careed,
among other things, to repurchase at par approgign&#.5
billion of illiquid ARS held by certain clients d¥iIS & Co.
which were purchased prior to February 13, 2008.
Additionally, MS & Co. agreed to pay a total finé $35
million. Final agreements were entered into wit MYAG
on June 2, 2009 and with lllinois on September20D9. The
Illinois agreement serves as the template for ageeds 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

and accounts recommended for the retirees wereegyop
reviewed for appropriate risk disclosure, suitépifind other
concerns. MS & Co. consented, without admittinglenying
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, tB€ 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

Graystone Consultant.

2008 Judgment, which was entered on December D8 @0  Other Financial Industry Activities and Affiliation s

permanently enjoined CGM from directly or indirgectl
violating section 15(c) of the Exchange Act; (iijopides
that, on later motion of the SEC, the Court is &tedmine
whether it is appropriate to order that CGM pay il c
penalty pursuant to section 21(d)(3) of the ExcleaAgt, and

if so, the amount of the civil penalty; and (iiijdered that
CGM'’s Consent be incorporated into the November8200
Judgment and that CGM comply with all of the unakirigs
and agreements in the Consent, which include ar tdfbuy
back at par certain ARS from certain customers. $BE’s
complaint alleged that (1) CGM misled tens of trands of
its customers regarding the fundamental naturendf risks
associated with ARS that CGM underwrote, marketed a -
sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custsrtieat
ARS were safe, highly liquid investments comparatie
money market instruments; (3) as a result, nume@GM -

customers invested in ARS funds they needed to have

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

On March 25, 2009, MS & Co. entered into a LAWChwit
FINRA. FINRA found that, from 1998 through 2003,
MSDW failed to reasonably supervise the activitidstwo
Financial Advisors in one of its branches. FINRAd that
these Financial Advisors solicited brokerage anastment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealisti@giment
returns and failing to disclose material informati¢-INRA
also held that MS & Co. failed to ensure that theusities
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Morgan Stanley Parent
Morgan Stanley Parent is a financial holding conypander the
Bank Holding Company Act of 1956.
of MSSB.
corporations whose shares are publicly held andetteon the
New York Stock Exchange.

These
performance.

indirectly owns 51% of MSSB.

Citi indirecttyvns 49%

Both Morgan Stanley Parent and Citi are

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

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

merchant banking and other principal investmerit/iiets
brokerage and research services
asset management

trading of foreign exchange, commodities and stmect
financial products and

global custody, securities clearance services,saudrities
lending.

WEr€Roker-Dealer and FCM RegistrationsAs well as being a
registered investment advisor, MSSB is register®a doroker-
dealer and a futures commission merchant.

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

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

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

Certain regulatory requirements may limit MSSB’sligb

to execute transactions through alternative exesuti
services (e.g., electronic communication networksl a
crossing networks) owned by MSSB, MS & Co., Citi or
their affiliates.

restrictions may adversely anto

impact client

See Item 6.B above for conflicts that arise assalt®f MSSB'’s
affiliation with MS & Co., Citi and their affiliate.



Related Investment Advisors and Other

own advantage. Supervisors are required to useomebk

Servicesupervision to detect and prevent any violationshef Code by

Providers. MSSB has related persons that are registerethe individuals, branches and departments thatshpgrvise.

investment advisers in various investment advisorggrams

(including Morgan Stanley Investment Management .,Inc The Code generally operates to protect againstlictsnfof

Morgan Stanley Investment Advisors Inc. and Mor@ianley
Investment Management Limited). If you invest yassets
and use an affiliated firm to manage your accoMi8SB and its
affiliates earn more money than if you use an uletéd firm.
Generally, for ERISA or other retirement accouri$SSB
rebates or offsets fees so that MSSB complies ¥®& and
Department of Labor rules and regulations.

Morgan Stanley Investment Advisors Inc., its whotiyned
subsidiary Morgan Stanley Services Company Ind, Miorgan
Stanley Investment Management Inc. serve in varamissory,
management, and administrative capacities to open-and
closed-end investment companies and other porsfggome of
which are listed on the NYSE).

Morgan Stanley Distributors Inc. serves as distabtior these

open-end investment companies, and has enteredséhated

dealer agreements with MSSB and affiliates. Mor@anley

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

Investment Company Act of 1940).

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

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

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

Code of Ethics

MSSB'’s Investment Adviser Code of Ethics (“Codepphies to
its employees, supervisors, officers and directemgaged in
offering or providing investment advisory producénd/or
services (collectively, the “Employees”). In essgenthe Code
prohibits Employees from engaging in securitiesdetions or
activities that involve a material conflict of inést, possible
diversion of a corporate opportunity, or the apppee of
impropriety. Employees must always place the irssreof
MSSB'’s clients above their own and must never usamedge
of client transactions acquired in the course efrttvork to their
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MSSB an

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

« An Employee who wishes to conduct business activity
outside of his or her employment with MSSB, regasd| of
whether that Employee receives compensation fos thi
activity, must first obtain written authorizatiorofm his or
her supervisor. (Outside activities include serviag an
officer or director of a business organization on4profit
entity, and accepting compensation from any person
organization other than MSSB.)

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

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

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

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

+  Certain Employees are subject to further restmistion their
securities transaction activities (including Finiahc
Advisors and other MSSB employees who act as dartfo
managers in MSSB investment advisory programs).

You may obtain a copy of the Code of Ethics fromuryo
Graystone Consultant.

See Item 6.B above.

Reviewing Accounts

At account opening, your Graystone Consultant nmersture
that, and the Branch Manager confirms that, theaacand the
investment style are suitable investments for you.

For Traditional institutional consulting servicecaants, your
Graystone Consultant is then responsible for rewigwyour
account on an ongoing basis and will recommencifft asset
allocations at any time according to market condg&i Your
Graystone Consultant will ask you at least annudllyour
investment objectives have changed. If your objestchange,



your Graystone Consultant will modify your assdbedtion to
be suitable for your needs.

For Graystone discretionary service accounts, y@raystone
Consultant is then responsible for reviewing yotcoaint on an
ongoing basis and may adjust your portfolio and | wil
recommend different asset allocations at any ticeo@ing to
market conditions. Your Graystone Consultant a#lk you at
least annually if your investment objectives hatarged. If
your objectives change, Graystone Consultant wibify 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 Mutual Funds” in Item 6.B above.

MSSB’s Professional Alliance Group program allowertain
unaffiliated third parties to refer clients to MSSBIf the client
invests in an investment advisory program, MSSBsphg third
party an ongoing referral fee (generally about 25%he portion
of the client fee that MSSB would otherwise allecab the
Financial Advisor). MSSB may pay a fee greatetess than
25% depending on the facts and circumstances of the
relationship.

Financial Information

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

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

MSSB and it predecessors have not been the subfee
bankruptcy petition during the past ten years.

24



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

e September 17, 20Gar “IRAs” (e.g., Traditional, Roth, Rollover, SEBAR-SEP, SIMPLE), and
* May 19, 2008or the remaining Retirement Plan Accounts (EBT, RPM and VIP accounts) and CESAs.

Before the Effective Dates, MSSB effected such gnesnsactions using the Morgan Stanley money ndukels listed in
the table below as follows:

0 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 loaksin 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 Datekcontinue to hold
cash amounts in these funds, or that now selecbobtiese 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

o0 when the custodian receives the assets on a Basibeg but after the NYSE closes, or on a day wiigchot a
Business Day, the custodian earns interest 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 shaledér approval.
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» Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the tablewka¢ deducted
from each fund’s assets or charged to all sharehadcounts in the stated fiscal year (and may gindrom year to
year).

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

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

operations in its annual report.

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

MSSB believes that investing in shares of the fuimissweep purposes may be appropriate for RetineR&ans because
using professionally managed money market funasiyallyou to access cash on an immediate basis, paleding 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 reflects the tmesent information available to us as of March3W12, and is subject

to change. Please refer to the funds’ current masises, statements of additional information amtbal reports for more
information.

Total Annual Fund

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

Fund Fee Fees Expenses Expenses Reimbursements
Active Assets Money Trust 0.29% 0.10% 0.08% 0.47% .26%
Active Assets Government Securities
Trust 0.45% 0.10% 0.13% 0.68% 0.18%
Active Assets Institutional Government
Securities Trust 0.10% None 0.08% 0.18% 0.17%
Active Assets Institutional Money Trust 0.10% None 0.08% 0.18% N/A
Morgan Stanley Liquid Asset Fund Inc. 0.27% 0.10% 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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