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Iltem 2: Material Changes

This section identifies and discusses material gbarto the
ADV brochure since the version of the brochure did#tarch
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 tivancels.
One channel generally provides the investment adyis
programs previously provided by Smith Barney and/or
Citigroup Global Markets Inc., and the other chdmgemerally
provides the investment advisory programs previousl
provided by Morgan Stanley & Co. Incorporated. MSSEn
the process of merging the advisory programs ctlyren
operated in the Smith Barney and Morgan Stanlepmdla. In
this ADV brochure, and in various client communicas, we
refer to this process as the “Conversion.” Acceunpened
or operating on the merged platform will be refdrte as
“Converted Accounts”. We anticipate that the Casian
will occur in three “Cuts” during 2012, each of whi will
impact the clients and accounts of certain SmithrnBga
channel branch offices. If you are a client in t8mith
Barney channel, this may affect your account inoter ways.
For example, there may be changes to where yowuatds
custodied and to your cash sweep options. We wiifinyou

in advance of any changes to your account resuftonmg the
Conversion. If you are not sure whether your act@im the
Smith Barney channel or the Morgan Stanley charpiehse
contact your Financial Advisor. (ltem 4)

Legg Mason Private Portfolios Program Will Terminate.
We intend to move remaining Legg Mason Private fBlios
accounts to the Fiduciary Services program, andn the
terminate the Legg Mason Private Portfolios program/e
have already terminated the fee plus commissiosiwerof
the Legg Mason Private Portfolios program. (Iltem 4)

Strategic Portfolios Program Closed to New Busines3he
Strategic Portfolios program is closed to new besén  (Item
4)

Strategic Portfolios Rebalancing. Strategic Portfolios
accounts are generally restructured and rebalaaoedally,
on or around the first business day of each calegdar.
(Item 4)

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.Aach bank
pays us a fee based on your Deposit Account badafeeeept
on retirement plans or Coverdell Education Savexgsounts).
Your Financial Advisor does not receive a portidntleese
fees.

If you opened a Strategic Portfolios retiremennh@acount or
Coverdell Education Saving Account in the Smith rizgr
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channel, the Exhibit to this ADV brochure (“Affiled Money
Market Funds Fee Disclosure Statement and Floatldigre
Statement”) applies to your account after the Cogiga. This
Exhibit has information on the money market fund
investments available to you, including fees angeases.
(Item 4.C)
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Item 4: Services, Fees and
Compensation

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

In June 2009, Morgan Stanley (“Morgan Stanley P&yeand
Citigroup Inc. (“Citi") combined the Global Wealth
Management Group of Morgan Stanley & Co. Incorpeat
(now, Morgan Stanley & Co. LLC) (“MS&Co.") and tHemith
Barney and related businesses of Citi affiliatesdér the terms
of the agreement, Citi sold 100% of its Smith Bgrn8mith
Barney Australia and Quilter units for a 49% stakehe joint
venture company and an upfront cash payment of B®i@n.
Morgan Stanley Parent exchanged 100% of its GloWahlth
Management business for a 51% stake in the joimtuve
company. After year three, Morgan Stanley ParedtGiti will
have various purchase and sale rights for the jemtture
company, but Citi will continue to own a signifidastake in the
joint venture company at least through year fivdwe Tjoint
venture owns MSSB.

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

MSSB offers clients (“client”, “you” and “your”) nrey different

advisory programs. Many of MSSB’s advisory servica®

provided by its Consulting Group (“CG”) businesstun Some

advisory programs offered in the SB Channel and Giannel

are very similar to each other and may have differeames
based on the channel in which they are offered. heOt
programs may have the same name in both channélshéu
program details may differ in some respects betwésn

channels. Some programs are available only in avannel.

You may obtain brochures for other MSSB investrrahtisory

programs at www.smithbarney.com/ADV or by askinguiyo
Financial Advisor.

MSSB is in the process of merging the SB Channel &S
Channel advisory programs. In addition, we angitgpthat in
2012, the SB Channel and MS Channel will ceaseabipgr as
separate channels, and will begin operating asiglesichannel
on one platform which will at least initially be lmtantially
similar to the channel and platform on which the KBannel
currently operates. This conversion of the SB Ckamamd the
MS Channel will be referred to as the “ConversionAccounts
opened or operating on this one platform will bfemeed to as
“Converted Accounts”.

We do not anticipate that this Conversion will have material
impact on MS Channel clients or accounts. We goatte that

the Conversion will occur in three “Cuts” duringIZ) each of
which will impact the clients and accounts of certs5B
Channel branch offices.

We anticipate that, at each “Cut” of the Conversgascribed
above, we will transition the Legg Mason Privatertftios
accounts impacted by that “Cut” to the FiduciaryrvBses
program (so we do not anticipate that there willamgy Legg
Mason Private Portfolios Converted Accounts); and will
transition the impacted Strategic Portfolios acdsurto
Converted Accounts. Please see the MSSB ADV brecfar
the Fiduciary Services program, for more information that

program. You may obtain this ADV brochure at
www.smithbarney.com/ADV or by asking your Financial
Advisor.

We anticipate that the Conversion will be complafter the
third Cut, and that after the third Cut no accownitsremain on
the SB Channel platform and all Legg Mason PriRaetfolios
accounts in existence at this time will have beenverted to
Fiduciary Services accounts or otherwise trans#tibout of the
Legg Mason Private Portfolios program (and the Lé&fmson
Private Portfolios Program will be terminated).

MSSB will notify you if and when your account wilbe
converted (and of any impact that the conversiolh heive on
your account), prior to any Conversion Cut thataets you.

To determine whether your account is a SB Chancedunt, a
MS Channel account or a Converted Account, pleasgact
your Financial Advisor.

Until the Conversion is complete, clients’ assetdl e
custodied at either CGM (for SB Channel accountsM&SB
(for Strategic Portfolios Converted Accounts).

A. General Description of Programs and
Services

Legg Mason Private Portfolios Program

The Legg Mason Private Portfolios program is onffered
through the SB Channel, and is currently closetkto business.

In the Legg Mason Private Portfolios program, an 98BS
Financial Advisor assists the client in reviewingvestment
objectives and in the client's selection of an ®sineent
management portfolio (an “Investment Managementfélm”)
with respect to which Legg Mason Private Portf@imup, LLC
(“LMPPG”) and one or more sub-managers (the “Sub-
Managers”) act as discretionary investment managerprovide
other services, as described below. LMPPG is aidiany of
Legg Mason, Inc. Each Investment Management Hiartfe
comprised of one or more investment strategiesrgt&gies”)
offered by LMPPG or the Sub-Managers. LMPPG may
delegate some or all of its functions to the Subadtgers. The
Sub-Managers are not affiliated with MSSB, but thegy be
(and generally are) affiliated with Legg Mason, .Inand
LMPPG.

Some clients may select an Investment Managemenfoko
that includes an allocation to an active fixed meoExchange
Traded Fund (“ETF”) model (an “ETF Model”). Any ET
Model is defined by (and may be changed from tim#nhe by)
a Sub-Manager. Neither MSSB nor any affiliate renwends
such ETF Model or shall (i) perform any due diligenor
research on such ETF Model, or (ii) review, evauat make
any independent determination as to the merits mf BTF

page 4



Model, asset allocation used for an ETF Model oF Eicluded
within any ETF Model.

With the assistance of a Financial Advisor, clientn also
customize an Investment Management Portfolio.

MSSB, through its Private Portfolio Group divisiatts as the
“Overlay Manager” as described below. In its cafyaeis the
Overlay Manager, MSSB generally provides
implementation services for equity investments
accounts.

CGM (as clearing broker for MSSB for SB Channeloatts) or
MSSB (for Strategic Portfolios Converted Accounpspvides
custody, execution and related services.

ient

The client enters into an investment advisory aperg with
MSSB that authorizes MSSB to act as the Overlaydden and
to retain LMPPG and one or more Sub-Managers omrltant’s
behalf.
arranges for the provision of the Sub-Managersvises. For
accounts involving equity investments, the Sub-Mgena (or
LMPPG) generally provide a model
Portfolio”) for one or more Strategies, to MSSBths Overlay
Manager. The Model Portfolio specifies securit@be bought
and sold (and percentage allocations for each wgctor each
Strategy, and MSSB effects trades in client acsunt the
program based on these instructions. Please see “MSSB’S
Role as Overlay Manager in the Legg Mason PrivatetfBlios
Program” in this Iltem 4.A below, for more informari on that
topic. For accounts involving fixed income investmerttss
Sub-Managers (or LMPPG) implement their own Striateg
directly. In addition to single-style Investmentaiagement
Portfolios, LMPPG offers multi-style Investment Magyement
Portfolios, including portfolios that include bathuity and fixed
income styles.

The Sub-Managers available in the program curreatly the
following investment management firms: ClearBridggvisors,
LLC, Western Asset Management Company,

Global Investment Management, LLC, Global
Investment Management, LLC, Legg Mason Capita
Management, Inc. and Causeway Capital

Information related to LMPPG and to the Sub-Manadbat are
affiliated with LMPPG (as well as a list of the piefined
Investment Management Portfolios that may be abiglén the
program) is contained in the LMPP Form ADV Firm Bhnare
(the “Legg Mason Brochure”), which is available ape@quest
through a client’s Financial Advisor or

portfolio

MSSB separately contracts with LMPPG, whic

portfolio  (“Model

at (“DJIA").
WWW.smithbarney.com/ADV. MSSB and LMPPG may agreeprimary criterion for portfo”o selection.

As Overlay Manager, MSSB provides the following tfaio

implementation and coordination services (as appl&) with
respect to client accounts invested in ttegg Mason Private
Portfolios program:

i. implementing investment instructions furnished tS3B
by LMPPG or the Sub-Managers concerning the
securities to be purchased, held, or sold for tlien
accounts, and determining the amount of securitidse
purchased or sold for client accounts, in accordamith
rules and procedures agreed to by MSSB, LMPPGland t
Sub-Managers;

ii. placing orders for and arranging for the purchaseate
of securities with broker-dealers to implement the
investment instructions of LMPPG and the Sub-Mamage
and/or communicating the amount of securities to be
purchased or sold for client accounts to LMPPG tred
Sub-Managers for execution with broker-dealerscsete
by LMPPG or the Sub-Managers;

iii. placing orders for the purchase, sale, or redemptib
shares of mutual funds and ETFs to implement the
investment instructions of LMPPG and/or Sub-Manaper

iv. rebalancing client accounts among two or more Sub-
Manager investment Strategies; and

managing client accounts consistent with assetatiion
selections made by clients.

MSSB is directed by LMPPG's and the applicable Sub-
Manager’s instructions as to the securities to lpase and sell
for client accounts.

Strategic Portfolios Program

The Strategic Portfolios program is only availateclients in
the SB Channel and to clients with Converted Actsuand is
currently closed to new business. In the Stratétictfolios

Brandywindrogram, the client's account is managed by MSS&in@
Currentghrough its Private Portfolio Group division) withio the
involvement of any Sub-Managers.

Managementhe program seeks as its primary investment objgdting-term

capital appreciation. The portfolios are indivilpamanaged
based on the implementation of the Dow Dividend®ty (the
“Dow Strategy”). The Dow Strategy uses a discipdin
approach to identify and maintain a select ponfalf stocks
from the 30 components of the Dow Jones Induskisrage
The Dow Strategy uses dividend yield dke
Gendyalthe Dow

from time to time to make additional Sub-Managersd a Strategy invests in the ten highest yielding stoickthe DJIA.

Strategies available in the program, including Mdnagers that
are affiliated with LMPPG and Sub-Managers that act

affiliated with LMPPG. Which Sub-Manager(s) arevdived

in managing a client's account, and which Strategiéll be

utilized, will depend on the Investment Managemeaottfolio

and Strategies selected by the client.

In most cases, MSSB will obtain the concurrencthefclient
before selecting an Investment Management Portfofithe
client.

MSSB's Role as Overlay Manager in the Legg MasonvRate
Portfolios Program

MSSB generally performs its role as Overlay Manageough
its MSSB Private Portfolio Group division.

Individual accounts are invested on a weekly basischasing
the ten highest-yielding DJIA stocks at the time amfcount
inception. Accounts are generally restructured eeithlanced
annually, on or around the first business day aheealendar
year. There may be some circumstances when MSSB wi
deviate from the discipline and make adjustments the
portfolios.

Applicable law or regulation may prohibit MSSB from
purchasing the stock of Morgan Stanley or Citi ecisities
where MSSB affiliates arg@erforming investment banking or
other servicesfor portfolios if such stock were to meet the
selection criteria described above. In such evet8SB may
substitute one or more other stocks (for exampbe, 1lth
highest yielding stock in the DJIA) for the stogk(bat it is
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unable to purchase, and/or increase the weightioigshe
remaining stocks that fit the Dow Strategy’s setattriteria.

Account Opening

To enroll in the Legg Mason Private Portfolios araBegic
Portfolios programs, you (or your Financial Advison your
behalf) must complete an investment questionnaidsyau must
enter into the program client agreement (“Clientéggnent”).

Restrictions

that mutual funds, ETFs or Sub-Managers may useh@
programs have specific risks, including those assed with
investments in common stock, fixed income secuwitie
American Depositary Receipts, mutual funds, ETF$ fameign
securities. You should consult with your Financkadivisor
regarding the specific risks associated with theestments in
your account. Also, please review the Legg MasoocBure
for a discussion of the material risks associateth vany
Strategy you may have selected. You may obtais Hti
www.smithbarney.com/ADV or by asking your Financial

In each of these programs, you may impose reasenabf\dvisor.

restrictions on account investments. For examplay ynay
restrict MSSB from buying specific securities ocategory of
securities (e.g., tobacco companies). If you ids# category
of securities, LMPPG or the Sub-Manager (for Leggsbh
Private Portfolios) and we (for Strategic Portfeio will

determine which specific securities fall within thmestricted
category. In doing so, LMPPG, the Sub-Manager ermay
rely on outside sources (e.g. standard industryegodnd
research provided by independent service providefs)y

restrictions you impose on individual securitiesdao effect on
mutual fund or ETF holdings since mutual funds dfitFs
operate in accordance with the investment objestiaad
strategies described in their prospectuses. Ieetlprograms,
the portion of the account that would have beersied in any
restricted security or category of securities Wi invested in
cash or cash equivalents. This will impact thefqrerance of
the account relative to an account that is fullyested in
securities.

Trade Confirmations, Account Statements and
Performance Reviews

CGM as clearing broker for MSSB (for SB Channelcacts) or
MSSB (for Strategic Portfolios Converted Accounts) the
custodian and provides you with written confirmatiof
securities transactions, and account statemeréssit quarterly.
You may waive the receipt of trade confirmationselafthe
completion of each trade in favor of alternativetmoels of
communication where available. You may also recemngual
fund prospectuses, where appropriate.

We will provide periodic reviews of your accountheke
reviews show how your account investments haveopadd,
both on an absolute basis and on a relative basipared to
recognized indices (such as Standard & Poor’'s @gjic You
may access these reports through MSSB’s online umtco
services site. To enroll your account in the onliaecount
service site, SB Channel clients should go
https://www.smithbarney.com/app-bin/reg/servietgfiRation
and clients with Converted Accounts should go
https://www.morganstanleyclientserv.com/Free
Content/Enrollments/Identification.aspx and folloke step-by-
step instructions. If, however, you would like teceive these
reports by mail, please call 1-888-454-3965.

Risks

All trading in an account is at your risk. The \alof the assets
held in an account is subject to a variety of fegstguch 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 investinstrategies

to

Risks 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 valwdditonally, 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 inwgstt 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”") atyaother
government agency. Although money market fundsk gee
preserve the value of your investment at $1.0Cshare, there is
no assurance that will occur, and it is possibléote money if
the fund value per share falls. Moreover,
circumstances, money market funds may be forcedetse
operations when the value of a fund drops below®Iper
share. In that event, the fund’'s holdings areitigted and
distributed to the fund’s shareholders. This litation process
could take up to one month or more. During thateti these
funds would not be available to you to support hases,
withdrawals and, if applicable, check writing or MTdebits
from your account.

Risks Relating to Differing Classes of SecuritieBRifferent

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

For other risks relating to the particular Stratggu hold in
your account, please see the Legg Mason Brochumighwou

can obtain from your Financial Advisor or at

towww.smithbarney.com/ADV.

Tax Considerations

Changing your Investment Management Portfolio ingde
Mason Private Portfolios may result in sales ofuséies and
subject you to additional income tax obligation€onsult your
independent tax advisor, as MSSB and its affiliatks not
provide tax or legal advice.

In the Legg Mason Private Portfolios program, y&imancial
Advisor may agree with you to implement a clienteleped
investment strategy that you believe is sensitioe your
particular tax situation. Neither we nor any ofr affiliates
provide tax advice and, therefore, we and they aot
responsible for developing, evaluating or the effic of any
such tax-sensitive strategy. You need to develop such
strategy in consultation with a qualified tax aevis Certain
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tax-sensitive strategies can involve risks. Amatigers, tax-
efficient management services involve an increasgdof loss
because your account may not receive the benedt, (@alized
profit, avoided loss) of securities transactionsatthwould
otherwise take place in accordance with the Firsdndvisor's
investment management decisions for the account.

Fees
Legg Mason Private Portfolios.

You pay a single asset-based fee, charged quartbdi covers
the services provided by MSSB, LMPPG and the Subddars
you select. This is a “wrap” fee. The maximum aanfee
rates are:

* 2.97% for equity, balanced and multi-style accouaisl
» 2.82% for fixed income accounts.

We, on your behalf, pay part of the fee we recdiven you to

to Financial Advisors, who therefore have no dirBoancial
incentive to recommend one LMPPG investment styero
another. However, Financial Advisors’ compensatian
directly affected by the size of the client's aninfee. MSSB
may be compensated where it (and not LMPPG) prsvide
implementation services, and in that case LMPP@fiact is
paid less. Since MSSB pays its fee from the fet MSSB
receives from the account, MSSB may have an incent
recommend an investment style for which MSSB presid
implementation services.

Strategic Portfolios.

Clients invested in Strategic Portfolios pay MSSBaanual fee
of 0.30% of assets invested. Clients mag eligible for a
discount from the standard fee if they have astwt meet
specific break points. Please see “Breakpoints” below in this
Item 4.B, for more information.

Fees are Negotiable. Fees for the programs described in this

LMPPG, for LMPPG's and the Sub-Managers’ servicesyrochure are negotiable based on a number of faiotuding
provided to you. The portion of the asset-based fee paid bythe type and size of the account and the rangeenfices

MSSB to LMPPG depends upon the asset class, tlestiment
style, the total amount of assets allocated to LMPR the
program and the assets in a client account. MS&Bmlly
pays LMPPG based on the following table, whereassets in
the client account are less than $5 million at aotinception:

Annual

Account Type LMPPG Fee

All Cap

Large Cap
Equity Balanced
Multi-Cap Growth
Mid Cap
International

0.34% - 0.38%

0.36% - 0.40%

Small Cap
SMID Cap

N/A

Municipal Fixed Income
Core Fixed Income

0.22% - 0.23%

Hybrid Fixed Income 0.35%

Different fees will be applicable in some circunmgtas, such as
where the assets in the client account are grézer$5 million
at account inception. Also, LMPPG pays a portioitofee with
respect to a client account to each Sub-Manageshiad in
providing investment management services for sechunt.

The fees listed herein are subject to change withotice. In
the case of equity, balanced and multi-style actQuMSSB
segregates 0.47% of the fee which is charged ¢mtslj or in the
case of fixed income accounts 0.32% of the fee, applies all
or a portion of it to the asset-based fee paidMPPG. When
MSSB’s payment to LMPPG is less than the segregateount
(0.47% or 0.32% respectively), MSSB retains a lapgetion of
the fee charged to clients. Thus, MSSB has anntihee to
recommend investment styles for which LMPPG is pags,
because MSSB will retain a higher fee.
payment is greater than the segregated amount, M&Borts
the fee to LMPPG and in effect retains a lessetigroof the fee
charged to clients. No portion of the segregatadumt is paid

provided by the Financial Advisor. In special oimtstances,
and with the client’s agreement, the fee chargeal ¢tient for an
account may be more than the maximum annual féedska this
section.

When Fees are Payable.The fee is payable as described in the
Client Agreement. Generally, the initial fee isedim full on
the date you open your account at MSSB and is bagethe
market value of the account on that date. Thealnitee
payment covers the period from the opening dateutin the
last business day of the next full billing quaréerd is prorated
accordingly. Thereafter, the fee is generally paigrterly in
advance based on the account’s market value daghbusiness
day of the previous billing quarter and is due de tenth
business day of the following billing quarter. Tl@&ient
Agreement authorizes CGM (as custodian and cleasioger
for MSSB for SB Channel accounts) or MSSB (as aliatofor
Strategic Portfolios Converted Accounts) to dedieets when
due from the assets contained in the account.

Breakpoints. Fee rates in the Legg Mason Private Portfolios
and Strategic Portfolios programs may be expressed fixed
rate applying to all assets in the account, or schadule of rates
applying to different asset levels, or “breakpaint¥hen the fee
is expressed as a schedule of rates correspondimtifferent
breakpoints, discounts, if any, are negotiated rsdply for each
breakpoint. As the value of account assets reattfewvarious
breakpoints, the incremental assets above eaclshibick are
charged the applicable rates. The effective fee fat the
account as a whole is then a weighted averageeo$theduled
rates, and may change with the account asset level.

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

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

Account #1, you may have a greater proportion eéssubject

When MSSB’so lower fee rates, which in turn lowers the averéep rate for

Account #1. This average fee rate is then multipley the
actual amount of assets in Account #1 to deternhiaelollar fee
for Account #1. Likewise, the total assets are i@gopko the

page 7



Account #2 breakpoints to determine the averagerd¢e for
Account #2, which is then multiplied by the actaahount of
assets in Account #2 to determine the dollar feg\firount #2.

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

accounts are eligible to be related under thesécipsl and

procedures, they will only be related if this iesffically agreed

between you and the Financial Advisor.

Other. A portion of the fee will be paid to your Financia
Advisor.
Advisors), for more information.

B.

Depending on the level of trading and types of sgtes
purchased or sold in your account, if purchasecrseply, you
may be able to obtain transaction execution aghédrior lower
cost at MSSB or elsewhere than the fee in thesgranas.
However, such transactions could not be executed aon
discretionary basis in a brokerage account. Clientiso
participate in the Legg Mason Private Portfoliogl étrategic
Portfolios programs pay a fee based on the markieievof the
account for a variety of services, and accordingdy pay more
or less for such services than if they purchaseth services
separately (to the extent that such services wbaldvailable
separately to the client). Furthermore, the samesimilar
services to those available in the Legg Mason Ritrortfolios
and Strategic Portfolios programs may be availabla lower
fee in programs offered by other investment adeisorin
addition, CG offers other programs that do notrofffe services
of an Overlay Manager, LMPPG or Sub-Managers. f€ébhs in
those programs may be higher or lower than theifetse Legg
Mason Private Portfolios and Strategic Portfoliosgpams.

Comparing Costs

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

C. Additional Fees

If you open an account in one of the programs desdrin this
brochure, you will pay an asset-based “wrap” feedescribed
above. This “wrap” fee includes the services pied by
MSSB, LMPPG and the Sub-Managers as described ifn
brochure, custody of securities and trade executidth or
through CGM (for SB Channel accounts) or throughSBSfor
Strategic Portfolios Converted Accounts), as
compensation to any Financial Advisor.

The program fees do not cover:

» the costs of investment management fees and otpenses

See Item 4.D below (Compensation to Financial®

—
=)

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

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

e account closing/transfer costs
processing fees or

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

Mutual Funds and ETFs

LMPPG or Sub-Managers may purchase, or direct therl®y
Manager to purchase, mutual funds for your Leggsdha
Private Portfolios account. These mutual funds malude:

* mutual funds available only to managed accounhtdiand
that do not charge fund-level investment advisory,
management or administration fees (“Managed Account
Funds”) or

« other mutual funds.

The Managed Account Fund shares will be redeenrati pther
mutual fund shares held in your account may beeweel, on a
manager change or account termination, or on a&feanf such
shares out of your advisory account. For a taxabt®unt, there
will be tax consequences associated with the redemp

On termination of your account for any reason,her transfer of
mutual fund shares out of your advisory accountatifthe time
of termination or transfer, your account includestual funds in

share classes that are not available in non-advemrounts, we
may convert these funds to a share class thatitahle in non-
advisory accounts (even though the expense ratithfd share
class may be higher than the expense ratio fosliaee class of
the fund previously held in your account). The Haalvisory

mutual fund share class generally has higher opgraxpenses
than the corresponding advisory share classes, hwhiey

negatively impact investment performance.

If LMPPG or a Sub-Manager uses an open or closddartual

wels afund or an ETF, any such fund may pay its own sapar

investment advisory fees and other expenses tfutitemanager
or other service provider. In addition, an open-emgual fund

may charge distribution or servicing fees. In bo#ses, these
fees or expenses will be in addition to the fee gay to us on

charged by mutual funds and ETFs (see below foremoryour account.

details)

e “mark-ups,” “mark-downs,” and dealer spreads (Aptth
MSSB or its affiliates may receive when acting asgipal
in certain transactions where permitted by law By that
other broker-dealers may receive when acting axipal in
certain transactions effected through MSSB or CGid/er
its affiliates acting as agent, which is typicalhe case for
dealer market transactions (e.g., fixed income @rat-the-
counter equity)

CashSweeps

Generally, some portion of your account will bechil cash. If
CGM (SB Channel accounts) or MSSB (Strategic Plhogo
Converted Accounts) acts as custodian for your @atgat will
effect “sweep” transactions of uninvested cashalumtations to
cash, if any, in your account into:

« interest-bearing bank deposit accounts (“Depostodats”)
established under the Bank Deposit Program (“BP”")
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money market mutual funds (each, a “Money Markaid®u
and, together with BDP Deposit Accounts,
Investments”). These money market funds are mahhage
Morgan Stanley Investment Advisors Inc. or anoti&SB
affiliate except for:

SB Channel retirement and Coverdell Education
Savings accountsThe “sweep” money market funds
are managed by an unaffiliated manager.

(0]

If you do not select a Sweep Investment when yoenoyour
account, your Sweep Investment will be BDP if yoe aligible
(Strategic Portfolios Converted Accounts) or sedcby 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) StrategartfBlios

Converted Accounts and (b) retirement plan accounits
Coverdell Education Savings Accounts should readBkhibit

to this brochure (“Affiliated Money Market Funds d-e
Disclosure Statement and Float Disclosure 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 Accouats
established for you at one or more of the followihgnks
(individually and collectively, the “Sweep Banks'j) Morgan
Stanley Bank, N.A. (ii) Morgan Stanley Private Bahlational
Association or (iii) Citibank, N.A. The Sweep Banlare
affiliated with MSSB The Sweep Banks pay interest on the
Deposit Accounts established under the BDP. Youodis at
the Sweep Banks will be insured by the Federal Bipo
Insurance Corporation (“FDIC”) up to applicable ilisy in
accordance with FDIC rules and subject to aggregaif all the
accounts (including, without limitation, certifiest of deposit)
that you hold at the Sweep Banks in the same cgpadBank
deposits held through the BDP are not covered WCSor
excess coverage.

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

Terms of the Bank Deposit Program are further dlesdrin the
Bank Deposit Program Disclosure Statement, whicH e
provided to you upon your first investment in thank Deposit
Program. You may also obtain the Bank Deposit Rnogr
Disclosure Statement as well as current intergssrapplicable
to your account, by contacting your Financial Advisor
through MSSB's web site at
www.morganstanleyindividual.com/accountoptionsiasssets/
investmentfeatures. You acknowledge and underdtssitdwe
may amend the list of Sweep Banks at any time wfitlvithout
notice to you. If you are participating in the BaBeposit
Program, please read the Bank Deposit Program diget
Statement carefully.

Please note the following: (i) you are responsiblenonitor the
total amount of deposits you have at each Sweek Baorder
to determine the extent of FDIC insurance covemagglable to
you; and (ii) MSSB, Citi and their affiliates aretrresponsible
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for any insured or uninsured portion of your defsosit any of

“Sweepthe Sweep Banks.

If BDP is your Sweep Investment, you should be awhat each
Sweep Bank will pay MSSB a fee equal to the pesmgmbf the
average daily deposit balances in your Deposit Antat the
Sweep Banks. Your Financial Advisor will not reeeia portion
of these fees or creditsin addition, MSSB will not receive
cash compensation or credits in connection with BigP for
assets in the Deposit Accounts for retirement ptanSoverdell
Education Savings accountsAlso, the affiliated Sweep Banks
have the opportunity to earn income on the BDPtagbeough
lending activity, and that income is usually sigrahtly greater
than the fees MSSB earns on affiliated Money Maifkends.
Thus, MSSB has a conflict of interest in selecting
recommending BDP as the sweep fund, rather thaeligible
Money Market Fund.

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

Money Market Funds.

We may, in our sole discretion, offer Money Marlketnds as
Sweep Investments. The Money Market Funds may gr mod
be affiliated with MSSB. You understand that pasés and
redemptions of Money Market Fund shares may beteffieonly
through MSSB and that you may not directly accassMoney
Market Fund.

If a Money Market Fund is your Sweep Investmentu yo
authorize us, as your agent, to make investmentsaimd
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 Mohyrket

Fund, read its prospectus carefully. Money MaFid shares
are neither insured nor protected by the FDIC. stment in any
Money Market Fund is a purchase of securities iddue the

Money Market Fund, not a bank deposit.

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

In addition, certain of the Money Market Funds havi@imum
balance requirements. For eligible accounts, ifryiouestment
falls below the minimum balance requirement, MSSBym
redeem and reinvest all of your shares in the BORce your
sweep option has been changed, we will not autcalbti
change it back to your previous Sweep Investmeah éf/you
meet the minimum initial investment and/or balance
requirements. You must contact your Financial Advi® do so.
However, if a pattern develops of falling below thenimum
balance requirement, we may preclude you from iivgsin
that Sweep Investment in the future.
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We may offer other money market funds as a non{sweeminimums for any one or more accounts.

investment choice. You may purchase shares in themeey
market funds by giving specific orders for eachchase 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 is invested in Money Market Funds. Foirgatent

accounts with cash balances invested in money mdukes

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

Disclosure Statement and Float Disclosure Staténienimore

details.

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

D.

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

accounts opened in programs described in this recmay be
more than if you participated in other MSSB investin
advisory programs, or if you paid separately fovestment
advice, brokerage and other services. The compenswe

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

Compensation to Financial Advisors

If you invest in one of the programs describedhiis brochure,
the Financial Advisor may agree to charge a fee than the
maximum fee stated above. The amount of the feepay is a
factor we use in calculating the compensation wg paur

Financial Advisor. Therefore, Financial Advisorave a
financial incentive not to reduce fees. If youe fate is below
a certain threshold in the Legg Mason Private Bbos,

Strategic Portfolios and other advisory programs, give your
Financial Advisor credit for less than the totalcamt of your
fee in calculating his or her compensation.  Theesf
Financial Advisors also have a financial incentigg to reduce
fees below that threshold.

Iltem 5: Account Requirements and
Types of Clients

Account Minimums. In the Legg Mason Private Portfolios
program, the minimum account size for equity act®un
generally is $50,000 and the minimum account sarefiked
income and balanced accounts generally is $100,00be
minimums may be greater for some Sub-Manager $ieste
In the Strategic Portfolios programSSB generally imposes an
investment minimum of $50,000 for new accounts. SBSin
its sole discretion, may waive any one or more loése

As inditateltem
4.A above, both the Legg Mason Private Portfoliosl dahe
Strategic Portfolios programs are currently closedew clients.

Types of Clients. MSSB’s clients include individuals, trusts,
banking or thrift institutions, pension and pradiaring plans,

plan participants, other pooled investment vehi¢keg., hedge

funds), charitable organizations, corporationsgepthusinesses,
state or municipal government entities, investmelnbs and

other entities.

Iltem 6: Portfolio Manager Selection
and Evaluation

A. Selection and Review of Portfolio

Managers for the Programs
Selection and Review of Sub-Managers

In the Legg Mason Private Portfolios program, wieioh wide
range of investment Strategies provided by Sub-idarsgathat
we have selected and approved. Item 4.A aboweribbes the
basis on which we recommend particular Sub-Manages
Strategies to particular clients. This Item 6.Aschébes more
generally how we select and terminate Sub-Managerd
Strategies from the Legg Mason Private Portfoliosgpam. If
Sub-Managers have more than one Strategy, we naydm
only some of those Strategies in the program, aag assign
different statuses to different Strategies.

Our Consulting Group Investment Advisor Researgbadenent
(“CG IAR") evaluates Sub-Managers and Strategie8G IAR
may delegate some or all of its functions to ailiaté or third
party. Sub-Managers and Strategies may only f@atie in the
Legg Mason Private Portfolios program if they aneGG IAR’s
Focus List or Approved List discussed below. Tlogus List
and Approved List are at
www.morganstanleyindividual.com/accountoptions/ntgthno
ney/manager/default.asp (or you can ask your FinhAclvisor
for these lists). In this program, only some of 8wb-Managers
and Strategies may be available.

As well as requiring Sub-Managers and Strategielsetmn the
Focus List or Approved List, we look at other fastoin
determining which Sub-Managers and Strategies \er of the
Legg Mason Private Portfolios program, including:

« whether the Sub-Manager is affiliated with Legg blasinc.

e program needs (such as whether we have a sufficignber
of Sub-Managers and Strategies available in art akss)

» client demand and
« the Sub-Manager’s or Strategies’ minimum accourd.si

We automatically terminate Sub-Managers and Stietdg the
Legg Mason Private Portfolios program if CG IAR darades
them to “Not Approved.” We may terminate Sub-Maerag
and Strategies from the program for other reasens, (the Sub-
Manager or Strategy has a low level of assets umdgeragement
in the program, the Sub-Manager or Strategy hasteldn
capacity for further investment, or the Sub-ManageBtrategy
is not complying with our polices and procedures).

Focus List. To be considered for the Focus List, Sub-
Managers provide CG IAR with relevant documentatio the
Strategy being evaluated, which may include sampl#folios,
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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 Strategy’s
performance of a cross-section of actual accoumtutated by

CG IAR. CG IAR personnel may also interview the Sub
Manager or Fund and its key personnel, and exaniie

operations. Following this review process, Sub-Mgma and

Strategies are placed on the Focus List if theytrieerequired

standards for Focus List status.

CG IAR periodically reviews Sub-Managers and Sgi®e on
the Focus List. CG IAR considers a broad rangdacfors
(which may include investment performance, staffing
operational issues and financial condition). Amatiger things,
CG IAR personnel interview each Sub-Manager pec@ltli to
discuss these matters. If CG IAR is familiar wih Sub-
Manager following repeated reviews, CG IAR is likéb focus
on quantitative analysis and interviews and notiiregin-person
meetings. CG IAR may also review the collectivefpenance

reported performance witle th

must select a replacement from the Approved Ligtamus List,
that is available in the program, if you wish totaie the
program'’s benefits in respect of the affected asset

In some circumstances, you may be able to retaiminated
Sub-Managers or Strategies in another advisoryrprogr in a
brokerage account subject to the regular terms camdlitions
applying to that program or account. Ask your Huial
Advisor about these options.

In the Legg Mason Private Portfolios program, MSgBierally
specifies a replacement Sub-Manager or Strategy.selecting
the replacement Sub-Manager or Strategy, CG IAReggly
looks for a Sub-Manager or Strategy in the sametasass, and
with similar attributes and holdings to the ternt@th Sub-
Manager or Strategy. The replacement Sub-Manager o
Strategy will typically be on the Focus List.

Watch Policy.CG IAR has a “Watch” policy for Sub-Managers
and Strategies on the Focus List and Approved Mgatch
status indicates that, in reviewing a Sub-ManageGtoategy,
CG IAR has identified specific areas of the Sub-kar's or

of a composite of the MSSB accounts managed by l& SuStrategy's business that (a) merit further evatuaby CG IAR

Manager and compare this performance to overafopaance
data provided by the Sub-Manager, and then invastigny
material deviations.

Approved List.The process for considering Sub-Managers an

Strategies for the Approved List is less compretvensand
evaluates various qualitative and quantitative diect These
include personnel depth, turnover and experienceestment
process; business and organization characteristiaag
investment performance. CG IAR may use an algorithma
rules-based scoring mechanism — that reviews vaugoalitative
and quantitative factors and ranks each Sub-Manayet
Strategy in a third party database. (Not all Sulbabtgers and
Strategies reviewed for the Approved List are stibje this
algorithm.) CG IAR analysts analyze the informatio
contained in the algorithm to gauge the completenasd
consistency of the data which drive the rankings then send
the Sub-Manager additional information requests. I&R then
determines whether the Sub-Manager and Strategysnibe
standards for Approved List status. Furthermor@,|8R may
evaluate a Sub-Managers or Strategy under the ahi@hu
process for the Focus List but then decide to atsfaut it on the
Approved List.

CG IAR periodically evaluates Sub-Managers andt&gias on
the Approved List to determine whether they corgito meet
the Approved List standards.

Changes in Status from Focus List to Approved Libt.light of
the differing evaluation methodology and standafdss the
Focus List and Approved List, CG IAR may determthat a
Sub-Manager or Strategy no longer meets the aitkni the
Focus List or will no longer be reviewed under fecus List
review process, but meets the criteria for the Appd List. If
so, MSSB generally notifies program clients regagdisuch
status changes on a quarterly basis.

Changes in Status to Not Approve@G IAR may determine
that a Sub-Manager or Strategy no longer meetsctheria
under either evaluation process and therefore theManager
or Strategy will no longer be recommended in MSBBstment
advisory programs. We notify affected clients ofedh
downgrades. You cannot retain downgraded Sub-Manmag
Strategy in your Legg Mason Private Portfolios agtoand
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and (b) may, but are not certain to, result in $tad-Manager or
Strategy becoming “Not Approved.” Putting a Sub-Mger or
Strategy on Watch does not signify an actual cham@eG IAR

pinion nor is it a guarantee that CG IAR will doyvade the

ub-Manager or Strategy. The duration of a Watdiust
depends on how long CG IAR needs to evaluate thie- Su
Manager or Strategy and for the Sub-Manager orte&ffyato
address any areas of concern. For additional irdtom, ask
your Financial Advisor for a copy of CG IAR’s Watéolicy.

Tactical Opportunities List. CG IAR also has a Tactical
Opportunities List. This consists of certain Subsdgers and
Strategies on the Focus List or Approved List recmnded for
investment at a given time based in part on thestieg tactical
opportunities in the market.

Other Relationships with LMPPG and Sub-Managers.
LMPPG or some Sub-Managers on the Approved Ligtanus
List may have business relationships with us or afifiates.
For example, LMPPG or a Sub-Manager may use MS&Ca
Citi affiliate as its broker or may be an investreanking client
of MS&Co. or a Citi affiliate. CG IAR does not cadsr the
existence nor lack of a business relationship iterd&ining
whether to include or maintain a Sub-Manager cat8gy on the
Approved List or Focus List.

Calculating Sub-Managers’ Performance

Sub-Managers’ Performance. In the Legg Mason Private
Portfolios program, we generally present 10 yedra &ub-
Manager’s performance history in reports availafoleclients.
This performance history is based on the Sub-Marsge
performance in either the MS Channel Fiduciary Bess
program or the SB Channel Fiduciary Services oruéiaty
Services Legg Mason program. We calculate thisoperdnce
using both asset-weighted and equal-weighted mpnthl
performance returns for the investment manager ositgpdata.

We do not have a third party review this compositeirn data.
Instead, we perform a monthly reconciliation on theividual
accounts in the composite. We compare the monthly
performance returns for individual accounts to thenthly
performance returns for their peer accounts in Hame
investment style. We then review any outstandiogtlfers”
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that have significantly higher or lower monthly fsemance
returns than the average peer account in the sawesstment
style.

If we do not have a performance track record foyé8rs based
on our own program data, we generally show perfoceadata
supplied by the Sub-Manager for earlier periody®o can see
10 years of performance. In this case, the Subagan
determines the standards used to calculate thas dat

B.

Conflicts of Interest — MSSB Acting as Portfolio
Manager

Conflicts of Interest

In the Strategic Portfolios program, MSSB actstes gortfolio
manager as described above.
Advisor retain a greater portion of the advisore fan the
Strategic Portfolios program, than in a programhsas Legg
Mason Private Portfolios in which an unaffiliateavéstment
manager acts as your portfolio manager. MSSB aowr y
Financial Advisor are likely to earn more compeiwsaif you
invest in a program described in this brochure thgou open a
brokerage account to buy individual securitiesh@ligh, in a
brokerage account, you would not receive all theefies of the
programs described in this brochure). FinanciaVigars and
MSSB therefore have a financial incentive to recandhone of
the programs described in this brochure. We addtbis
conflict of interest by disclosing it to you and bgquiring
Financial Advisors’ supervisors to review your ageb at
account-opening to ensure that it is suitable fou yn light of
matters such as your investment objectives andndiah
circumstances.

Other Conflicts of Interest

As well as the conflicts of interest arising fronS8B acting as
portfolio manager, MSSB has various other conflaftinterests
relating to the programs described in this brochure

Payments from Investment Managers. Investment managers
participating in MSSB-sponsored internal trainimgl @ducation
conferences and meetings may make payments toprothé
benefit of, MSSB or its Financial Advisors to offskhe expenses
incurred for these events. These investment masagay be
Sub-Managers. On request, your Financial Advisan c
provide you with a schedule of these payments.

While we provide scholarship opportunities to akmagers of
separately managed accounts in our investment @gvis
programs, certain investment managers (referreastéGlobal
Partners”) dedicate significant financial and staffresources to
these activities.  Global Partners may receive teotdil
opportunities to sponsor MSSB events and promoteir th
Strategies and funds to Financial Advisors andntdie This
could lead Financial Advisors to focus on Strategiffered by
our Global Partners when recommending products lients
instead of those from other investment managers dbanot
commit similar resources to educational, marketamgl other
promotional efforts. MSSB selects investment mamsigo be
Global Partners based on quantitative and qual@atiiteria.

Investment managers may also sponsor their ownatidnal
conferences and pay expenses of Financial Adviatiending
these events. MSSB’s policies require that theningi or
educational portion of these conferences compgsbstantially
all of the event. Investment managers may spondocational

MSSB and your Fidanci

meetings or seminars in which clients as well asaf¢ial
Advisors are invited to participate.

Investment managers are allowed to occasionallg giominal

gifts to Financial Advisors, and to occasionallyteztain

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 pamgitgifts or

entertainment conditioned on achieving a salesetargOn

request, your Financial Advisor can provide youhwan annual
estimate of the aggregate value of gifts and eaitertent that
investment managers pay or provide to MSSB or qadf

Financial Advisors.

We address conflicts of interest by ensuring tht payments
gescribed in this “Payments from Investment Mansigsection

0 not relate to any particular transactions oestmnent made
by MSSB clients with investment managers. Investme
managers participating in the programs described this
brochure are not required to make any of these stypk
payments. The payments described in this sectiomply with
FINRA rules relating to such activities.

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 givertians taken,
compensation received or securities held or deait your

account.

Trading or Issuing Securities in, or Linked to Sedties in,
Client Accounts. MSSB, MS&Co., CGM and their affiliates
may provide bids and offers, and may act as praiciparket
maker, in respect of the same securities heldienchccounts.
MSSB, the investment managers in its programs, M&&C
CGM and their affiliates and employees may holdoaiton
(long or short) in the same securities held inntliaccounts.
MSSB, MS&CO., CGM and/or their affiliates are resuissuers
of traded financial instruments linked to secusitittat may be
purchased in client accounts. From time to tirhe,ttading of
MSSB, [LMPPG or a Sub-Manager or their affiliates — bath f
their proprietary accounts and for client accountsnay be
detrimental to securities held by a client and tlwesate a
conflict of interest. We address this conflict digclosing it to
you.

Trade Allocations. MSSB, LMPPG or a Sub-Managenay
aggregate the securities to buy or sell for moas thne client to
obtain favorable execution to the extent permitted law.
MSSB, LMPPG or a Sub-Managés then responsible for
allocating the trade in a manner that is equitavlé consistent
with its fiduciary duty to its clients (which couldclude,e.qg,
pro rata allocation, random allocation or rotatialfocation).
For block trade orders executed by MSSB or CGM,pthee to
each client is the average price for the aggregater. MSSB
performs these trade allocation functions as phitsaduties as
Overlay Manager, as described in Item 4.A above.

Services Provided to Other Client81SSB, MS&Co., CGM,
investment managers and their affiliates provideadety of
services (including research, brokerage, asset geament,
trading, lending and investment banking servicesefch other,
for various clients (including issuers of secustithat MSSB
may recommend for purchase or sale by clients @otrerwise
held in client accounts), and for investment manaay# firms in
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the programs described in this brochure. MSSB, stment
managers, MS&Co., CGM and their affiliates
compensation and fees in connection with thesacesrvMSSB
believes that the nature and range of clients taclwisuch
services are rendered is such that it would bevisablle to
exclude categorically all of these companies framaacount.
Accordingly, it is likely that securities in an aemt will include
some of the securities of companies for which MSS
investment managers, MS&Co., CGM and their affiat
perform investment banking or other services.

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

MSSB, the investment managers and their affiliates/ also
develop analyses and/or evaluations of securit@d & a
program described in this brochure, as well as bog sell
interests in securities on behalf of its proprigtam client
accounts. These analyses, evaluations and purcrasesale
activities are proprietary and confidential, and S3BSwill not
disclose them to clients. MSSB may not be ablectpia respect
of clients’ account, on any such information, asak or
evaluations.

MSSB, investment managers and their affiliates e
obligated to effect any transaction that they helievould
violate federal or state law, or the regulationsn§ regulatory
or self-regulatory body.

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

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

research pgrou

and

Client accounts and in which affiliates of MSSB owmterests

receivemay change from time to time. You may contact yeumancial

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

Certain Trading Systems offer cash credits for rdthat

Bprovide liquidity to their books and charge exglitées for

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

Certain Trading Systems through which MSSB, MS&Co.,
and/or CGM may directly or indirectly effect cliettades

execute transactions on a “blind” basis, so thgiady to a

transaction does not know the identity of the cerpdrty to the
transaction. It is possible that an order for artliaccount that is
executed through such a Trading System could bevaiically

matched with a counterparty that is (i) anotherestment
advisory or brokerage client of MSSB or one ofaffliates or

(i) MSSB or one of its affiliates acting for itavm proprietary
accounts.

Transaction-Related Agreements with MS&Co., Citi @n
Affiliates. In connection with creating the joint venture,taar

agreements were entered into between or involvargesor all

of MSSB, MS&Co, Citi, CGM and their affiliates, ilucling the

following:

« Clearing. An agreement providing that, subject to best
execution, MS&Co. and CGM (or their applicable l&ifes)
will act as fully-disclosed clearing brokers for BB, which
will act as an introducing broker. MSSB may hawoaflict
of interest in introducing client trades to MS&Cand
CGM. (As of the date of this brochure, MSSB is the
clearing broker for most of the MS Channel’'s invesit
advisory programs and for Converted Accounts. M8&C
is the clearing broker for some MS Channel clients,
typically those with accounts administered by the&s M
Channel's Private Wealth Management division. CGM
the clearing broker for SB Channel clients.)

« Order Flow. An agreement that, subject to best execution,
MSSB will transmit an agreed percentage of clierteos
for the purchase and sale of securities to MS&@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

of certain fees and expenses, MSSB will market and

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

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

Tailoring Services for Individual Clients

In both programs described in this brochure, yow mkace
reasonable restrictions on the investments in ymaount (as
Nonpublic Information. In the course of investment banking discussed above in Item 4.A).In the Legg Mason deiv
or other activities, MSSB, LMPPG, the Sub-Managersl each  Portfolios program, MSSB does not have discretiors¢lect
of their respective affiliates and Agents may frime to time  securities or investment Strategies for you. Tiogeg in this
acquire confidential or material nonpublic inforioatthat may  program, you will select the Sub-Managers and &gsgies) for

prevent them, for a period of time, from purchasargselling
particular securities for the account. You acknalgks and agree

your account with the assistance of your Finanéidvisor.
See Item 4.A above, for more information.

that MSSB, LMPPG, the Sub-Managers, and each of the

respective affiliates and Agents will not be freedivulge or to
act upon this information with respect to their isdvy or

brokerage activities, including their activitiestiwvregard to the
account.
performance of the account.

Benefits to Financial Advisors. Client understands that
Financial Advisors or employees of MSSB affiliateay receive
a financial benefit from LMPPG or any Legg Masoriv&e
Portfolios Sub-Manager in the form of compensationtrade
executions for the accounts of LMPPG or a Sub-Manayg
accounts that are managed by LMPPG or such Sub-géanar
through referrals of brokerage or investment adyisccounts
to the Financial Advisor or employees of MSSB &fit,s by
LMPPG or a Sub-Manager. These Sub-Managers méydiec

MSSB tailors its advisory services to individualealts in the
Legg Mason Private Portfolios program by advisihg tlients
as to appropriate Sub-Managers and Strategies.

This may adversely impact the investmen{\rap Fee Programs

In the Strategic Portfolios program, MSSB acts ath the wrap
fee program sponsor and the portfolio manager. B1886es
not act as portfolio manager in any programs whiehnot wrap
fee programs but are otherwise similar to Stratdpctfolios.
In the Strategic Portfolios program, MSSB receitles entire
wrap fee.

In the Legg Mason Private Portfolios program, MS&is not
act as the portfolio managerSee Item 4.A above, for more
information.

a Sub-Manager recommended to clients by the FiBBNCi pgformance-Based Fees

Advisor or employees of MSSB affiliates in any dfet
Consulting Group programs.

Other Investment Products Available.Client understands that

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

LMPPG or Sub-Managers may offer to the public otheMethods of Analysis and Investment Strategies

investment products such as mutual funds with amil
investment styles and holdings as those investrpentlucts
offered through the Consulting Group programs.
products may be offered at differing fees and obsiiipat may
be higher or lower than the fees imposed by MSSBeura
Consulting Group program.
investment options with their Financial Advisor ather MSSB
affiliated contact.

Compensation to Citi Affiliate. Citi is a part owner of MSSB.
Global Transaction Services, a business unit of, @Gteives
compensation for providing administrative and baaffice

services to investment management firms, mutuatfuand
hedge funds (collectively “Investment Managementmsr).

These Investment Management Firms may include LMRRG
Sub-Managers.

hSuc

In the Strategic Portfolios program, MSSB manadmes dlient
accounts based on the implementation of the Dowidend
Strategy.

In the Legg Mason Private Portfolios program, Fiiah

Clients should discuds aAdvisors may use any investment strategy when giogi

investment advice to you. Financial Advisors mage asset
allocation recommendations of the Morgan Stanleyitlsm
Barney Global Investment Committee as a resourc¢eibgo,
there is no guarantee that any strategy will it faicror or track
these recommendationBlease see Item 4.A. above, for more
information. Investing in securities involves risk of loss ttha
you should be prepared to bear.

Policies and Procedures Relating to Voting Client
Securities

for execution, which blocks may include tradesdther clients
of MSSB and/or LMPPG/the Sub-Manager. Although BSS
executes these block trades at no commission, M8&Bobtain
a benefit from executing these block trades, assaltr of the
increased trading volume attributable to theseksloc

C.

Description of Advisory Services

MSSB Acting as Portfolio Manager

In the Strategic Portfolios program, MSSB (actihgotigh its
Private Portfolio Group division) acts as the pditf manager.
MSSB does not act as a portfolio manager in thegLiggson
Private Portfolios program. See Item 4.A above for a
description of the services offered in the progratascribed in
this brochure.

Portfolios program, MSSB does not have, and will accept,
authority to vote client securities. Clients who bt elect to
vote proxies themselves direct LMPPG to vote thoxigs.

In the Strategic Portfolios program, clients who i elect to
vote proxies themselves direct MSSB to vote thexipsy and
authorize MSSB to further delegate all proxy votinghts to
Institutional Shareholder Services (the “Proxy mgtiService”),
a third party provider of corporate governance ises; or
another proxy voting service satisfactory to MSSB.

If you have any questions about a particular prsalcitation,
please contact your Financial Advisor.

Unless you authorize LMPPG or MSSB to vote proxes,will
forward to you, or your designee, any proxy matertaat we
receive for securities in your account. Unlesswote proxies
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for you, we cannot advise you on particular progiicgtations.
If LMPPG or MSSB vote proxies for you, you cannostruct
them on how to cast any particular vote.

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

MSSB’s Proxy Voting Policies and Procedureslif you have
delegated proxy voting authority to MSSB as prodiddove,
you may obtain information as to how we voted pesxior your
account during the particular annual period, framaryFinancial
Advisor. You may also obtain a copy of MSSB's welet
proxy voting policies and procedures (including apy of the
Proxy Voting Service's
recommendations in effect from time to time), froyour
Financial Advisor.

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

Item 7: Client Information Provided to
Portfolio Managers

Legg Mason Private Portfolios

At and subsequent to account opening, you provif&mation
(the “Client Information”) to MSSB (through your r&ncial
Advisor). The Client Information includes informaxi regarding
your investment objectives, financial informatisisk tolerance
and any reasonable restrictions you may impose amagement
of your account. In the Legg Mason Private Poidfol
program, MSSB will provide some or all of the Clien
Information to LMPPG and to the Sub-Managers attitine the
account is opened and upon request thereafter.

Strategic Portfolios

In Strategic Portfolios, MSSB is the portfolio mgesa and

receives the Client Information from you.

Iltem 8: Client Contact with Portfolio
Managers

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

Although clients are not prohibited from directlypntacting
LMPPG or the Sub-Managers, clients are encouragedse
their Financial Advisors as their primary contact.

ltem 9: Additional Information

Disciplinary Information

This section contains information on certain

disciplinary events.

legahd

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
(“NASD”) alleged that between October,
December, 2002, MSDW violated the
compensation provisions of the NASD Conduct Rulelér
which MSDW was prohibited from providing its Finaac
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policy guidelines and vote

Association of Securities Dealers Inc.
1999 and
non-cash

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

on MSDW's supervisory and compliance procedures.

On April 28, 2003, the SEC filed a complaint allegithat
MS&Co. violated certain NASD and New York Stock
Exchange (“NYSE”) Conduct Rules (collectively, the
“Conduct Rules”) by creating conflicts of intereftr its
research analysts with respect to investment bgrdativity,
failing to adequately manage such conflicts, fgilia ensure,
in offerings where MS&Co. was the lead underwritérat
payments made to other broker-dealers for publghin
research reports were disclosed by the issuetseimffering
documents and the other broker-dealers in theieareh
reports, and failing to supervise properly its ezsh
analysts, including with respect to the ratingsceprtargets
and content of the reports of senior research atwmly
Without admitting or denying the substantive allewyss in
the complaint, on October 31, 2003, MS&Co. conserite
the entry of a final judgment that enjoined MS&Gmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altecf75
million to fund independent research. In additiM5&Co.
agreed to a number of structural changes to theatipes of
its equity research and investment banking operatio
Concurrently, MS&Co. also entered into a settlemwith
the NYSE, the NASD and the Attorney General of tate
of New York with respect to the same conduct spextifn
the complaint. MS&Co. is also in the process oflizing
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 o th
State of New York (“NYAG”), and state securities
regulators, which alleged violations of certain del 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 influeriog
investment bankers over research analysts, anddfdib
adequately supervise the employees who engagelose t
practices. It was also alleged that SSB engagenhfmoper
“spinning” of shares to executives of investmennkiag
clients and failed to maintain policies and progedu
reasonably designed to prevent the potential misofse
material non-public information in certain circurstes.
Without admitting or denying the findings, SSB cemnied to
(1) censures by NASD and the NYSE; (2) cease aststde
orders in state proceedings prohibiting SSB fromlating
certain state laws and regulations; (3) a judgrpeohibiting
SSB from violating certain laws and regulations);, ¢értain
operational reforms; (5) participating in a volugtanitiative



pursuant to which SSB will no longer make allocasicof
securities in hot IPOs to accounts of executivécef§ or
directors of U.S. public companies; and (6) a paym
$400 million.

The SEC alleged disclosure violations in connectidgth
marketing arrangements between MSDW and certaimahut
fund complexes in connection with the offer anc s#lclass
B shares in certain Morgan Stanley proprietary mutunds

in the amount of $100,000 or more in a single tatien.
The SEC also alleged that receipt of directed bage
commissions as payment for such marketing arrangme
contravened NASD Rule 2830(k). On November 17, 2003
without admitting or denying the findings, MSDW cemted
to orders including a censure; a cease and desist;an
undertaking to distribute, for the benefit of certaustomers,
$50 million dollars, consisting of disgorgement lu
prejudgment interest in the amount of $25 milliord ivil
penalty of $25 million. MSDW also made certain athe
undertakings including (1) preparing and distribgtcertain
disclosures and a mutual fund bill of rights; (Brmitting
certain class B shares to be converted to cladsafes; and
(3) retaining an independent consultant to reviemong
other things, the completeness of the disclosured a
conformity with other aspects of the order.

In 2004, the NYSE brought an administrative actidiaging
that MS&Co. and MSDW (1) failed to ensure delivasfy
prospectuses in connection with certain sales ofr#ées;
(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 comtien with
certain matters; (5) hired certain individuals ®abj to
statutory disqualification and failed to file fingeint cards
for certain non-registered employees; (6) failedctonply
with requirements concerning certain market-oneland
limit-on-close orders; and (7) failed to reasonaslypervise
certain activities. MS&Co. and MSDW resolved theiat
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 millicand a
rescission offer to those clients who should haeeived a
prospectus during the period from June 2003 to edeipér
2004.

In January 2005, the SEC filed a complaint in fatleourt
alleging that, during 1999 and 2000, MS&Co. viothte
Regulation M by attempting to induce certain custcsmwho
received allocations of IPOs to place purchase rerder
additional shares in the aftermarket. The SEC didatiege
fraud or impact on the market. On January 25, 2005,
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 recelveourt
approval on February 4, 2005.

In March 2005, the SEC entered an administrativie Grase
and desist order against CGM for two disclosurtufes by
CGM in offering and selling mutual fund shares.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 nene
sharing program to its clients, in violation of tBecurities
Act of 1933 (“Securities Act”) and Rule 10b-10 undbe
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Securities Exchange Act of 1934 (“Exchange Act”).
Secondly, on sales of Class B mutual fund sharesnounts
aggregating $50,000 or more, the order found tH@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 amawrgsted
and the intended holding period. The SEC order weqds
CGM, required CGM to cease and desist from future
violations of the applicable provisions, and reqdiCGM to
pay a $20 million penalty.

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

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

The SEC order found that SBFM and CGM wiillfully \ated
section 206(1) of the Investment Advisers Act 0f409
(“Advisers Act”). Specifically, the order found th&BFM
and CGM knowingly or recklessly failed to disclogethe
Boards of the Smith Barney Funds in 1999 when psimygpa
new transfer agent arrangement with an affiliatehdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dostime
work for substantially less money than before; @itijroup
Asset Management (“CAM”), the Citi business unitatth
includes the Smith Barney Funds’ investment manager
other investment advisory companies, had enteredairside
letter with First Data under which CAM agreed to
recommend the appointment of First Data as sulsfiean
agent to the affiliated transfer agent in excharg®mong
other things, for a guarantee by First Data of Higec
amounts of asset management and investment bafddéado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
virtue of the omissions discussed above and other
misrepresentations and omissions in the materralgged to
the Smith Barney Funds’ Boards, including the faluo
make clear that the affiliated transfer agent waaddh 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
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was in the Smith Barney Funds’ best interests #ad ho
viable alternatives existed. SBFM and CGM did rdrné or
deny any wrongdoing or liability. The settlemend 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 2061
206(2) of the Advisers Act. The order required @tipay
$208.1 million, including $109 million in disgorgemt of
profits, $19.1 million in interest, and a civil m®npenalty of
$80 million. Approximately $24.4 million has alrgatieen
paid to the Smith Barney Funds, primarily througke f
waivers. The remaining $183.7 million, includingeth
penalty, has been paid to the U.S. Treasury. .

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

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

the described sanctions and findings and was cedsand
fined $1.5 million, and agreed to the payment efitetion to
3,549 customers in the total amount of approxinya$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 invesbiganto
MS&Co.’s practices in allocating shares of stockR®s and
an investigation into conflicts of interest betwdd8&Co.’s
research and investment banking practices. Without
admitting or denying the allegations, MS&Co. coriedrto a
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchamrgs.
MS&Co. agreed to make payments aggregating $13omijll
which amount was reduced by $5 million contempooassy
paid by MS&Co. to the NASD and the NYSE in related
proceedings. MS&Co. also agreed to notify the SH@,
NASD and the NYSE that it has adopted and implesgnt
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 wevad
comment on the implementation and effectivenesshef
policies, procedures and training.

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

On August 21, 2006, MS&Co. and MSDW entered into a
LAWC relating various finds that, at various timestween
July 1999 and 2005, MS&Co. violated a number of NDAS
and SEC rules. The violations related to areasidtct trade
reporting through the Nasdaq Market Center (forynerl
Automated Confirmation Transaction Service (ACT)jade
Reporting and Compliance Engine (TRACE) and Order
Audit Trail System (OATS); market making activities
trading practices; short sales; and large optioasitipns
reports. The NASD also found that, at various tirdasng
December 2002 and May 2005, MSDW violated NASDsule
and Municipal Securities Rulemaking Board (“MSRBU)es
related to areas including trade reporting throtgbACE,
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 mondiiagy

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) provideport that
described the corrective action that they compléigihg the
year preceding the LAWC to address regulatory issard
violations addressed in the LAWC, and the ongoing
corrective action that they were in the processoofipleting.

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&CIn
this matter, the SEC found that MS&Co. violateddtgy of
best execution under the Exchange Act. In particulae
SEC found that, during the period of October 240120
through December 8, 2004, MS&Co.'s proprietary reérk
making system failed to provide best execution ¢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 afoszement
proceeding brought in conjunction with the New @égrs
Bureau of Securities against CGM. The decision hbht
CGM failed to (1) adequately supervise certain bhan
offices and Financial Advisors who engaged in décep
mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both ptami
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) mand
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censybg;
establishing a $35 million distribution fund forsgbrgement
payments; (c) a penalty of $10 million (half to jme&d to the
NYSE and half to be paid to the distribution fund)) a
penalty of $5 million to be paid to the State ofwNéersey; -
and (e) appointing a consultant to develop a ptarpay
CGM'’s clients affected by the market timing.

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

On October 10, 2007, MS&Co. became the subjectnof a
Order Instituting Administrative and Cease-And-3ési
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 Qvideout
admitting or denying the SEC'’s findings.

On December 18, 2007, MS&Co. became the subjeetnof
Order Instituting Administrative Cease-and-Desist
Proceedings (“December 2007 Order”) by the SEC. The
December 2007 Order found that, from January 200# u
August 2003, MSDW (1) failed to reasonably supenfisur

page 18

Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (@plated
the Investment Company Act of 1940 by allowing ripbét
mutual fund trades that were placed or amended #iee
close of trading to be priced at that day’s closiry asset
value. The December 2007 Order also found tham 2600
through 2003, MSDW violated the Exchange Act by not
making and keeping records of customer orders glader
the market close and orders placed for certain énddgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC's findings, MS&Co. e to

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

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

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

On November 13, 2008, in connection with the settiet of
a civil action arising out of an investigation hetSEC into
CGM's underwriting, marketing and sale of ARS, CGM,
without admitting or denying the allegations of tB&C’s
complaint, except as to those relating to 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 @0  Other Financial Industry Activities and Affiliation s
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 &tedmine
whether it is appropriate to order that CGM pay il c
penalty pursuant to section 21(d)(3) of the ExcleaAgt, and
if so, the amount of the civil penalty; and (iiijdered that
CGM'’s Consent be incorporated into the November820
Judgment and that CGM comply with all of the unalerigs  Activities of Morgan Stanley Parent and Citi. Morgan Stanley
and agreements in the Consent, which include @ tdfouy  pParent and Citi are both global firms engagingpuigh their
back at par certain ARS from certain customers. SBE’'s  various subsidiaries, in a wide range of financ@rvices
complaint alleged that (1) CGM misled tens of tremds of  including:

its customers regarding the fundamental naturendf risks N N o ]
associated with ARS that CGM underwrote, marketed a ® Securities underwriting, distribution, trading, —mer,
sold; (2) through its financial advisers, salesspanel and acquisition, restructuring, real estate, projecafice and
marketing materials, CGM misrepresented to custsrtieat other corporate finance advisory activities

ARS were safe, highly liquid investments comparatle ,  merchant banking and other principal investmeriviiets
money market instruments; (3) as a result, nume@GM

customers invested in ARS funds they needed to have brokerage and research services

available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; andaéba
result of the failed auctions, tens of thousandsC@&M « trading of foreign exchange, commodities and stmect
customers held approximately $45 billion of illiquARS, financial products and

instead of the liquid short-term investments CGMd ha . i .
represented ARS to be. CGM reached substantiaijissi  ° global custody, securities clearance services, saudrities
settlements with the NYAG and the Texas State Stéesir lending.

Board (“TSSB”), although those settlements wereBroker-Dealer and FCM RegistrationsAs well as being a
administrative in nature and neither involved theg of a  registered investment advisor, MSSB is register® droker-
civil action in state court. The settlements witle NYAG  dealer and a futures commission merchant.

and the TSSB differed somewhat from the settlenvath . . . . .
the SEC in that the state settlements (a) madénfjscthat Restrlctlons_qn Executlng Trg_des.As MSSB is _afflllat_ed_wnh
CGM failed to preserve certain recordings of tetephcalls MS&Co., Citi and_ thel_r affiliates, the following s#ictions
involving the ARS trading desk; and (b) required i@  @PPly when executing client trades:

refund certain underwriting fees to certain muratiissuers. . \SSB, MS&Co. and Citi generally do not act as pipat
In addition, as part of the settlement with New KoEGM in executing trades for MSSB investment advisorignts

paid a civil penalty of $50 million. CGM also agdeén (except to the extent permitted by a program aadatv).
principle to pay to states other than New York withich it

enters into formal settlements a total of $50 willi CGM * Regulatory restrictions may limit your ability taughase,

Morgan Stanley Parent indirectly owns 51% of MSSB.

Morgan Stanley Parent is a financial holding conypander the

Bank Holding Company Act of 1956. Citi indirecttyvns 49%

of MSSB. Both Morgan Stanley Parent and Citi are

corporations whose shares are publicly held andetteon the
oNew York Stock Exchange.

asset management

paid $3.59 million of this $50 million to Texas part of the hold or sell equity and debt issued by Morgan $tanl
settlement with that state. CGM expects it will dea Parent, Citi and their affiliates in some investiadvisory
settlements with the remaining states. programs.

. On March 25, 2009, MS&Co. entered into a LAWC withe Certain regulatory requirements may limit MSSB’sliab
FINRA. FINRA found that, from 1998 through 2003, to execute transactions through alternative exeouti

MSDW failed to reasonably supervise the activitidstwo services (e.g., electronic communication networksl a
Financial Advisors in one of its branches. FINRArfd that crossing networks) owned by MSSB, MS&Co., Citi beit
these Financial Advisors solicited brokerage anestment affiliates.

advisory business from retirees and potential gesr of
certain large companies by promoting unrealisti@giment
returns and failing to disclose material informatid-INRA
also held that MS&Co. failed to ensure that theusdes and  See Item 6.B above for conflicts arising from offifiation with
accounts recommended for the retirees were properlMS&Co., Citi and their affiliates.

reviewed for appropriate risk disclosure, suitapiind other .

concerns. MS&Co. consented, without admitting onydteg Code of Ethics
the findings, to a censure, a fine of $3 milliondaestitution The MSSB US Investment Advisory Code of Ethics (€9

of approximately $2.4 million plus interest to 90rher  applies to MSSB’s employees, supervisors, offieers directors
clients of the Financial Advisors. engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
Code prohibits Employees from engaging in securitie
transactions or activities that involve a mater@nflict of
interest, possible diversion of a corporate opputyy or the
appearance of impropriety. Employees must alwagseplthe
interests of MSSB's clients above their own and trmever use
knowledge of client transactions acquired in tharse of their

These restrictions may adversely impact client aoto
performance.

MSSB’s Form ADV Part 1 contains further informatiabout its
disciplinary history, and is available on requestnf your
Financial Advisor
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work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent amhatidns of
the Code by the individuals, branches and depaisribat they
supervise.

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

identifying and reviewing accounts with a high césttance, or
inactive accounts).

See Item 4.A above for a discussion of accounérsets and
Investment Monitors.

Client Referrals and Other Compensation
See “Payments from Investment Mangers” in ltemahBve.

Our Professional Alliance Group program allows aiert
unaffiliated third parties to refer clients to MSSBIf the client

* An Employee who wishes to conduct business activitynvests in an investment advisory program, we gay third

outside of his or her employment with MSSB, regasdlof

party an ongoing referral fee (generally about 28%he portion

whether that Employee receives compensation fos thiof the client fee that we would otherwise allocdte the

activity, must first obtain written authorizationofn his or

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

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

» Employees are generally prohibited from giving @eeiving
gifts or gratuities greater than $100 per recipigmr
calendar year to or from persons or organizatiofith w
which MSSB has a current or potential
relationship, clients, or persons connected witlotler
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 tfeed List”
(unless they receive prior written approval frome th
Compliance Department).

e Certain Employees, because of their potential acteaon-
public information, must obtain prior written appab
before executing certain securities transactions tfeir
personal securities accounts. All Employees musb al
follow special procedures for investing in privagcurities
transactions.

» Certain Employees are subject to further restmstion 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, for a discussion of Conflittaterest.
Reviewing Accounts

At account opening, your Financial Advisor and lois her
Branch Manager (or the Branch Manager’s designeasjirms
that, the account and the investment Strategies sar@able
investments for you.

Your Financial Advisor is then responsible for ewing your
account on an ongoing basis.

In the Legg Mason Private Portfolios program, theeay
Manager conducts various checks on a periodic bgsi.

Financial Advisor). We may pay a fee greater es than 25%
depending on the facts and circumstances of tiagigakhip.

Financial Information

We are not required to include a balance shedti;mbrochure
because we do not require or solicit prepaymentnofe than
$1,200 in fees per client, six months or more inaaxte.

We do not have any financial conditions that arasomably

businessikely to impair our ability to meet its contractuzommitments

to clients.

MSSB and its predecessors have not been the subfeat
bankruptcy petition during the past 10 years.
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Exhibit: Affiliated Money Market Funds Fee Disclosure Statement
and Float Disclosure Statement
(APPLIES ONLY TO STRATEGIC PORTFOLIOS 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 (“CESA®Yye 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 (€8T, RPM and VIP accounts) and CESAs.

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

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 swia&p 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 Datebcontinue to hold
cash amounts in these funds or that now selecbbtieese funds:

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

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

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

Interest Earned on Float

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

* new deposits to the account (including interestdiniiends) and

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

This interest is generally at the prevailing FetlEtmds interest rate.

Generally, with respect to such assets awaitingstment:

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

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

MSSB as an ERISA fiduciary

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

e The rate of Advisory Fee and Distribution and Ssevirees (including 12b-1 fees) (whether in basiatpmr dollars)
may not be increased without first obtaining shaledr approval.

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

Morgan Stanley Investment Management (and/or fifaa#s) 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 fuimissweep purposes may be appropriate for RetineR&ns because
using professionally managed money market funasiallyou to access cash on an immediate basis, pulading a rate
of return on your cash positions pending investmaAatis typical of such arrangements, we use offiljaded money funds
for this purpose.

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

The fund expense information below reflects the tmesent information available to us as of March3W12, and is subject
to change. Please refer to the funds’ current masises, statements of additional information amtbal reports for more
information.

Total Annual Fund
Total Annual Operating Expenses

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