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Iltem 2: Material Changes

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

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

For Participant-Directed Retirement Plans. We now
offer administrative services such as assistantie s@arches
to retain third party providers and analyzing thirarty 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 searfitem
4.A)

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

Mutual Fund Due Diligence. Select teams from our
Graystone Consulting business unit perform dueeliice on
mutual funds so that you have access to more minals.
The teams perform both qualitative and quantitative
assessments of all funds. The Graystone Consultiregtor

of Research approves all reports before we prothéen to
you. (Item 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 your Deposit Account badafeceept
on retirement plans or Coverdell Education Savexgounts).
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 chnthe
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 argeeses.

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

Fees. We list fees for different services such as pgoéint-
directed retirement plan services and manager ssses
program services. (ltem 4.A)

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

Evaluating Portfolio Managers and Funds. We describe
how we select investment products for, and terrmairthem
from, our programs. Our Consulting Group Investmen
Advisor Research department has two evaluation g3s®s.
CG IAR places managers and funds passing its ngmtous
process on the Focus List. Alternatively, managedsfunds
on CG IAR’'s Approved List are subject to a less
comprehensive evaluation process. (Items 4.A aAjl 6.

Eligible clients may also invest in alternative @stments.
Our Alternative Investments Research Group conducts
gualitative and quantitative research on altereatinvestment
managers and keeps a list of approved managertem @.A)

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

Fiduciary Asset Management Program. Information on
investment advisory services we provide to insohal and
high net worth clients through our Fiduciary Asset
Management program is in a separate ADV brochure.
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Item 4: Services, Fees and
Compensation

Morgan Stanley Smith Barney LLC (“MSSB”, “we” or sU),
is, among other things, a registered investmentisadyv a
registered broker-dealer, a registered futures cgsiom
merchant, and a member of the New York Stock Exgbhan
MSSB is one of the largest financial services firmsthe
country with branch offices in all 50 states and fistrict of
Columbia.

MSSB was established in June 2009, when MorganleStan
(“Morgan Stanley Parent”) and Citigroup Inc. (“Cjtcombined
the Global Wealth Management Group of Morgan Sia&l€o.
LLC ("“MS&Co.”) (formerly Morgan Stanley and Co.
Incorporated) and Smith Barney and related busasess$ Citi
affiliates. Under the terms of the agreement, &ifd 100% of
its Smith Barney, Smith Barney Australia and Quilieits for a
49% stake in the joint venture company and an wmpfaash
payment of $2.7 billion. Morgan Stanley Parent exued
100% of its Global Wealth Management business f&186
stake in the joint venture company. After year ¢hrorgan
Stanley Parent and Citi will have various purchasel sale
rights for the joint venture company, but Citi widbntinue to
own a significant stake in the joint venture compa least
through year five. The joint venture owns MSSB.

MSSB offers clients (“you”, “your” and the “Client’many
different advisory programs. One channel generpilyvides
the investment advisory programs previously prodidg Smith
Barney and/or Citigroup Global Markets Inc. (“CGM{)SB

Channel”) and generally provides these programeutfti the
same businesses and retail locations as did Snaithe and/or
CGM. The other channel generally provides the stwent

advisory programs previously provided by MS&Co. and

generally provides these programs through the daumsaesses
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 whiidlhat least

initially be substantially similar to the currentSChannel and
platform. This conversion of the SB Channel and &

Channel is referred to as the “Conversion” and aot®opened
or operating on this one platform are referred 4d'‘@onverted
Accounts”.

We do not anticipate that the Conversion will hangy material
impact on MSSB accounts. We anticipate that thav€rsion
will occur in three “Cuts” during 2012, each of whi will
involve the conversion of distinct groups of SB @hel client
accounts, and after the third Cut no accountsneithain on the
SB Channel platform. MSSB will notify you if andhen your
account will be converted, and of any changes ttne
conversion will have on your account, prior to agnversion
Cut that impacts you. To determine whether youmant is a
SB Channel account, a MS Channel account or a Ctive
Account, please contact your Financial Advisor.

For clients who maintain custody with us until thenversion is
complete, unless clients elect otherwise, theiretassvill be
custodied at either CGM (for SB Channel accountsM&SB
(for MS Channel accounts and Converted Accounts).

A. General Description of Programs and
Services

MSSB focuses on providing a wide range of investmen
consulting services to institutional and high netrtlv individual
clients, including assistance in developing investmpolicy
statements, asset allocation, investment managetyamfund
(“Fund”), exchange traded fund (“ETF”) and alteivat
investment research, performance reporting and odyst
services. These services are delivered througheatsgroup of
institutional consulting teams located across tbentry that
have significant experience serving the investmadvisory
needs of institutional as well as high net worttiividual clients

and are supported by a management team dedicated to

institutional consulting. Clients include corpdoass, Taft-
Hartley plans, foundations and endowments publit prvate
defined benefit plans, 401(k) plan sponsors, faroifices and
high net worth individuals.

MSSB and its Consulting Group business division G"C

administer and oversee the Institutional Servicegiam (“1S”)

as discussed below and IS is offered to clienthénSB Channel
and the MS channel as well as to clients with Coede
Accounts. This section discusses the various gémaatters
that apply to these two programs. MSSB and itsamdral

Advisors may also provide other services in coriaaatith these
described programs. Any such services will be iipddn the

investment advisory agreement between MSSB and ($@e

“Account Opening” below). In addition, the guidels to these
programs are subject to change without notice. ‘gbould

consult with your Financial Advisor for further dés.

Institutional Services Program

MSSB offers the following institutional consultisgrvices to its
clients:

Assistance in the Preparation of Investment Objees and
Policies Your Financial Advisor will assist in the review,
evaluation and preparation of investment policiaad
objectives and if requested will assist in prepgrinvestment
guidelines for each of your investment managers.

Asset Allocation Your Financial Advisor will review your
asset allocation and will make asset allocatiowmenendations
in accordance with your investment goals.

Investment Searches Your Financial Advisor will assist you
in identifying and recommending investment managEtsds,
and ETFs (“Investment Products”). These recommigmua
are based either on MSSB Investment Advisor Rebe@ging
different methods to evaluate investment manadarads and
ETFs -- research on investment managers is prouvidexligh
MSSBs Fiduciary Services (“FS”) and Consulting and
Evaluation Services (“CES”) programs) or due diige



provided by MSSB’s Graystone Consulting businesst un
(“Graystone”).
conducted through its Manager Assessment Program,
proprietary investment management scoring systamassesses
investment manager products in that database. stanagy
teams conduct further analysis in an effort to idgmanagers
for clients. See Item 6 below for more details.

Depending on applicable legal and regulatory regoénts,
clients may invest in certain affiliated and/or fiiiated
alternative investment vehicles (such investmeoigether with
Investment Products, “Investment Options”).

Non-Researched Manager£lients also may select investment
managers outside of those covered by InvestmentisAdv
Research or Graystone due diligence. Such outeaigagers,

if qualified, will be offered through MSSB’s Invesent
Management Services Program (“IMS”).
evaluate or make any
investment managers and shall not assume anyityafat any
loss, claim, damage or expense attributable to dhent’s
selection of such managers.

Performance Measurement MSSB provides clients with
customized performance reports that assess investiis& and
return relative to benchmarks The reports may uihel
comparisons to recognized benchmarks and marketesgg.

Custody and StatementGM (for SB Channel accounts) or
MSSB (for MS Channel accounts and Converted Acg)ungay
serve as the custodian of all cash, securitieso#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 securitiestisactions and
account statements at least quarterly.

Institutional Services Program — For Participant-Bected
Retirement Plans.

MSSB also offers a non-discretionary investmentsedting
platform for participant directed retirement plai$irough this
program, MSSB Financial Advisors offer initial amhgoing
consulting services to Plan Sponsors with respeatvestment
decision making on behalf of the Plan, includingeistment
policy statement review, asset style analysis amnduah fund
search and selection. For participant-directedemaent plan
clients, MSSB offers the DC Investment ConsultingnéF
Screening Program which is explained further imI®A below.

Graystone due diligence on managers is

MSSB does not
representations concerningh suc

classification with respect to various asset clsaed
historic rates of return.
a

Participant Education— MSSB shall provide the Client
and/or its employees eligible to participate ine@tis Plan
with general financial and investment informaticglating
to such concepts as diversification, asset allona&énd
historic rates of return.

e Provider Search Assistance MSSB may assist plan
sponsors in searches to retain third party semproeiders
such as record keepers. This service may be mdvid
existing clients of MSSB or on a one-time basiplams that
are not MSSB. In doing so, MSSB will:

1) evaluate the plan sponsor’s needs,

2) assist the plan sponsor in preparing a Request for
Proposal (“RFP”),

3) assist the plan sponsor in soliciting a reviewing
responses from potential providers,

4) assist the plan sponsor is selecting finalists, and

5) provide the plan sponsor with an executive summary

report to assist the plan sponsor in making italfin
decision.

Fee Benchmarking. MSSB may perform a comparative
analysis of fees charged by third party serviceviglers and
the expenses of funds that are available to plansps in
order to allow them to evaluate the level of suebsfthat
they pay relative to similarly structured and sizetirement
plans. This service may be provided to existingnts of
MSSB or on a one-time basis to plans that are N8B!
clients and MSSB may retain third-party firms taiasit in

providing this service. The service shall inclutiee
following:
1) obtaining information from plan sponsor for

preparation of Fee Benchmarking report, and

2) preparation of and assistance in the review and
evaluation of the Fee Benchmarking report with
the plan sponsor.

Alternative Investments Performance Reporting Seei

MSSB may provide institutional clients with altetive
investments performance reporting. This is a nisordtionary
service, and clients are responsible for execugiagicipation
agreements directly with each alternative investmeklSSB
offers IS clients the ability to receive periodieports that
provide historical performance reporting of theitemative

Also, MSSB may assist the retirement plan and othejhvestments that were not purchased though MSSBnat held

institutional clients with certain administrativeunictions as
described below. These are not investment advisenyices and
MSSB does not assume status as a fiduciary undeé&sARhe
Investment Advisers Act of 1940 or any other apilie law or
regulation in performing these services

» Board Education/Asset ClassificatienMSSB shall provide
the Client with general financial and investmeribimation
relating to such concepts as diversification andets

in custody by CGM or MSSB and are not researcheB%B.
The alternative investment historical performanoérimation
provided by this service is based upon informatwovided,
directly or indirectly, to MSSB by the issuer oktlalternative
investment, or by its sponsor, investment managgministrator
(“Performance Reporting Al”"). MSSB’s ability to goride
historical or other performance reporting on alie
investments is dependent upon its ability to obtaunch
information from each Performance Reporting Al.



The performance reporting service enables the tctemeceive
from MSSB periodic reports containing the Clientiistorical
performance information as reported by
Performance Reporting Al. Client may also receigenposite
reports that show historical performance of altéwea
investments as reported by the Performance Regoftinalong
with historical or other performance information ather
investments that were/are acquired through MSS8,hald in
custody by CGM or MSSB or are followed by MSSB agsé.

The performance information provided
performance review is based on information provited1SSB
by the Performance Reporting Al and is not indepeeiig
verified by MSSB.
misstatement or omission made by the Performangmifitiag
Al nor for any loss, liability, claim, damage orpense arising
out of such misstatement or omission.

This reporting service is not intended to constititvestment

the appleab

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 onowatt
investments. For example, you may restrict MSSB tloe
managers from buying specific securities, a categof
securities (e.g., tobacco companies) or Fund sharésyou

in a periodicreStriCt a category of securities, we or the managél

determine which specific securities fall within thestricted
category. In doing so, we or the manager may @alyesearch

MSSB shall not be liable for any provided by independent service providers). Anyrigtfons you

impose on individual securities have no effect and-holdings
since Funds operate in accordance with the invedtme
objectives and strategies described in their prtsiges.

Trade Confirmations, Account Statements and

advice or a recommendation by MSSB of any alteveati Performance Reviews

investment and MSSB is not evaluating the approgmiss of
the initial investment or the continued investmeant the

alternative investments reported on as part of ¢kivice. In
addition, the service does not constitute, createnpose a fee-
based brokerage relationship, a fiduciary relatignsor an
investment advisory relationship under the Invesinfdvisers
Act of 1940, as amended, with regard to the investsicovered
under this service. If the Client is an employeaddit plan or
is otherwise subject to the Employee Retirementorime
Security Act of 1974, as amended (“ERISA”), MSSBNO®T

acting as a fiduciary (as defined in ERISA) witle tfespect to
the provision of these reporting services as deedriherein).
MSSB is not responsible for and will not provide t@porting
with respect to any alternative investment repodedinder this
service.

MSSB and CGM do not normally maintain custody o

alternative investments as reported by on undergéivice and
therefore such investments are not included undes®ls SIPC
coverage.

The fee charged to the client for this service doesinclude
any fee or charge for other services in connectigth the
client’s participation in any alternative investrhenClients are
solely responsible for such arrangements.

Asset/Liability Analysis Services MSSB works with third
party vendors, whose proprietary asset/liability deling
software is used to generate customized asselitijadtudies for
defined benefit plan clients. The asset/liabilityabysis service
provides certain cash flow modeling, liability fund analysis
and funding strategies including custom contribufiolicies.

General Description of All Programs

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

CGM (for SB Channel clients) or MSSB (for MS Channe
clients) may serve as the custodian and providas wih
written confirmation of securities transactions,daaccount
statements at least quarterly. You may waive theipé of trade
confirmations after the completion of each tradefamor of
alternative methods of communication where avadablou
may also receive Fund prospectuses, where appr@pridSSB
services are also provided to clients who engadpel-farty
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

fheld in an account is subject to a variety of fegtsuch as the

liquidity and volatility of the securities marketfnvestment
performance of any kind is not guaranteed, and MS®B a
Financial Advisor's past performance with respeat dther
accounts does not predict future performance veiipect to any
particular account. In addition, certain investinetrategies
that Financial Advisors may use in the programsehsgecific
risks, including those associated with investmeéntgommon
stock, fixed income securities, American DepositRgceipts,
and Funds. You should consult with your Financialvisor
regarding the specific risks associated with theestments in
your account.

Risk Relating to ETFs. There may be a lack of liquidity in
certain ETFs which can lead to a large differenetwben the
bid-ask prices (increasing the cost to you when lyoy or sell
the ETF). A lack of liquidity also may cause an EbFRrade at a
large premium or discount to its net asset valwddi#onally, an
ETF may suspend issuing new shares and this mait iesan
adverse difference between the ETF's publicly add share
price and the actual value of its underlying inugstt holdings.
At times when underlying holdings are traded lesgudently, or
not at all, an ETF's returns also may diverge frdahe
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 aother
government agency. Although money market fundsk dee
preserve the value of your investment at $1.00spare, there is
no assurance that will occur, and it is possibléose money if
the fund value per share falls. Moreover, in som
circumstances, money market funds may be forcedetse
operations when the value of a fund drops belowd&Iper
share. In that event, the fund’'s holdings areidigted and
distributed to the fund’s shareholders. This litation process
could take up to one month or more. During thateti these
funds would not be available to you to support hases,
withdrawals and, if applicable, check writing or MTdebits
from your account.

Risks Relating to Alternative Investments Alternative

investments have different features and risks fovimer types of

investment products. As further described in thderafg

documents of any particular alternative investmeian

investment in alternative investments can be highilyuid, is

speculative and not suitable for all investors. FExample,
alternative investment products may place substahtnits on

liquidity and the redemption rights of investons¢luding only
permitting withdrawals on a limited periodic basisd with a
significant period of notice and may impose earlyhdrawal

fees. Investing in alternative investments is idesh for

experienced and sophisticated investors only wieowalting 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, stedlitey, or other
speculative practices; lack of liquidity, in thaiete may be no
secondary market for the fund and none expectedet@lop;

volatility of returns; restrictions on transferrinigterests in the
fund; potential lack of diversification and resaodi higher risk
due to concentration of trading authority whennglge advisor
is utilized; absence of information regarding vélas and
pricing; complex tax structures and delays in taporting; less
regulation and higher fees than mutual funds; ahdsar risk.

Alternative investment products may also have higfees

(including multiple layers of fees) compared to estliypes of
investments.

Individual funds will have specific risks related ttheir
investment programs that will vary from fund to furd-or more
details on these and other features and risksselearefully
read the documentation (including risk disclosunedating to
any selected Investment Option, as well as youentli
agreement.

Risks Relating to Differing Classes of SecuritieRifferent

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

Tax Considerations

Neither MSSB nor any of our affiliates provide tacvice and,
therefore, are not responsible for developing, ém@nting or
evaluating any tax strategies that may be empldyetthe client.

The client should develop any such strategies dresd any tax-
related issues with a qualified tax adviser.

Fees

Fees for the Institutional Services Program

e

Asset Based Fedhe fees for IS are negotiable and may vary
based on a number of factors such as accountaizeunt type,
historical or projected nature of trading for tree@unt, and the
number and range of advisory services to be praviadethe

account. The fee schedule for the IS program felbsws:
First $5 million of assets 1.35%
Next $5 million of assets 0.80%
Next $15 million of assets 0.40%
Next $25 million of assets 0.30%
Next $50 million of assets 0.20%
Next $100 million of assets 0.10%
Over $200 million of assets 0.05%

The minimum account size is generally $10 million.

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 portfger year. For
investment policy statements, the initial fee is,08® and
updates are $2,500. For strategic asset allocatioties, the
initial fee is $7,500 and updates are $2,500. wukctasset
allocation only is provided for an ongoing retairar$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 mdit commit

to this service contractually or charge an addéiorfiee.
Manager searches are $5,000 per search. Perfagmanc
measurement services are provided for an on-gatajner of
$2,000 to $5,000 per year and $1,000 to $2,000ypar for
combined accounts.

Fees for Alternative Investments Performance RemnriThe
market value of the alternative investments shalbased on the
then currently available market value, estimatedactual for
purposes of calculating fees for this service, egorted by
Performance Reporting Al. MSSB does not indepethgen
verify such information. The fee shall not be clelgon
committed, but not yet funded, investments. Thedieehe first
$5 million of assets is 0.25%; the fee on the r&&imillion of
assets is 0.11%; the fee on the next $15 milliorasdets is
0.10%,; the fee on the next $25 million of asse&@9%,; the fee
on the next $50, million of assets is 0.05%; the d@ the next
$100 million of assets is 0.045%; and fee on asee¢xcess of
$200 million is negotiable.

Fee for Participant-Directed Retirement PlanskFees may be
charged quarterly and in advance or in arrearsnaan be based
on a number factors. The fees are negotiable. toFaimclude
the size of the account and the number and rangdwi$ory and



client related services to be provided. The maxmmannual
asset based fee is .60%. The standard asset te@sedhedule
for participant directed retirement plans is atofok:

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 falilog services
subject to the minimum fees set forth and an ovenglimum
engagement fee of $15,000. For investment poliatements
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
minimum fee is $5,000. For performance measurettentee
$2,000 to $5,000 per fund charged in the form ofaanual
retainer only. For generic participant educatitre 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@éeip education
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 tortipgoant
directed programs are as follows:
Search Assistance Fed-or

«  Provider single service

are negotiable. In such instances, the clientss fm MSSB
cover its services in reviewing and recommendingegtment
managers as well as the custody of securities aadet
execution. Clients bear the cost of commissionsotirer
transaction charges with respect to securitiesetatirected by
the investment manager to firms other than CitM8SB for
execution. The client also pays separate feeletantvestment
manager employed. Transactions in fixed income @atthin
other securities may involve dealer mark-ups orkatkowns or
other charges in addition to the asset-based feEs.the extent
investment managers direct trades in such seauritieMSSB
for execution, Citi, MSSB and their affiliates mesalize profits
or losses in connection with such trades that eparate from or
additional to the fees paid by the client but widit charge the
client any mark-up or mark-down. See “Addition@els (item
4C). MAP managers may enter into “prime brokerage
arrangements with MSSB and its affiliates; in whidse such
managers may pay additional compensation to MSSB i&n
affiliates in consideration for such services. ldoer, clients
of such managers will not be charged any amouatiition to
the manager fee and the fees or commissions chasgstESB.

fund searches t 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 MSSHR.
special circumstances, and with the client’'s agexgmthe fee
charged to a client for an account may be more tthen
maximum annual fee stated in this section.

The fee is payable as described in the Client Agesg.

Generally, the initial fee is due in full on thetelgou open your
account at MSSB and is based on the market valu¢hef
account on that date. The initial fee payment cotlee period
from the opening date through (at your electioe)lttst business

engagements, a plan can be charged a one-time ffee day of the current quarter or the next full calenglaarter and is

$5,000 - $30,000 which will be billed upon competiof
the service.
Provider Search Assistance fees may be chargedditian
to the overall institutional services asset-based/a hard
dollar fee, as listed above.

prorated accordingly. Thereafter, the fee is pgucrterly in

For on-going consulting engagementsadvance based on the account’'s market value dashbusiness

day of the previous calendar quarter and is duefahewing
business day. Unless the client elects to custs$ets at an
outside custodian, the Client Agreement authoriZ&sM or
MSSB to deduct fees when due from the assets centan the

« Fee Benchmarking Fee.For single service engagements, aaccount.

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 Benchmarleeg f
may be charged in addition to the overall institoél
services asset-based and/or hard dollar fee,tad bove.

Manager Assessment Program (“MAP”). The Manager
Assessment Program is usually made available d@sofiaand
within the fee structure of, the Institutional Sees program.

In certain instances, clients may engage MSSB twige the
Manager Assessment Program on a standalone basighich
case the schedule of fees shall be 1.35% on teie®H million
of assets; .80% on the next $5 million of assd3% on the next
$15 million of assets; .30% on the next $25 milliohassets;
.20% on the next $50 million of assets and .10%then next
$100 million of assets. Fees on assets in exded200 million

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

purposes, you can benefit even more from existireghpoints.
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 séssubject
to lower fee rates, which in turn lowers the averéep rate for
Account #1. This average fee rate is then multipliey the
actual amount of assets in Account #1 to deterthiaedollar fee
for Account #1. Likewise, the total assets are iggpko the
Account #2 breakpoints to determine the averagerdte for
Account #2, which is then multiplied by the actaahount of
assets in Account #2 to determine the dollar fee\frount #2.



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

accounts are eligible to be related under thesécipsl and

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

between you and the Financial Advisor.

Payments from Investment Managers

Investment managers participating in MSSB-sponsdameztnal
training and education conferences and meetings male
certain payments to, or for the benefit of, MSSHBteiFinancial
Advisors to offset expenses incurred for these ®venA
schedule of these registration fees is availabtsupquest from
your Financial Advisor.

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

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

sponsor firm events and to promote their own fuadsinancial

Advisors and clients instead of funds from thosedfiamilies

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 iatiré 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 sutisiginthe
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
year. MSSB’s non-cash compensation policies satitions

for each of these types of payments, and they d@&anit any
gifts or entertainment conditioned on the achieveinoé a sales
target.

None of these amounts relate to any particularsaetion or
investment made by MSSB clients with investment aggns.
An annual estimate of the aggregate value of theseunts paid

portfolio management is provided by third party éetment
managers and the fees in those programs may berhigtower
than the fees in these programs.

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

C. Additional Fees

If you open an account in one of the programs desdrin this
brochure, you will pay us an asset-based fee feestment
advisory services, custody of securities and texdseution with
or through CGM (for SB Channel accounts) or throbgBSB
(for MS Channel accounts and Converted Accountdjhe
program fees do not cover:

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

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

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

e MSSB account establishment or maintenance feedtdor
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)

e account closing/transfer costs
e processing fees or

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

or provided by the investment managers to MSSB ®r tpyndsin Advisory Programs

Financial Advisors may be provided, upon requestclients.
Investment managers participating in the prograepscidbed in
this brochure are not required to make any of thgpes of
payments.

B. Comparing Costs

Cost comparisons are difficult because a particstawvice may
not be offered in other CG programs. Dependinghenlé¢vel of
trading and types of securities purchased or soldur account,
if purchased separately, you may be able to oltaimsaction
execution at a higher or lower cost at MSSB orwfege than
the fee in these programs. However, such tramsectcould
not be executed on a discretionary basis in a bbagleeaccount.
In addition, CG offers other programs where disoretry

Investing in Funds may be more expensive than rothe
investment options offered in your advisory accolmtaddition
to our fee, you pay the fees and expenses of thds-im which
your account is invested. Fund fees and expensesharged
directly to the pool of assets the Fund invesi@nd 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 Eerse
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 dutirg Mutual
Fund’s or ETF’s most recent fiscal reporting peri@drrent and
future expenses may differ from those stated irptiospectus.



You do not pay any sales charges for purchasesutdahfunds
in programs described in this brochure. However esonutual
funds may charge, and not waive, a redemption feeestain
transaction activity in accordance with their presjoises.

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 describetdeirClient
Agreement, you will have the option of instructingg on
whether you want the fee billed to you directlytorthe outside
custodian selected by you.

MSSB/CGM act as custodiarnless you instruct us otherwise,

MSSB/CGM will maintain custody of all cash, secdest and
other assets in the account and the following eestion cash
sweeps will apply to you.

Cash Sweeps

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

» interest-bearing bank deposit
Accounts”) established under
Program (“BDP”) or

accounts (“Deposihotice to you.
the Bank DepositProgram, please read the Bank Deposit Program d3iscd

following banks (individually and collectively, théSweep
Banks”): (i) Morgan Stanley Bank, N.A. (i) MorgaBtanley
Private Bank, National Association or (iii) CitidgrN.A. The
Sweep Banks are affiliated with 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 agafien of all
the accounts (including, without limitation, ceddtes of
deposit) that you hold at the Sweep Banks in tleesaapacity.
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 80 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 hbé
provided to you upon your first investment in thanB Deposit
Program. You may also obtain the Bank Deposit Ruogr
Disclosure Statement as well as current interé¢esrapplicable
to your account, by contacting your Financial Advisor
through MSSB's web site at
www.morganstanleyindividual.com/accountoptionsiagdissets/
investmentfeatures. You acknowledge and underdfzeidwe
may amend the list of Sweep Banks at any time witlvithout
If you are participating in the BaBeposit

Statement carefully.

» money market mutual funds (each, a “Money MarketPlease note the following: (i) you are responsiblenonitor the

Fund” and, together with BDP Deposit Accounts,total amount of deposits you have at each Sweefx Baorder
“Sweep Investments”). These money market fundgo determine the extent of FDIC insurance coveragelable to
are managed by Morgan Stanley Investment Advisorgou; and (i) MSSB is not responsible for any ireliror

Inc. or another MSSB affiliate (except for SB Chainn

uninsured portion of your deposits at any of the&wBanks.

retirement and Coverdell Education Savings accounts
The “sweep” money market funds are managed by aif BDP is your Sweep Investment, you should be awtiat,

unaffiliated manager).

If you do not select a Sweep Investment when yoenoyour
account, your Sweep Investment will be BDP if yoe aligible
(MS Channel accounts and Converted Accounts) ecssd by
your Financial Advisor (SB Channel accounts).

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

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

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

Bank Deposit Program.Through the Bank Deposit Program,

Deposit Accounts are established for you at onmare of the
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each Sweep Bank will pay MSSB a fee equal to thegugage
of the average daily deposit balances in your Diépazount at
the Sweep Banks. Your Financial Advisor will noteae a
portion of these fees or credits. In addition, MS®ill not

receive cash compensation or credits in connegtitimthe BDP
for assets in the Deposit Accounts for retiremetang or
Coverdell Education Savings accounts. Also, thflicéd

Sweep Banks have the opportunity to earn incoméherBDP
assets through lending activity, and that incomeussially
significantly greater than the fees MSSB earns ffitiated

Money Market Funds. Thus, MSSB has a conflicndéiiest in
selecting or recommending BDP as the sweep furtderahan
an eligible Money Market Fund.

Unless otherwise specifically disclosed to you niting, such as
in connection with the Bank Deposit Program notémbva,
investments and services offered through MSSB aténsured
by the FDIC, are not deposits or other obligatiasfs or
guaranteed by, the Sweep Banks, and involve inergtmisks,
including possible loss of the 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. You
understand that purchases and redemptions of Mafeket
Fund shares may be effected only through MSSB hatlyiou
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 separatestimant
with different investment objectives. Their feesgpenses,
minimum investment requirements, dividend policiesd

procedures may vary. Before you invest in any Molarket

Fund, read its prospectus carefully. Money MaFkaid shares
are neither insured nor protected by the FDIC. $twment in any
money market fund is a purchase of securities tdue the
money market fund, not a bank deposit.

Certain of the Money Market Funds described aboageh
minimum investment requirements. In addition, MS&tay
require a minimum initial investment to activater@or all of
the Sweep Investments. If you do not meet the minininitial
investment, uninvested cash and allocations to aasHigible
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, MSSRym
redeem and reinvest all of your shares in the BORce your
sweep option has been changed, we will not autcalti
change it back to your previous Sweep Investmeah éf/you
meet the minimum initial investment and/or
requirements. You must contact your Financial Advie do so.
However, if a pattern develops of falling below thnimum
balance requirement, we may preclude you from itingsin
that Sweep Investment in the future.

balancef

Financial Advisor to determine whether the BDP oManey
Market Fund will be your default Sweep Investment.

D. Compensation to Financial Advisors

If you invest in one of the programs described inbinichure, a
portion of the fees payable to us in connectiomwiur account
is allocated on an ongoing basis to Financial Aahdis The
amount allocated to your Financial Advisor in coctien with

accounts opened in programs described in this brecmay be
more than if you participated in other MSSB invesiin
advisory programs, or if you paid separately fovestment
advice, brokerage and other services.  Your Fiah@avisor

may therefore have a financial incentive to recomtnene of
the programs in this brochure instead of other M®8&®&rams
or services.

If you invest in one of the programs describedhiis brochure,
MSSB may charge a fee less than the maximum feedsta
above. The amount of the fee you pay is a facteruse in
calculating the compensation we pay your FinanéidVisor.
Therefore, Financial Advisor have a financial intbes not to
reduce fees.

Iltem 5: Account Requirements and
Types of Clients

MSSB offers its services under this brochure topooations,
Taft Hartley funds, endowments, and foundationglipuand
private retirement plans funds including 401(k)npkponsors,
amily offices and high net worth individuals.

Item 6: Portfolio Manager Selection
and Evaluation

We may offer other money market funds as a nonwee

investment choice. You may purchase shares in themeey
market funds by giving specific orders for eachgbase to your
Financial Advisor. However, uninvested cash in yagcount
will not be swept into these money market funds.

If account cash balances are invested in Money BtaFkinds
sponsored or managed by MSSB affiliates, we recaikretain
fund fees up to 0.18% from those Money Market Fumrdthose
money market funds’ affiliates. Therefore, MSSBsha
conflict of interest in recommending that a portioh your
account be invested in money market funBer 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 not.&.
resident. If you are not a U.S. resident, pleasetact your
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Selection and Review of Portfolio
Managers and Funds for the Programs

In IS we offer a wide range of investment produatsluding
managers, mutual funds and ETFs) that we have tedleand
approved. This Item 6.A describes more generabtiy twe
select and terminate Investment Options from th@aegrams.
If managers have more than one strategy, we mdydaoonly
some of those strategies in the programs describethis
brochure, may carry different strategies in différ@rograms,
and assign different statuses to different strategi Please refer
to the discussion in Item 4 A. for a complete diggiom of the
programs.

Consulting Group Investment Advisor Research

Our Consulting Group Investment Advisor Researgbadenent
(“CG IAR") evaluates Investment Products. CG IARaym
delegate some or all of its functions to an affdiar third party.
Investment Products may only participate in the ¢tSCES
programs if they are on CG IAR’s Focus List or Apped List
discussed below. The Focus List and Approved higt at
www.morganstanleyindividual.com/accountoptions/nggathmo



ney/manager/default.asp (or you can ask your FinhAclvisor
for these lists). In each program, only some of ltheestment
Products may be 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 programdudieg:

» program needs (such as whether we have a sufficienber
of Investment Products available in an asset class)

e client demand and

« the manager’s or Fund’s minimum account size.

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

analyze the information contained in the algoritttngauge the
completeness and consistency of the data whichedthe
rankings, and then send the manager or Fund addlitio
information requests. CG IAR then determines whette
Investment Product meets the standards for Approlisd
status. Furthermore, CG IAR may evaluate an Imvest
Product under the evaluation process for the Fa@tsut then
decide to instead put it on the Approved List.

CG IAR periodically evaluates Investment Products the
Approved List to determine whether they continuerteet the
Approved List standards.

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

Changes in Status to Not Approve€G IAR may determine

Products provide CG IAR with relevant documentatamthe
strategy being evaluated, which may include samppléfolios,
asset allocation histories, its Form ADV (the forthat
investment managers use to register with the SH@)st
performance information and marketing literature.or F
verification purposes, as part of the review predg& IAR may
compare the manager’s/Fund’s reported performarnite tie
performance of a cross-section of actual accoumtutated by
CG IAR. CG IAR personnel may also interview the ager or
Fund and its key personnel, and examine its oerati
Following this review process, Investment Prodwts placed
on the Focus List if they meet the required stassldor Focus
List status.

CG IAR periodically reviews Investment Productstha Focus
List. CG IAR considers a broad range of factorfi¢lv may
include investment performance, staffing, operatiossues and
financial condition). Among other things, CG IAR rpennel
interview each manager or Fund periodically to aukscthese
matters. If CG IAR is familiar with a manager owurfd
following repeated reviews, CG IAR is likely to fox on
guantitative analysis and interviews and not rejuir-person
meetings. CG IAR may also review the collectivefpenance
of a composite of the MSSB accounts managed by

either evaluation process and therefore the InvastrRroduct
will no longer be recommended in MSSB investmentisaty
programs. We notify affected clients of these donadgs. You
cannot retain a downgraded manager or Fund in gooounts
and must select a replacement from the Approvetdri$-ocus
List, that is available in the program, if you wigh retain the
program’s benefits in respect of the affected asset

In some circumstances, you may be able to retaiminated
Investment Products in another advisory programirora
brokerage account subject to the regular terms camdlitions
applying to that program or account. Ask your Ficial
Advisor about these options.

MSSB generally specifies a replacement Investmeodurt for
a terminated Investment Product in FS (as discuissidm 4.A
above). In selecting the replacement Investmeatifat, CG
IAR generally looks for an Investment Product ie #ame asset
class, and with similar attributes and holdingshe terminated
Investment Product. The replacement Investmendditowill
typically be on the Focus List.

Watch Policy. CG IAR has a “Watch” policy for Investment
Broducts on the Focus List and Approved List. Wadthtus

manager/Fund and compare this performance to dverghgicates that, in reviewing an Investment Prod@g, IAR has

performance data provided by the manager/Fund, thed
investigate any material deviations.

identified specific areas of the manager’s or Farlisiness that
(a) merit further evaluation by CG IAR and (b) mayt are not
certain to, result in the Investment Product becgmfNot

Approved List.The process for considering Investment Product%pproved_n Putting an Investment Product on Watdesdnot

for the Approved List is less comprehensive, andlwates
various qualitative and quantitative factors. Thesy include
personnel depth, turnover and experience; invedtipestess;
business and organization characteristics; and stment
performance. CG IAR may use an algorithm — a rblesed
scoring mechanism — that reviews various qualigatand
guantitative factors and ranks each Investment iioid a third
party database. (Not all Investment Products restefor the
Approved List are subject to this algorithm.) CARI analysts
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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 && heeds
to evaluate the Investment Product and for the diment
Product to address any areas of concern. For additi
information, ask your Financial Advisor for a coplyCG 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 theéstiag tactical
opportunities in the market.

Other Relationships with Managers and Funds. Some
managers and Funds on the Approved List or Focss 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 cbémMS&Co.
or a Citi affiliate. CG IAR does not consider thestence nor
lack of a business relationship in determining \Wketo include
or maintain a manager or Fund on the Approved aisFocus
List.

Institutional Consulting Services (“ICS”) Research

In addition to the managers and Funds reviewed ByI&R,

select Financial Advisors may offer ICS through tiesearch
platform to provide clients access to additional nagers.
MSSB’s Graystone Consulting business unit, comgistf a
select group of investment consulting teams thae lsgnificant
experience serving the varying investment advisorg related
needs of both institutional and high net worth wdiial clients,
identify a unique investment manager need. Oneended for
a specific investment style has been identifie@, Graystone
team conducts an initial search for the strategystoategies
under consideration. Graystone has leveraged amedmansive
third party investment manager database to offeexganded
universe of managers to fill client needs.

Graystone Mutual Fund Research Progranselect Graystone
teams have the ability to conduct due diligencemarual fund

products based on information provided by the itmest

managers and/or outside independent databasematfiliated

with MSSB. Graystone does not independently vesfich

information supplied by investment managers ancpeadent
databases, and shall not be liable for any miss&té or

omission made by the Manager or the independeabdaés.

Mutual funds that are researched by Graystone gonder
rigorous assessment of the funds’ capabilitiess Esisessment
begins with a request for information (“RFI”). ThRFI is
(identical/similar) to the one used by the MSSB umaltfund
area in determining which mutual funds to bringtba MSSB
platform. After the RFI is completed, the fundsfpemance is
reviewed.

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

The process utilizes both quantitative screening) qumalitative
assessment of all Funds. Generally, the Graystdnéual
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Fund Research program is supplemented with follpvesalysis
on investment managers. Funds subject to this psoaee either
approved or not approved for use in the InstititlodBonsulting
Services programs. MSSB does not maintain a Waithfor
these funds equivalent to CG IAR’s Watch List

Manager Assessment Programn addition to the managers
offered through CES and FS, certain Financial Aghgisthat
provide IS services may offer ICS through the MARearch
platform to provide clients access to additionahagers. Our
Graystone Consulting department, consisting oflecsgroup of
investment consulting teams that have significaxpeeience
serving the varying investment advisory and relategds of
both institutional and high net worth individualesits, identify a
unique investment manager need. Once the neeal $pecific
investment style has been identified, the Graystdeam
conducts an initial search for the strategy ortegi@s under
consideration. MSSB Graystone has leveraged
comprehensive third party investment manager dagabaoffer
an expanded universe of managers to fill clientisee

MAP is a proprietary tool that assesses all sepaaagicount
managers within a third party database in orderatoow the list
of potential investment managers before conductimgher
qualitative analysis. The managers approved thrddgP are
for the use of certain Financial Advisors that aet of the
Institutional Services and Graystone programs.

MSSB EvaluationMAP is generally complemented with follow-
up analysis on investment managers focusing ormtiaditative
aspects of due diligence, e.g., quality of investhpeofessionals
and assessment of the manager’'s investment proc€xdy
after completing the required follow-up assessmeiit an
investment manager be recommended to a client. BVISS
leverages proprietary technology to allow managsessments
to be shared across certain programs at MSSB.

On-Going Coverage Once a manager is recommended, MAP
reevaluates the manager on a periodic basis. (@rays
Financial Advisors will also conduct periodic foleup
interviews with managers. Information from managésits
and other communications may be shared with the BASS
Director of Research, other Financial Advisors &gng
institutional Clients and Graystone Financial Adves

For Participant- Directed Plans. In addition to the mutual
funds and ETFs that appear on the Focus List anoMed List

of CG IAR described above, for clients in the Ingtonal

Services program for participant directed retiretr@ans, funds
may be “approved” for the program in an alternatnner, as
well. MSSB applies a proprietary screening pro¢edsinds in

the Morningstar mutual fund database, which it egspin part
using third party software. The screening algonitrapplied

quarterly, is based on factors such as performarargking,

stewardship grade, fees and manager tenure. Fudfjsct to
this process are either approved or not approvedise in the
Institutional Services program for participant died retirement
plans. MSSB does not maintain a Watch List fois¢héunds
equivalent to CG IAR’s Watch List.



Selection of Alternative Investments

Managers may only participate in the IS progranhéy 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 alternativesimvent) 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 throghour

Alternative Investments Research group (“AIR")) én affiliate

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

will generally follow a methodology similar to thased by AIR
(described below) in reviewing such alternativesistynents.

On an ongoing basis, AIR analysts conduct both tjiasine and
qualitative research on potential candidates. Thesearch
includes, among other things, a review of relevdotuments,
calls and meetings with the investment team, andreatysis of
investment performance. Generally, although thecgss may
be modified for a particular manager or alternatiwgestment as
AIR may deem appropriate, AIR also conducts on-wisits,

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

background checks on key principals and other itenTdeir

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

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

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

Ongoing monitoring of managers and investment \ekion the
Alternatives Approved List is provided by AIR orethfirm
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(described below)

which provided the original due diligence. In dddi 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 downgrades t
alternative investment to “Terminate”. We may terate
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 remave
alternative investment vehicle from the Alternasivapproved
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 niifged
specific areas related to the alternative investptée 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 investt from the
“Approved List”. Putting an alternative investmesmt 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 incdude,
among things, an evaluation of the markets, therrative
investment, and the manager of the alternativesimeent.

Calculating Financial Advisors’ Performance

In the programs described in this brochure, we utate
performance using a proprietary system. MSSB alow
Financial Advisors from the SB Channel to createomposite
performance track record for accounts they manage similar
style.

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

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

For alternative investments, AIR does not calculzdenposite
manager performance in the programs. Neither M&6Ba
third party reviews performance information to detime or
verify its accuracy or its compliance with presdéiota standards
and therefore performance information may not beutated on
a uniform or consistent basis. Generally, the rganaf the
alternative investment determines the standards tesealculate
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 (a@amy
corresponding benchmark index values) may be essnanay
be several weeks old as of the dates MS&Co. pradyoar
account statements/reports and calculates yourgrdsin the
case of index values, may be based on informatmm Mmultiple
sources. The final performance figures for the liagple
period may be higher or lower, and MSSB is undeolligation
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 oftsliands of
hedge funds that have at least $50 million underagament or
have been actively trading for at least 12 monthsis equally
weighted on a fund by fund basis and fund assetsegoorted in
USD on a net of fees basis. It is updated thmeedia month
and the current month’s and the prior three montlaslies are
subject to change. MSSB is not obligated to nogify of any
such changes. The FoF Composite values are likdhe more
up-to-date than the data for the selected Investi@gtions for
which it is the benchmark. You cannot invest ire thoF
Composite. For more information
https://www.hedgefundresearch.com.

B. Conflicts of Interest

Advisory vs. Brokerage Account®SSB and your Financial
Advisor are likely to earn more compensation if youest in a
program described in this brochure than if you opdmmokerage
account to buy individual securities (although,arbrokerage
account, you may not receive all the benefits @ pinograms
described in the brochure). Financial Advisors avi8SB

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

of interest by disclosing it to you and by requyifinancial

Advisors’ supervisors to review your account atcagtt-opening

to ensure that it is suitable for you in light ohtters such as

your investment objectives and financial circumsém

Payments from Managerslnvestment managers may sponsor

their own educational conferences and pay expesfdeimancial
Advisors attending these conferences. MSSB’s pdicequire
that the training or educational portion of thesmferences
comprises substantially all of the event. Investmeanagers
may sponsor educational meetings or seminars ichwtlients
as well as Financial Advisors are invited to papade.

Investment managers are allowed to occasionallg gieminal

gifts to Financial Advisors, and to occasionallytegtain

Financial Advisors, subject to a limit of $1,000 penployee per
year. MSSB'’s non-cash compensation policies seditions for

each of these types of payments, and do not pamyitgifts or
entertainment conditioned on the achievement al@sdarget.

These gifts and entertainment payments do noterdlatany
particular transactions or investment made by M8tEhts with
mutual funds. On request, your Financial Advison gaiovide
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The FoRvestment options.

you with an annual estimate of the aggregate vafubese gifts

and foy anand entertainment payments, if any, in respect 868 or your

Financial Advisor.

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 ustiaddl fees.
We have a conflict of interest in offering altelimatinvestments
because we or our affiliates earn more money irr yaeount
from your investments in alternative investmentmtfrom other
However, in cases where weiveca
portion of the management fee paid by you to a manaf an
alternative investment and we charge a programufeter the
programs in this brochure, we credit such fee taryaccount.
Also, we do not share this money with your Finahéidvisor
(i.e. the compensation we pay to your Financial ioivis not
affected by the payments we receive from the ddbra
investments). Therefore, your Financial Advisoesimot have
a resulting incentive to buy alternative investnseim your
account, or to buy certain alternative investmemathier than
other alternative investments in any of the program this

see brochure.

Affiliate Acting as Portfolio Manager. Where permitted by
law, (except for plan accounts), an affiliate of 5 may have
been selected to act as the manager for one or yaue

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

Financial Advisor are also likely to earn more cemgation if

you invest in a program described in this brochiuan if you

open a brokerage account to buy individual seeiti

These relationships create a conflict of interest is or our
affiliates as there is a financial incentive to aeenend the
investments. We address this conflict of intetstisclosing
it to you and by requiring Financial Advisors’ suyisors to
review your account at account-opening to ensueg this
suitable for you in light of matters such as yoovestment
objectives and financial circumstances.

MSSB as Placement AgenMSSB also acts a placement agent
for certain alternative investments whereby susfestments are
available through MSSB on a non-advisory basis. Whe
alternative investment is purchased on a placenimatis,
different terms and conditions, including differerfee
arrangements, may apply. For example, when atdiismsts
on a placement basis, they do not pay an ongoingaey fee,
however, they pay an upfront placement fee andptiogram
manager receives a higher program participationvibieh is
shared with MSSB and its Financial Advisors. A @Glie
investing on an advisory basis may pay higher féesthe
aggregate, than if such investment had been madea on
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 owocounts or
those of their affiliates) from the advice givemtians taken,
compensation received or securities held or deait 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, M&&C
CGM and their affiliates and employees may holdasitpn
(long or short) in the same securities held inntliaccounts.
MS&Co., MSSB, CGM and/or their affiliates are reguissuers
of traded financial instruments linked to secusititbat may be
purchased in client accounts. From time to tirhe,ttading of
MSSB, a manager or their affiliates — both for proprietary
accounts and for client accounts — may be detriatetu
securities held by a client and thus create a wbrdf interest.
We address this conflict by disclosing it to you.

certain related securities. These restrictions naalyersely
impact your account performance.

MSSB, the managers and their affiliates may alsweld@

analyses and/or evaluations of securities sold ipr@gram

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

account, on any such information, analyses or etalns.

MSSB, investment managers and their affiliates

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

Research Reports MS&Co. and CGM do business with
companies covered by their respective research pgrou
Furthermore, MS&Co., CGM and their affiliates maglc a

Trade Allocations In certain cases, trades may be aggregatettading position (long or short) in, and client aents may hold,

such that the securities are to be sold or purchimsemore than
one client in order to obtain favorable executionthe extent
permitted by law. The Investment manager will tlzdlocate
the trade in a manner that is equitable and camgistith it's
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 toteakent is the
average price for the aggregate order.

Services Provided to Other Client$1SSB, MS&Co., CGM,
investment managers and their affiliates providgadety of
services (including research, brokerage, asset geament,
trading, lending and investment banking services)efch other
and for various clients, including issuers of sémg that MSSB
may recommend for purchase or sale by clients @o#rerwise
held in client accounts, and investment managefivens in the
programs described in this brochure. MS&Co., CGMS3B,
investment managers and their affiliates receivenpnsation
and fees in connection with these services. MSSE\ms that
the nature and range of clients to which such sesviare
rendered is such that it would be inadvisable teluwe
categorically all
Accordingly, it is likely that securities in an aemt will include
some of the securities of companies for which MS&@GM,
MSSB, investment managers and their affiliates roraHiliate
performs investment banking or other services.

Restrictions on Securities Transaction¥here may be periods
during which MSSB or investment managers are nomnjied
to initiate or recommend certain types of transadiin the
securities of issuers for which MS&Co., Citi or oné their
affiliates is performing broker-dealer or investrhdranking
services or have confidential or material non-pubiformation.
Furthermore, in certain investment advisory proggaiSSB
may be compelled to forgo trading in, or providiagvice
regarding, Morgan Stanley Parent or Citi securjtiead in
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the securities of companies subject to such rekeditwerefore,
MS&Co. and CGM have a conflict of interest that Icbaffect
the objectivity of their research reports.

Certain Trading Systemslf MSSB directly or indirectly effects
client trades through exchanges, electronic comaoatioin
networks or other alternative trading systems (tilmg
Systems”) in which its affiliates have an ownersiperest,
these affiliates may receive an indirect econonandfit based
on their ownership interest. Currently, affiliates MSSB
(including affiliates of MS&Co. and Citi) own ovéi% of the
voting securities of certain Trading Systems, idolg BATS
Trading, Inc., operator of BATS Electronic Tradidggtwork
(commonly known as “BATS"); the entities that owmdacontrol
the Block Interest Discovery System (commonly knoas
“BIDS”); LavaFlow Inc.; EBX Group, LLC; ELX Futures
Holdings, LLC; ELX Futures, LP; TheMuniCenter; Autated
Trading Desk Financial Services LLC; Automated TmgdDesk
Brokerage Services LLC; Boston Options ExchangeC.LEX
Alliance Inc.; and National Securities ExchangeheédtTrading
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

of these companies from an actoun Client accounts and in which affiliates of MSSB oimterests

may change from time to time. You may contact yemancial
Advisor for an up-to-date list of Trading Systenrs which
affiliates of MSSB own interests and on which MS8&d/or
MS&Co. trades for client accounts.

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

Certain Trading Systems through which MSSB and/&&@o.
may directly or indirectly effect client trades exé&



transactions on a “blind” basis, so that a partyattransaction
does not know the identity of the counterpartyh® transaction.
It is possible that an order for a client accouat tis executed
through such a Trading System could be automagicalitched
with a counterparty that is (i) another investmadwisory or

brokerage client of MSSB or one of its affiliatas(ij) MSSB or

one of its affiliates acting for its own proprietaccounts.

Transaction-Related Agreements with MS&Co., Citi @dn
Affiliates. In connection with creating the joint venture, aert
agreements were entered into between or involvargesor all
of MSSB, MS&Co, Citi, CGM and their affiliates, ilutling the
following:

Performance-Based Fees

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

Methods of Analysis and Investment Strategies

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

e Clearing. An agreement providing that, subject to best

execution, MS&Co. and CGM (or their applicable l&fes)
will act as fully-disclosed clearing brokers for BB, which
will act as an introducing broker. MSSB may hawaflict
of interest in introducing client trades to MS&Cand

CGM. (As of the date of this brochure, MSSB is the

clearing broker for most of the MS Channel’'s investt
advisory programs, and for Converted Accounts. N8&

is the clearing broker for some MS Channel clients

typically those with accounts administered by theé&s M
Channel's Private Wealth Management division. C@GM
the clearing broker for SB Channel clients.)

Proxy Voting

MSSB does not offer proxy voting services to iiemts in the 1S
program.

Unless the client authorizes a third party to yamexies, we will
forward to the client or the client’s designee, angxy materials
that we receive for the account. We cannot adv@e gn any

particular proxy solicitation.

We will not provide advice or take action with respto legal
proceedings (including bankruptcies) relating te #ecurities

» Order Flow. An agreement that, subject to best executionpg|d in your account, except to the extent requingtaw.

MSSB will transmit an agreed percentage of cliertecs
for the purchase and sale of securities to MS&@iti,
CGM and their affiliates. MSSB has a conflict ofdrest in
transmitting client orders to these entities.

» Distribution. An agreement that, in return for the payment

ltem 7: Client Information Provided to
Portfolio Managers

of certain fees and expenses, MSSB will market andMSSB has access to the information you provide cabant

promote certain securities and other products wmitten,
distributed or sponsored by MS&Co., Citi or theffilamtes.
MSSB has a conflict of interest in offering, recoemding
or purchasing any such security or other produai tfor its
investment advisory clients.

e Investment ResearchAn agreement that MS&Co. and
CGM (or their applicable affiliates) will supplyvastment
research prepared by their respective researchpgrom
MSSB for its use. It is possible that MS&Co.’s rasdh
group, on the one hand, and Citi’'s research groupthe
other hand, may reach different conclusions, ang make
different recommendations, with respect to the séaseer
or investment manager. This may, among other thing
result in different investment decisions or recomdaions

opening.

Item 8: Client Contact with Portfolio
Managers

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

Iltem 9: Additional Information

ﬁ)isciplinary Information

regarding the same issuer or investment managerg bei This section contains information on certain legahd

made for or given to MSSB investment advisory ¢ken

C. Financial Advisors acting as Portfolio

Managers
Description of Advisory Services

In the IS program, Financial Advisors do not actpastfolio
managers but may act as portfolio. See Item 4.évaljor a
description of the services offered in the progratescribed in
this brochure.
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disciplinary events.

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

« The National Association of Securities Dealers Inc.
(“NASD”) alleged that between October, 1999 and
December, 2002, MSDW violated the non-cash
compensation provisions of the NASD Conduct Ruleslér
which MSDW was prohibited from providing its Finaaic
Advisors with non-cash compensation for sales otualu



funds and variable annuities that were not basedtahsales
and equal weighting). MSDW offered rewards to its
Financial Advisors for sales of affiliated mutualnfls in
general, or particular affiliated mutual funds oertain
variable annuities. By a Letter of Acceptance, Veaiand
Consent (“LAWC") dated September 15, 2003, MSDW
agreed to (1) fines totaling $2.25 million; (2) apel its .
compliance systems and procedures; and (3) retain a
independent consultant to review and make recomatims

on MSDW's supervisory and compliance procedures.

On April 28, 2003, the SEC filed a complaint allegjithat
MS&Co. violated certain NASD and New York Stock
Exchange (“NYSE”) Conduct Rules (collectively, the
“Conduct Rules”) by creating conflicts of interefstr its
research analysts with respect to investment bgrdativity,
failing to adequately manage such conflicts, fgilio ensure,
in offerings where MS&Co. was the lead underwriténgt
payments made to other broker-dealers for publghin
research reports were disclosed by the issuetseirffering
documents and the other broker-dealers in theieares
reports, and failing to supervise properly its ezsh
analysts, including with respect to the ratingscepitargets
and content of the reports of senior research atmly
Without admitting or denying the substantive altemss in
the complaint, on October 31, 2003, MS&Co. congrite
the entry of a final judgment that enjoined MS&CGmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altecfi75
million to fund independent research. In additiM5&Co.
agreed to a number of structural changes to theatipas of
its equity research and investment banking operatio
Concurrently, MS&Co. also entered into a settlemwith
the NYSE, the NASD and the Attorney General of $tate
of New York with respect to the same conduct spetifn
the complaint. MS&Co. is also in the process ofliring
settlements with the other state and territoriatusées
administrators.

In 2003, Solomon Smith Barney (“SSB”), now known as
CGM, settled civil and regulatory actions brought the
SEC, the NYSE, the NASD, the Attorney General of th
State of New York (“NYAG”), and state securities
regulators, which alleged violations of certain e and
state securities laws and regulations, and ceN&8D and
NYSE rules, by SSB arising out of certain busingsstices
concerning sell-side research during 1999 to 28ad,initial -
public offerings (“IPOs”) during 1996 to 2000. Thetions
alleged, among other things, that SSB publisheddinkent
research reports, permitted inappropriate influenog
investment bankers over research analysts, anddfdib
adequately supervise the employees who engagedose t
practices. It was also alleged that SSB engagedhgnoper
“spinning” of shares to executives of investmennkiag
clients and failed to maintain policies and procegu
reasonably designed to prevent the potential misofe
material non-public information in certain circuistes.
Without admitting or denying the findings, SSB cemed to .
(1) censures by NASD and the NYSE; (2) cease aststde
orders in state proceedings prohibiting SSB fromlating
certain state laws and regulations; (3) a judgrpeohibiting
SSB from violating certain laws and regulations); ¢értain
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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 paytre
$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 tmatisn.
The SEC also alleged that receipt of directed e
commissions as payment for such marketing arrangtsme
contravened NASD Rule 2830(k). On November 17, 2003
without admitting or denying the findings, MSDW camted
to orders including a censure; a cease and desist;an
undertaking to distribute, for the benefit of cartaustomers,
$50 million dollars, consisting of disgorgement Plu
prejudgment interest in the amount of $25 millior ivil
penalty of $25 million. MSDW also made certain athe
undertakings including (1) preparing and distribgtcertain
disclosures and a mutual fund bill of rights; (Drmitting
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 actdlaging
that MS&Co. and MSDW (1) failed to ensure deliverfy
prospectuses in connection with certain sales ofirgees;
(2) failed to timely and accurately file daily pragn trade
reports; (3) erroneously executed certain sell rden a
minus tick for securities in which MS&Co. held aosh
position; (4) failed to timely submit RE-3 in coratien with
certain matters; (5) hired certain individuals sabj to
statutory disqualification and failed to file fingeint cards
for certain non-registered employees; (6) failedctanply
with requirements concerning certain market-one&land
limit-on-close orders; and (7) failed to reasonaklypervise
certain activities. MS&Co. and MSDW resolved thdi@t
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 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 fatiepurt
alleging that, during 1999 and 2000, MS&Co. viothte
Regulation M by attempting to induce certain custosnwho
received allocations of IPOs to place purchase rerder
additional shares in the aftermarket. The SEC didatiege
fraud or impact on the market. On January 25, 2005,
MS&Co. agreed to the entry of a judgment enjoining
MS&Co. from future violations and the payment of$40
million civil penalty. The settlement terms recalveourt
approval on February 4, 2005.

In March 2005, the SEC entered an administrativk Ggase
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 treatmEime. 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 sharesriounts
aggregating $50,000 or more, the order found tf@aMCin
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
and the intended holding period. The SEC order weqas
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 sixithe of
2003. The NASD found that CGM either had not adegjya
disclosed at the point of sale, or had not adetuate
considered in connection with its recommendationslients

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

a $6.25 million fine.

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

The SEC order found that SBFM and CGM willfully \dted
section 206(1) of the Investment Advisers Act of4Q9
(“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 psgpa
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 dostime
work for substantially less money than before; &itiyroup
Asset Management (“CAM”), the Citi business uniatth
includes the Smith Barney Funds’ investment manaaer
other investment advisory companies, had entertedairside
letter with First Data under which CAM agreed to
recommend the appointment of First Data as sulsfiean
agent to the affiliated transfer agent in exchargmong
other things, for a guarantee by First Data of Hieec
amounts of asset management and investment baféeado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
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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 proposezhgement
was in the Smith Barney Funds’ best interests d&ad ho
viable alternatives existed. SBFM and CGM did raré or
deny any wrongdoing or liability. The settlement diot
establish wrongdoing or liability for purposes afyaother
proceeding.

The SEC censured SBFM and CGM and ordered them to
cease and desist from violations of sections 20&(1d
206(2) of the Advisers Act. The order required @itipay
$208.1 million, including $109 million in disgorgemt of
profits, $19.1 million in interest, and a civil monpenalty of
$80 million. Approximately $24.4 million has alrgatteen
paid to the Smith Barney Funds, primarily througke f
waivers. The remaining $183.7 million, including eth
penalty, has been paid to the U.S. Treasury.

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

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

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

The SEC alleged that MS&Co. violated the Exchangeby
inadvertently failing to timely produce emails thet SEC
staff pursuant to subpoenas in the SEC’s investiganto
MS&Co.’s practices in allocating shares of stockR®s and
an investigation into conflicts of interest betwedB8&Co.’s
research and investment banking practices. Without
admitting or denying the allegations, MS&Co. coriedrto a
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchargs.
MS&Co. agreed to make payments aggregating $15omill
which amount was reduced by $5 million contempovassy
paid by MS&Co. to the NASD and the NYSE in related
proceedings. MS&Co. also agreed to notify the SHt,
NASD and the NYSE that it has adopted and implestent



policies and procedures reasonably designed to rensu
compliance with the Exchange Act. MS&Co. also adree
provide annual training to its employees respoesifdr
preserving or producing electronic communicationsd a
agreed to retain an independent consultant to wedad
comment on the implementation and effectivenesshef
policies, procedures and training.

On June 27, 2006, the SEC announced the initicdiot
concurrent settlement of administrative cease aedist
proceedings against MS&Co. and MSDW for failing to
maintain and enforce adequate written policies and
procedures to prevent the misuse of material ndigpub
information. The SEC found that from 1997 throud)0@,
MS&Co. and MSDW violated the Exchange Act and the
Advisers Act by failing to (1) conduct any surveilce of a
number of accounts and securities; (2) provide aaey -
guidance to MS&Co.’s and MSDW'’s personnel chargét w
conducting surveillance; and (3) have adequateraisntn
place with respect to certain aspects of “Watcht'Lis
maintenance. The SEC'’s findings covered differergaa
from the 1997 through 2006 time period. MS&Co. and
MSDW were ordered to pay a civil money penalty 6D$
million and agreed to enhance their policies amt@dures.

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

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

of $2.9 million and agreed to make restitution e parties
involved in certain transactions, plus interesbnfrthe date

of the violative conduct until the date of the LAWC
MS&Co. and MSDW also consented to (1) revise their
written supervisory procedures; and (2) provideort that
described the corrective action that they compleigihg the
year preceding the LAWC to address regulatory ssared
violations addressed in the LAWC, and the ongoing
corrective action that they were in the processoofipleting.

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&CIin -
this matter, the SEC found that MS&Co. violateddtgy of
best execution under the Exchange Act. In particulae
SEC found that, during the period of October 240120

20

through December 8, 2004, MS&Co.’s proprietary reérk
making system failed to provide best execution ¢otain
retail OTC orders. In December 2004, MS&Co. remotresl
computer code in the proprietary market-makingesysthat
caused the best execution violations. MS&Co. coteskn
without admitting or denying the findings, to a sere, to
cease and desist from committing or causing future
violations, to pay disgorgement of approximately.9%$5
million plus prejudgment interest on that amounmig 0 pay
a civil penalty of $1.5 million. MS&Co. also conged to
retain an Independent Compliance Consultant toevevts
policies and procedures in connection with its m&rkaking
system’s order handling procedures and its contelbing
to changes to those procedures, and to developter Ipéan
of distribution.

On July 13, 2007, the NYSE issued a Hearing Board
Decision in connection with the settlement of afoerement
proceeding brought in conjunction with the New @&grs
Bureau of Securities against CGM. The decision hbat
CGM failed to (1) adequately supervise certain bhan
offices and Financial Advisors who engaged in déeep
mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both tami
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) mand
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censy(bg;
establishing a $35 million distribution fund forsdorgement
payments; (c) a penalty of $10 million (half to jme&d to the
NYSE and half to be paid to the distribution fundj) a
penalty of $5 million to be paid to the State ofvNéersey;
and (e) appointing a consultant to develop a plarpay
CGM's clients affected by the market timing.

On September 27, 2007, MS&Co. entered into a LAW w
the Financial Industry Regulatory Authority (“FINRA
FINRA found that, from October 2001 through Mar@03,
MSDW provided inaccurate information to arbitration
claimants and regulators regarding the existencepref
September 11, 2001 emails, failed to provide sumhils in
response to discovery requests and regulatory riegui
failed adequately to preserve books and recordabfailed 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. FINRKO
found that MSDW failed to provide arbitration claints
with updates to a supervisory manual in discoveoynflate
1999 through the end of 2005. MS&Co. agreed, withou
admitting or denying these findings, to establish$@&5
million fund for the benefit of potentially affectearbitration
claimants. In addition, MS&Co. was censured ancedrto
pay a $3 million regulatory fine and to retain adependent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgjatng to
its retail brokerage operations.

On October 10, 2007, MS&Co. became the subjectrof a
Order Instituting Administrative and Cease-And-Besi

Proceedings (“October 2007 Order”) by the SEC. The
October 2007 Order found that, from 2000 until 2005



MS&Co. and MSDW failed to provide to their retail
customers accurate and complete written trade reoafions

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

On December 18, 2007, MS&Co. became the subjeetnof
Order Instituting Administrative Cease-and-Desist
Proceedings (“December 2007 Order”) by the SEC. The
December 2007 Order found that, from January 20&# u
August 2003, MSDW (1) failed to reasonably superfisur
Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (@plated
the Investment Company Act of 1940 by allowing ripht
mutual fund trades that were placed or amended H#ite
close of trading to be priced at that day’s closimaj asset
value. The December 2007 Order also found thaty 2600
through 2003, MSDW violated the Exchange Act by not
making and keeping records of customer orders glafer
the market close and orders placed for certain énefdgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC's findings, MS&Co. eed to

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

In May 2005, MS&Co. and MSDW discovered that, from
about January 1997 until May 2005, their orderyesyistems
did not check whether certain secondary market rigexs
transactions complied with state registration rezgents
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 sat territorial
jurisdictions. MS&Co. and MSDW conducted an intérna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkclsto
Exchange, identified transactions which were e)agtun
violation of the Blue Sky laws, and offered resicasto
affected customers. MS&Co. settled the state regula
issues in a multi-state settlement with the 46 caéig state
and territorial jurisdictions. Under the settlemeMS&Co.
consented to a cease and desist order with, argdgo 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, 2@0®I
orders are expected to be issued by subsequest stetr the
coming months.

On August 13, 2008, MS&Co. agreed on the generaigef
a settlement with the NYAG and the Office of thénbis
Secretary of State, Securities Department (“ll&ipi(on
behalf of a task force of the North American Seesi
Administrators Association (“NASAA")) with respetd the
sale of auction rate securities (“ARS”). MS&Co. een,
among other things, to repurchase at par approgign&d.5
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billion of illiquid ARS held by certain clients df1S&Co.
which were purchased prior to February 13, 2008.
Additionally, MS&Co. agreed to pay a total fine B85
million. Final agreements were entered into wit MYAG

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

On November 13, 2008, in connection with the settipt of

a civil action arising out of an investigation hetSEC into
CGM's underwriting, marketing and sale of ARS, CGM,
without admitting or denying the allegations of t8&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 2008
Judgment”). Thereafter, on December 11, 2008, tBE S
filed its civil action in the federal district cdufor the
Southern District of New York (“Court”). The Noverb
2008 Judgment, which was entered on December 28 @D
permanently enjoined CGM from directly or indirgctl
violating section 15(c) of the Exchange Act; (iijopides
that, on later motion of the SEC, the Court is &edmine
whether it is appropriate to order that CGM pay idil c
penalty pursuant to section 21(d)(3) of the Excleafgt, and

if so, the amount of the civil penalty; and (iiijdered that
CGM'’'s Consent be incorporated into the November8200
Judgment and that CGM comply with all of the undkirigs
and agreements in the Consent, which include aer tifbuy
back at par certain ARS from certain customers. $RE'’s
complaint alleged that (1) CGM misled tens of tremds of
its customers regarding the fundamental naturendf risks
associated with ARS that CGM underwrote, marketed a
sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custertiat
ARS were safe, highly liquid investments comparatie
money market instruments; (3) as a result, numef2@Mm
customers invested in ARS funds they needed to have
available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; arndata
result of the failed auctions, tens of thousandsC&M
customers held approximately $45 billion of illiquARS,
instead of the liquid short-term investments CGMd ha
represented ARS to be. CGM reached substantiathylegi
settlements with the NYAG and the Texas State SteEsr
Board (“TSSB”), although those settlements were
administrative in nature and neither involved thimg of a
civil action in state court. The settlements witle INYAG
and the TSSB differed somewhat from the settlenvéttt
the SEC in that the state settlements (a) madenfisdthat
CGM failed to preserve certain recordings of tetaph calls
involving the ARS trading desk; and (b) required NL@o
refund certain underwriting fees to certain muratijgsuers.
In addition, as part of the settlement with New K,0€GM
paid a civil penalty of $50 million. CGM also agdeén
principle to pay to states other than New York withich it
enters into formal settlements a total of $50 willi CGM
paid $3.59 million of this $50 million to Texas part of the
settlement with that state. CGM expects it will alea
settlements with the remaining states.



« On March 25, 2009, MS&Co. entered into a LAWC with e

FINRA. FINRA found that, from 1998 through 2003,
MSDW failed to reasonably supervise the activitidswo
Financial Advisors in one of its branches. FINRAifid that
these Financial Advisors solicited brokerage angstment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealistiegtment
returns and failing to disclose material informati¢-INRA
also held that MS&Co. failed to ensure that theusées and

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

These restrictions may adversely
performance.

impact client w&oto

See Item 6.B above for conflicts that arise assaltef MSSB’s

accounts recommended for the retirees were properlgffiliation with MS&Co., Citi and their affiliates.

reviewed for appropriate risk disclosure, suitapiind other
concerns. MS&Co. consented, without admitting omydteg
the findings, to a censure, a fine of $3 milliondaestitution
of approximately $2.4 million plus interest to 96rrher
clients of the Financial Advisors.

MSSB’s Form ADV Part 1 contains further informatiabout its

disciplinary history, and is available on requestnf your
Financial Advisor.

Other Financial Industry Activities and Affiliation s

Related Investment Advisors and Other Service Pdevs

MSSB has related persons that are registered messt
advisers in various investment advisory progranmel(ding

Morgan Stanley Investment Management Inc., Morgeam|8y
Investment Advisors Inc. and Morgan Stanley Investm
Management Limited). If you invest your assets aisé an
affiliated firm to manage your account, MSSB arwaffiliates
earn more money than if you use an unaffiliatedmfir
Generally, for ERISA or other retirement account4SSB

rebates or offsets fees so that MSSB complies V& and

Morgan Stanley Parent indirectly owns 51% of MSSB.Department of Labor rules and regulations.

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

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

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

» merchant banking and other principal investmentiiets
» brokerage and research services
» asset management

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

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

Broker-Dealer and FCM RegistrationsAs well as being a
registered investment advisor, MSSB is register®a droker-
dealer and a futures commission merchant.

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

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

* Regulatory restrictions may limit your ability taugghase,
hold or sell equity and debt issued by Morgan ®tanl
Parent, Citi and their affiliates.
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Morgan Stanley Investment Advisors Inc., its whobtywned

Both Morgan Stanley Parent and Citi areSubsidiary Morgan Stanley Services Company Ind, Morgan

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

Morgan Stanley Distributors Inc. serves as distabdor these
open-end investment companies, and has enteredsaieated
dealer agreements with MSSB and affiliates. Mor@ianley
Distributors Inc. also may enter into selected eleajreements
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 distribautadopted by
the investment companies pursuant to Rule 12b-leurtte
Investment Company Act of 1940).

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

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

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

MSSB an



Code of Ethics

MSSB'’s Investment Adviser Code of Ethics (“Codepplies to
its employees, supervisors, officers and directengaged in
offering or providing investment advisory productnd/or
services (collectively, the “Employees”). In essenthe Code
prohibits Employees from engaging in securitiesdetions or
activities that involve a material conflict of inést, possible
diversion of a corporate opportunity, or the appree 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
own advantage. Supervisors are required to useomebke
supervision to detect and prevent any violationshef Code by
the individuals, branches and departments thatshpgrvise.

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

Reviewing Accounts

At account opening, your Financial Advisor must westhat,
and the Financial Advisor's Branch Manager confirtimat, the
account and the investment style are suitable tmests for
you.

As an IS client, your Financial Advisor is thenpessible for
reviewing your account on an ongoing basis and will
recommend different asset allocations at any ticeo@ing to
market conditions. Your Financial Advisor will asfou at
least annually if your investment objectives habharged. |If
your objectives change, your Financial Advisor wilbdify your
asset allocation 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.

e An Employee who wishes to conduct business activity

outside of his or her employment with MSSB, regasdlof

MSSB’s Professional Alliance Group program allowertain

whether that Employee receives compensation fos thiunaffiliated third parties to refer clients to MSSBIf the client

activity, must first obtain written authorizationofn his or

her supervisor. (Outside activities include servimg an
officer or director of a business organization on4profit

entity, and accepting compensation from any person
organization other than MSSB.)

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

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

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

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

e Certain Employees are subject to further restniction 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
Financial Advisor.

See Iltem 6.B above.
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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
relationship.

the

Financial Information

businessMSSB is not required to include a balance sheétismbrochure

because MSSB does not require or solicit prepayroémhore
than $1,200 in fees per client, six months or mio@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 subjea
bankruptcy petition during the past ten years.

procedures for



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

Sweep Vehicles in Retirement Accounts and CESAsS

Since the dates below (“Effective Dates”), thedualing “Retirement Plan Accounts” (IRAs, EBT, RPMda¥IP accounts)
and Coverdell Education Savings Accounts (“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 gwesnsactions using the Morgan Stanley money ndukels listed in
the table below as follows:

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

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

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

For Retirement Plan Accounts that swept into affid money market funds before the Effective Datescontinue 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

o 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 moneyeamnarkds in which the
account invests (expressed as a percentage ofwath average daily net assets for the statedlfigear).  Note that:

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

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

Morgan Stanley Investment Management (and/or fifaaés) may, from time to time, waive part of iglvisory fee or
assume or reimburse some of a fund’s operatingrsqgse (This may be for a limited duration.) Suctioas are noted in
the fund’s prospectus and/or statement of additiorfarmation. The table below shows the Total AahEund 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 fufudssweep purposes may be appropriate for Retinéiéans because
using professionally managed money market fundsiallyou to access cash on an immediate basis, puleding a rate
of return on your cash positions pending investmaAatis typical of such arrangements, we use offiljaded money funds
for this purpose.

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

The fund expense information below reflects the tmesent information available to us as of March3m12, and is subject

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

Total Annual Fund

Total Annual  Operating Expenses
Distribution Fund After Fee Waivers

Advisory and Service Other Operating and/or Expense
Fund Fee Fees Expenses Expenses Reimbursements
Active Assets Money Trust 0.29% 0.10% 0.08% 0.47% .26%
Active Assets Government Securities
Trust 0.45% 0.10% 0.13% 0.68% 0.18%
Active Assets Institutional Government
Securities Trust 0.10% None 0.08% 0.18% 0.17%
Active Assets Institutional Money Trust 0.10% None 0.08% 0.18% N/A
Morgan Stanley Liquid Asset Fund Inc. 0.27% 0.10% .21 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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