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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 used to
provide investment advisory services through twanctels.
One channel generally provided the investment adyis
programs previously provided by Smith Barney and/or
Citigroup Global Markets Inc., and the other chdmgemerally
provided the investment advisory programs previpusl
provided by Morgan Stanley & Co. Incorporated. MSEs
now merged the advisory programs previously praviahethe
Smith Barney and Morgan Stanley channels. (ltem 4)

Legg Mason Private Portfolios Program Has Terminatd.
We have moved all remaining Legg Mason Private fBlirs
accounts to the Fiduciary Services program, andehav
terminated the Legg Mason Private Portfolios progra
(Item 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 rebalaanedally,
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 nmeark
funds. If you have a Deposit Account, this may rmheld at
one or more of the following banks affiliated witrs: (i)
Morgan Stanley Bank, N.A., (i) Morgan Stanley PRitier
Bank, National Association or (iii) Citibank, N.A&ach bank
pays us a fee based on your Deposit Account badafeceept
on retirement plans or Coverdell Education Savexgsounts).
Your Financial Advisor does not receive a portidntleese
fees.

If you have opened a Strategic Portfolios retiretmplan
account or Coverdell Education Saving Account, Exdibit
to this ADV brochure (“Affiliated Money Market FusdFee
Disclosure Statement and Float Disclosure Statéinapplies
to your account. This Exhibit has information om timoney
market fund investments available to you, includiegs and
expenses. (ltem 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.

MSSB is owned by a joint venture company whichniiriectly
owned 51% by Morgan Stanley (“Morgan Stanley Pd&jeand
49% by Citigroup Inc. (“Citi"). Morgan Stanley Rant and
Citi will have various purchase and sale rights foe joint
venture company through 2014. On May 31, 2012 [dorg
Stanley Parent announced that it intends to puechas
additional 14% of the joint venture company fromi,GSo that
Morgan Stanley Parent will own 65% of the joint uee
company.

MSSB used to provide investment advisory servibesugh two
channels. One channel (the “SB Channel”) genenalbvided
the investment advisory programs previously prodidg Smith
Barney and/or Citigroup Global Markets Inc. (“CGM")The
other channel (the “MS Channel”) generally providéte
investment advisory programs previously providedMgrgan
Stanley & Co. Incorporated (now, Morgan Stanley & CLC)
(“MS&Co.").

MSSB has now merged the SB Channel and MS Channglithin the restricted category.

advisory programs. We have moved all remaininggLieigson
Private Portfolios accounts to the Fiduciary Sessiprogram,
and have terminated the Legg Mason Private Pastfgdrogram.

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

advisory programs. Many of MSSB’s advisory servicae

provided by its Consulting Group business unit. uYmay

obtain brochures for other MSSB investment advigograms

at www.morganstanley.com/AD\or by asking your Financial
Advisor or (for Morgan Stanley Private Wealth Maeagnt

clients) your Private Wealth Advisor. (Throughdbé rest of

this brochure, “Financial Advisor’ means either ydtinancial

Advisor or your Private Wealth Advisor, as appliEap

Now that this merger of the SB Channel and the Mi&rel is
complete, all clients’ assets are custodied at MSSB

A. General Description of Program and
Services

The Strategic Portfolios program is currently cths® new
business. In the Strategic Portfolios program, thent's

account is managed by MSSB (acting through its dRgiv
Portfolio Group division) without the involvement any Sub-
Managers.

The program seeks as its primary investment objdting-term
capital appreciation. The portfolios are indivilyananaged
based on the implementation of the Dow Dividendt®gy (the
“‘Dow Strategy”). The Dow Strategy uses a discigdin
approach to identify and maintain a select poufalf stocks
from the 30 components of the Dow Jones Induskigrage
(“DJIAM). The Dow Strategy uses dividend vyield dke
primary criterion for portfolio selection. Gendyalthe Dow

Strategy invests in the ten highest yielding stoickthe DJIA.
Individual accounts are invested on a weekly basischasing
the ten highest-yielding DJIA stocks at the time amfcount
inception. Accounts are generally restructured eeixhlanced
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 ttie
portfolios.

Applicable law or regulation may prohibit MSSB from
purchasing the stock of Morgan Stanley or Citi ecisities
where MSSB affiliates ar@erforming investment banking or
other servicesfor portfolios if such stock were to meet the
selection criteria described above. In such evei8SB may
substitute one or more other stocks (for exampbe, 1lth
highest yielding stock in the DJIA) for the stogk(bat it is
unable to purchase, and/or increase the weightiofgghe
remaining stocks that fit the Dow Strategy’s setactriteria.

Account Opening

To enroll in the Strategic Portfolios program, yéar your
Financial Advisor on your behalf) must completeimvestment
questionnaire andyou must enter into the program client
agreement (“Client Agreement”).

Restrictions

In the Strategic Portfolios program, you may imposgsonable
restrictions on account investments. For exampla) ynay
restrict MSSB from buying specific securities ocategory of
securities (e.g., tobacco companies). If you igs# category
of securities, we will determine which specific seties fall

In doing so, weymaly on

outside sources (e.g. standard industry codes a&seéarch
provided by independent service providers). In grsgram, the
portion of the account that would have been inwkste any
restricted security or category of securities Wil invested in
cash or cash equivalents. This will impact thefqgremance of
the account relative to an account that is fullyested in
securities.

Trade Confirmations, Account Statements and
Performance Reviews

MSSB is the custodian and provides you with written
confirmation of securities transactions, and actstatements at
least quarterly. You may waive the receipt of trade
confirmations after the completion of each tradefamor of
alternative methods of communication where avadlabl

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 uatco
services site. To enroll your account in the onlaecount
service site, please go
https://lwww.morganstanleyclientserv.com/Free
Content/Enroliments/ldentification.aspx and follolne 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 fegtsuch as the
liquidity and volatility of the securities marketfnvestment

to
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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 veifipect to any
particular account. You should consult with youmdicial
Advisor regarding the specific risks associated hwithe
investments in your account.

Risks Relating to Money Market Funds.An investment in a
money market fund is neither insured nor guarantegdhe
Federal Deposit Insurance Corporation (“FDIC”") oy eother
government agency. Although money market fundsk dee
preserve the value of your investment at $1.00spare, there is
no assurance that will occur, and it is possibléose money if
the fund value per share falls. Moreover,
circumstances, money market funds may be forcedetse
operations when the value of a fund drops belowd&Iper
share. In that event, the fund’'s holdings areidigted and
distributed to the fund’s shareholders. This lkitption process
could take up to one month or more. During thateti these
funds would not be available to you to support pases,
withdrawals and, if applicable, check writing or MTdebits
from your account.

Risks Relating to Differing Classes of SecuritieRifferent

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

Tax Considerations

Consult your independent tax advisor, as MSSB endffiliates
do not provide tax or legal advice.

Fees

Clients invested in the Strategic Portfolios prograay MSSB
an annual fee of 0.30% of assets invested. Cliemy be
eligible for a discount from the standard fee #ythave assets
that meet specific break pointsPlease see “Breakpoints”
below in this Item 4.B, for more information.

corresponding to different breakpoints, discouritsany, are
negotiated separately for each breakpoint. As thkiev of
account assets reaches the various breakpointsnd¢remental
assets above each threshold are charged the dppliedes. The
effective fee rate for the account as a whole énth weighted
average of the scheduled rates, and may changeheitaccount
asset level.

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

purposes, you can benefit even more from existirmghpoints.
If you have two accounts, the “related” fees on ot #1 are
calculated by applying your total assets (i.e. @sseAccount #1

in somet assets in Account #2) to the Account #1 breakpoiBecause

this amount is greater than the amount of assel@ysin

Account #1, you may have a greater proportion eéssubject
to lower fee rates, which in turn lowers the averéep rate for
Account #1. This average fee rate is then multipliey the
actual amount of assets in Account #1 to detertiaedollar fee
for Account #1. Likewise, the total assets are iggpko the
Account #2 breakpoints to determine the averagerdde for
Account #2, which is then multiplied by the actaamhount of
assets in Account #2 to determine the dollar feéfwount #2.

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

accounts are eligible to be related under thesécigsl and

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

between you and the Financial Advisor.

Other. A portion of the fee will be paid to your Finarcia
Advisor. See Item 4.D below (Compensation to Financial
Advisors), for more information.

B. Comparing Costs

Depending on the level of trading and types of gdes

purchased or sold in your account, if purchasedrségly, you
may be able to obtain transaction execution aghdrior lower
cost at MSSB or elsewhere than the fee in the &fiat
Portfolios program. However, such transactionslccawot be

Fees are Negotiable. Fees for the Strategic Portfolios programexecuted on a discretionary basis in a brokerageuat. Clients

described in this brochure are negotiable based namber of
factors including the type and size of the accamt the range
of services provided by the Financial Advisor. dpecial
circumstances, and with the client’'s agreement,féleecharged
to a client for an account may be more than theimax annual
fee stated in this section.

When Fees are Payable.The fee is payable as described in the

Client Agreement. Generally, the initial fee isedin full on

the date you open your account at MSSB and is basethe

market value of the account on that date. Thealnitee

payment covers the period from the opening dateutyin the
last business day of the next full billing quarsed 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 twe tenth
business day of the following billing quarter. Ti&ient

Agreement authorizes MSSB (as custodian) to defgest when
due from the assets contained in the account.

Breakpoints. Fee rates in the Strategic Portfolios program ma

be expressed as a fixed rate applying to all agsé¢ke account,
or as a schedule of rates applying to differenetabksvels, or
“breakpoints.” When the fee is expressed as a sthef rates

who participate in the Strategic Portfolios prograay a fee
based on the market value of the account for aewarof

services, and accordingly may pay more or lesstich services
than if they purchased such services separatethétextent that
such services would be available separately to dhent).

Furthermore, the same or similar services to tresglable in

the Strategic Portfolios program may be availabla bwer fee
in programs offered by other investment advisois. addition,

the MSSB Consulting Group offers other programg t@not

offer the same services as offered in Strategi¢f®tims. The

fees in those programs may be higher or lower thanfees in
the Strategic Portfolios program.

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

C. Additional Fees

%‘you open an account in one of the program dbsdriin this

rochure, you will pay an asset-based “wrap” fealascribed
above. This “wrap” fee includes the services piedi by
MSSB, as described in this brochure, custody otisies and
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trade execution through MSSB, as well as compesrsdti any
Financial Advisor.

The program fees do not cover:

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

» brokerage commissions or other charges resultign fr

transactions not effected through MSSB or itsiaffils

e MSSB account establishment or maintenance feestdor

Individual Retirement Accounts (“IRA”) and Versatil

Investment Plans (“VIP"), which are described ire th through

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 dgpadBank
deposits held through the BDP are not covered HCSbr
excess coverage.

If BDP is your Sweep Investment, you authorize as,your
agent, to establish the Deposit Accounts for youJ B0 make
deposits into, withdrawals from and transfers amitvegDeposit
Accounts.

Terms of the Bank Deposit Program are further desdrin the
Bank Deposit Program Disclosure Statement, which bé
provided to you upon your first investment in than® Deposit
Program. You may also obtain the Bank Deposit Ruogr
Disclosure Statement as well as current interg¢esrapplicable
to your account, by contacting your Financial Advisor
MSSB's web site at

respective IRA and VIP account and fee documentatio WWw.morganstanleyindividual.com/accountoptionsisessets/

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

e certain other costs or charges that may be impbgetird
parties (including, among other things, odd-lofatiéntials,

transfer taxes, foreign custody fees, exchange,fee%

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

CashSweeps

Generally, some portion of your account will bechel cash. If
MSSB acts as custodian for your account, it wiltef “sweep”
transactions of uninvested cash and allocatiomsi$b, if any, in
your account into:

» interest-bearing bank deposit accounts (“Depos@odats”)
established under the Bank Deposit Program (“BiP”)

* money market mutual funds (each, a “Money Markeatid*u
and, together with BDP Deposit Accounts,
Investments”). These money market funds are mahbage
Morgan Stanley Investment Advisors Inc. or anoti&SB
affiliate.

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

Clients with retirement plan accounts or Coverd&dlucation
Savings Accounts should read the Exhibit to thischure
(“Affiliated Money Market Funds Fee Disclosure ®taent and
Float Disclosure Statement”).

The custodian will effect sweep transactions oolthe 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 followibhgnks
(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 Bigpo

investmentfeatures. You acknowledge and underdfzatdwe
may amend the list of Sweep Banks at any time witlvithout
notice to you. If you are participating in the BabBeposit
Program, please read the Bank Deposit Program d@3igi
Statement carefully.

Please note the following: (i) you are responstblenonitor the
otal amount of deposits you have at each Sweefk Baorder
o determine the extent of FDIC insurance coveragglable to
you; and (ii) MSSB, Citi and their affiliates aretrresponsible
for any insured or uninsured portion of your defosit any of
the 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 BP for
assets in the Deposit Accounts for retirement ptanGoverdell
Education Savings accountsAlso, the affiliated Sweep Banks

“Sweephave the opportunity to earn income on the BDPtagbeough

lending activity, and that income is usually siggahtly greater
than the fees MSSB earns on affiliated Money Maikends.
Thus, MSSB has a conflict of interest in selectiog
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 notk
above, investments and services offered through M8Sare
not insured by the FDIC, are not deposits or other
obligations of, or guaranteed by, the Sweep Banksand
involve investment risks, including possible loss fothe
principal invested.

Money Market Funds.

We may, in our sole discretion, offer Money Marlkeinds as
Sweep Investments. The Money Market Funds may or moa
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 accessMoney
Market Fund.
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If a Money Market Fund is your Sweep Investmentu yo we pay Financial Advisors with respect to progratnaaunts is

authorize us, as your agent, to make investmentsam
redemptions from, the Money Market Fund.

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

procedures may vary. Before you invest in any Mohrket

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

Money Market Fund, not a bank deposit.

Certain of the Money Market Funds described abowgeh
minimum investment requirements. In addition, MS&tay
require a minimum initial investment to activater@or all of
the Sweep Investments. If you do not meet the minininitial
investment, uninvested cash and allocations to aasHigible
accounts will be invested in the BDP.

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

balanceminimum for any one or more accounts.

typically higher than the rate we pay Financial &dvs with
respect to transaction-based brokerage accounts.our Y
Financial Advisor may therefore have a financiateintive to
recommend one of the program described in this Hunec
instead of other MSSB programs or services.

If you invest in the program described in this tmae, the
Financial Advisor may agree to charge a fee lesm tthe
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 Strategic Portfolios attter advisory
program, we give your Financial Advisor credit fess than the
total amount of your fee in calculating his or lsempensation.
Therefore, Financial Advisors also have a finanitiaéntive not
to reduce fees below that threshold.

Item 5: Account Requirements and
Types of Clients

Account Minimums. In the Strategic Portfolios program,
MSSB generally imposes an investment minimum of &30
for new accounts. MSSB, in its sole discretionymaive this
As indicdtedtem
4.A above, the Strategic Portfolios program is ently closed to
new clients.

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

We may offer other money market funds as a nonpweePlan participants, other pooled investment vehi¢tes., hedge

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

Since the Money Market Funds are sponsored or nezhag
MSSB affiliates, those MSSB affiliates will receiagvisory
fees and may receive other fees from the Money btarkinds if
your account cash balances are invested in the Wdferket
Funds. Therefore, MSSB has a conflict of interestelecting

funds), charitable organizations, corporationsgpthusinesses,
state or municipal government entities, investmelnbs and
other entities.
Item 6: Portfolio Manager Selection

and Evaluation

A. Selection and Review of Portfolio
Managers for the Program

or recommending the Money Market Funds as your weeSelection and Review of Portfolio Manager

Investment.  For retirement accounts with cash rzaa
invested in Money Market Funds sponsored or mandged
MSSB affiliates, certain fees received and retaifgd such
MSSB affiliates will be credited to the accountdffset against
the advisory program fee. Please see the atta&hdibit

“Affiliated Money Market Funds Fee Disclosure Staent and
Float Disclosure Statement” for more details.

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

D. Compensation to Financial Advisors

If you invest in the program described in this broeharportion
of the fees payable to us in connection with yoccoant is
allocated on an ongoing basis to your Financial isalv The
amount allocated to your Financial Advisor in coctian with

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

In the Strategic Portfolios program, the client'scaunt is
managed by MSSB (acting through its Private Padf@roup
division) without the involvement of any Sub-Manege The
portfolios are individually managed based on thpl@mentation
of a disciplined strategy (the Dow Dividend Strateg The
individual portfolio manager who implements thisagtgy for
all clients is an employee of the MSSB Private f8ba Group.
See Item 4.A above for a description of the sesvaféered in
the Strategic Portfolios program.

Because the program is closed to new clients, M&38ulates
individual account performance for each client, bloes not
currently calculate aggregate performance acrossusats. No
third party reviews this performance calculation.

B. Conflicts of Interest

Conflicts of Interest — MSSB Acting as Portfolio
Manager; Advisory vs. Brokerage Accounts

In the Strategic Portfolios program, MSSB actstes fortfolio
manager as described above.
Advisor retain a greater portion of the advisore fn the
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Strategic Portfolios program, than in a programwhich an
unaffiliated investment manager acts as your pliotimanager.
MSSB and your Financial Advisor are likely to eamore
compensation if you invest in a program describedthis
brochure than if you open a brokerage account yoitdividual
securities (although, in a brokerage account, yaulev not
receive all the benefits of the program described this
brochure). Financial Advisors and MSSB thereforveh a
financial incentive to recommend the program désdtiin this
brochure. We address this conflict of interestdisclosing it
to you and by requiring Financial Advisors’ supeprs to
review your account at account-opening to ensust this
suitable for you in light of matters such as yonvestment
objectives and financial 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 program described in this brochure.

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 Sedgties in,
Client Accounts.MSSB, MS&Co., CGM and their affiliates
may provide bids and offers, and may act as praiciparket
maker, in respect of the same securities heldienthccounts.
MSSB, the investment managers in its programs, M&&C
CGM and their affiliates and employees may holdasiton
(long or short) in the same securities held inntliaccounts.
MSSB, MS&CO., CGM and/or their affiliates are regjuissuers
of traded financial instruments linked to secusittbat may be
purchased in client accounts. From time to tirhe,ttading of
MSSB or its affiliates — both for their proprietaagcounts and
for client accounts — may be detrimental to seimsiheld by a
client and thus create a conflict of interest. ‘afiress this
conflict by disclosing it to you.

CGM and their affiliates perform investment bankiog other
services.

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

MSSB, the investment managers and their affiliatesy 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 proprigtar client
accounts. These analyses, evaluations and purcasesale
activities are proprietary and confidential, and 3BSwill not
disclose them to clients. MSSB may not be ablectpia respect
of clients’ account, on any such information, asaly or
evaluations.

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

Research Reports.MS&Co. and CGM do business with
companies covered by their respective research pgrou
Furthermore, MS&Co., CGM and their affiliates maglc a
trading position (long or short) in, and client agnts may hold,
the securities of companies subject to such rekedirerefore,
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 (timg
Systems”) in which its affiliates have an ownersiiperest,
these affiliates may receive an indirect econonandfit based
on their ownership interest. Currently, affiliates MSSB

Trade Allocations MSSBmay aggregate the securities to buy or(including affiliates of MS&Co. and Citi) own ové&% of the

sell for more than one client to obtain favorableaution to the
extent permitted by law. MSSBs then responsible for
allocating the trade in a manner that is equitad consistent
with its fiduciary duty to its clients (which couidclude,e.g,
pro rata allocation, random allocation or rotatialtocation).
For block trade orders executed by MSSB, the pticeach
client is the average price for the aggregate order

Services Provided to Other ClientISSB, MS&Co., CGM and
their affiliates provide a variety of services (inding research,
brokerage, asset management, trading, lending mvestiment
banking services) for each other and for variougents
(including issuers of securities that MSSB may receend for
purchase or sale by clients or are otherwise helcclient
accounts). MSSB, MS&Co., CGM and their affiliatesceive
compensation and fees in connection with thesacesrvMSSB
believes that the nature and range of clients tdaclwtsuch
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 MSEIB&Co.,

voting securities of certain Trading Systems, idolg BATS
Trading, Inc., operator of BATS Electronic Tradilgtwork
(commonly known as “BATS"); the entities that owmdacontrol
the Block Interest Discovery System (commonly knoas
“BIDS"); LavaFlow Inc.; EBX Group, LLC; ELX Futures
Holdings, LLC; ELX Futures, LP; TheMuniCenter; Autated
Trading Desk Financial Services LLC; Automated TmgdDesk
Brokerage Services LLC; Boston Options ExchangeC,LEX
Alliance Inc.; and National Securities ExchangehédtTrading
Systems on which MSSB may execute trades for clieabunts
include Archipelago; eSpeed; Instinet; NYFIX; Tra&CN;
BondDesk; ValuBond; NYSE Euronext; TradeWeb; and
MarketAxe. The Trading Systems on which MSSB traftgs
Client accounts and in which affiliates of MSSB oimterests
may change from time to time. You may contact yemancial
Advisor for an up-to-date list of Trading Systenms which
affiliates of MSSB own interests and on which MS&Bd/or
MS&Co. trades for client accounts.

Certain Trading Systems offer cash credits for rdthat
provide liquidity to their books and charge expliéées for
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orders that extract liquidity from their books. Fraime to time, Block Trades. MSSB may direct some block trades to MSSB
the amount of credits that MSSB, MS&Co. and/or CGMfor execution, which blocks may include tradesdtrer clients
receives from one or more Trading System may exadbed of MSSB. Although MSSB executes these block traateso
amount that is charged. Under these limited cirdantes, such commission, MSSB may obtain a benefit from executimese

payments would constitute payment for order flow.

Certain Trading Systems through which MSSB, MS&Co.

and/or CGM may directly or indirectly effect clientades

execute transactions on a “blind” basis, so thgiagy 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 bavatically

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

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

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

» Order Flow. An agreement that, subject to best execution

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

e Distribution. An agreement that, in return for the paymen
of certain fees and expenses, MSSB will market an

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

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

or investment manager. This may, among other thing

result in different investment decisions or recomdagions
regarding the same issuer or investment managergbe
made for or given to MSSB investment advisory ¢ken

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

block trades, as a result of the increased tradinume
attributable to these blocks.

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.
See Item 4.A above for a description of the sesvaféered in
the Strategic Portfolios program.

Tailoring Services for Individual Clients

In the program described in this brochure, you nmgce
reasonable restrictions on the investments in yamaount (as
discussed above in Item 4.A).

Wrap 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. See Item 4.A above, for more information.

t
(?erformance-Based Fees

The program described in this brochure does notrgeha
performance-based fees.

Methods of Analysis and Investment Strategies

In the Strategic Portfolios program, MSSB manadmes dlient
accounts based on the implementation of the Dowidend
Strategy. Investing in securities involves risklags that you
should be prepared to bear.

Policies and Procedures Relating to Voting Client
Securities

Electing Who Votes Proxies.

Sn the Strategic Portfolios program, clients whord elect to

vote proxies themselves direct MSSB to vote thexipsy and
authorize MSSB to further delegate all proxy votights to a
third party proxy voting and advisory service (tFeoxy Voting
Service”). If the Proxy Voting Service does notvdaa
recommendation for any particular proxy vote, MS8iB vote

the Sweep Investment.See Item 4.C above (Services, Fees anghe proxy as it determines is appropriate.

Compensation -- Additional Fees — Cash Sweeps « Baposit
Program and Money Market Funds), for more inforroati

Nonpublic Information. In the course of investment banking
or other activities, MSSB and its affiliates andefsts may from
time to time acquire confidential or material nohfa
information that may prevent them, for a periodtiafe, from
purchasing or selling particular securities for #ezount. You
acknowledge and agree that MSSB and its affiliate Agents
will not be free to divulge or to act upon thisdnhation with
respect to their advisory or brokerage activitias|uding their
activities with regard to the account. This mayweadely
impact the investment performance of the account.

Unless you authorize MSSB to vote proxies, we faifivard to
you, or your designee, any proxy materials thatreeeive for
securities in your account. Unless we vote profies/ou, we
cannot advise you on particular proxy solicitationf MSSB
votes proxies for you, you cannot instruct MSSBhomw to cast
any particular vote.

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

MSSB’s Proxy Voting Policies and Procedureslf you have
delegated proxy voting authority to MSSB as prodiddove,
you may obtain information as to how we voted pegxfor your
account during the particular annual period, framryFinancial
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Advisor. You may also obtain a copy of MSSB's velet
proxy voting policies and procedures (including apy of the
Proxy Voting Service’'s policy guidelines and
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.

ltem 7: Client Information Provided to
Portfolio Manager

In the Strategic Portfolios program, MSSB is thertfodio
manager and receives the Client Information from.yo

Item 8: Client Contact with Portfolio
Manager

You may contact your Financial Advisor at any tirdering
normal business hours.

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

vote

The National Association of Securities Dealers Inc.
(“NASD") alleged that between October, 1999 and
December, 2002, MSDW violated the non-cash
compensation provisions of the NASD Conduct Ruleslér
which MSDW was prohibited from providing its Finaac
Advisors with non-cash compensation for sales otualu
funds and variable annuities that were not basetahsales
and equal weighting). MSDW offered rewards to its
Financial Advisors for sales of affiliated mutualnfis in
general, or particular affiliated mutual funds oertain
variable annuities. By a Letter of Acceptance, Weaiand
Consent (“LAWC") dated September 15, 2003, MSDW
agreed to (1) fines totaling $2.25 million; (2) apel its
compliance systems and procedures; and (3) retain a
independent consultant to review and make recomatem

on MSDW's supervisory and compliance procedures.

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 interefatr its
research analysts with respect to investment bgrédtivity,
failing to adequately manage such conflicts, fgilia ensure,

in offerings where MS&Co. was the lead underwriténgt
payments made to other broker-dealers for publghin
research reports were disclosed by the issuetseirffering
documents and the other broker-dealers in theieares
reports, and failing to supervise properly its eesh
analysts, including with respect to the ratingscepitargets
and content of the reports of senior research atmly
Without admitting or denying the substantive altemss in
the complaint, on October 31, 2003, MS&Co. consgrite
the entry of a final judgment that enjoined MS&Cmm
violating the Conduct Rules and required it to make
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payments of $50 million for past conduct and altecf75
million to fund independent research. In additiM5&Co.
agreed to a number of structural changes to theatipes of
its equity research and investment banking operatio
Concurrently, MS&Co. also entered into a settlemeith
the NYSE, the NASD and the Attorney General of State
of New York with respect to the same conduct spetifn
the complaint. MS&Co. is also in the process oflizing
settlements with the other state and territoriatusiies
administrators.

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

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

B shares in certain Morgan Stanley proprietary mutunds

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

In 2004, the NYSE brought an administrative actidlaging
that MS&Co. and MSDW (1) failed to ensure deliverfy
prospectuses in connection with certain sales ofiritees;
(2) failed to timely and accurately file daily pragn trade



reports; (3) erroneously executed certain sell rdmn a -
minus tick for securities in which MS&Co. held aosh
position; (4) failed to timely submit RE-3 in cormtien with
certain matters; (5) hired certain individuals ®abj to
statutory disqualification and failed to file firgeint cards
for certain non-registered employees; (6) failedctonply
with requirements concerning certain market-oneland
limit-on-close orders; and (7) failed to reasonatlypervise
certain activities. MS&Co. and MSDW resolved thdiat
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 millicand a
rescission offer to those clients who should haeeived a
prospectus during the period from June 2003 to eBeipér
2004.

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

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

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

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

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

The SEC order found that SBFM and CGM willfully kted
section 206(1) of the Investment Advisers Act o0f4Q9
(“Advisers Act”). Specifically, the order found th&BFM
and CGM knowingly or recklessly failed to disclogethe
Boards of the Smith Barney Funds in 1999 when psiygpa
new transfer agent arrangement with an affiliatexhdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dos#me
work for substantially less money than before; &itijroup
Asset Management (“CAM”), the Citi business uniiatth
includes the Smith Barney Funds’ investment managper
other investment advisory companies, had entertedairside
letter with First Data under which CAM agreed to
recommend the appointment of First Data as sulsfiean
agent to the affiliated transfer agent in exchargmong
other things, for a guarantee by First Data of Higec
amounts of asset management and investment baféaado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
virtue of the omissions discussed above and other
misrepresentations and omissions in the materralgged to
the Smith Barney Funds’ Boards, including the failuo
make clear that the affiliated transfer agent waddh a high
profit for performing limited functions while FirsData
continued to perform almost all of the transfer rage
functions, and the suggestion that the proposeahgement
was in the Smith Barney Funds’ best interests #&ad ho
viable alternatives existed. SBFM and CGM did raré or
deny any wrongdoing or liability. The settlement diot
establish wrongdoing or liability for purposes afyaother
proceeding.

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

The order required SBFM to recommend a new trarafent
contract to the Smith Barney Fund Boards within #i&9s of
the entry of the order; if a Citi affiliate subneitt a proposal
to serve as transfer agent or sub-transfer agent,
independent monitor must be engaged at the expehse
SBFM and CGM to oversee a competitive bidding pssce
Under the order, Citi also must comply with an adwesh
version of a vendor policy that Citi institutedAugust 2004.
That policy, as amended, among other things, regquinat
when requested by a Smith Barney Fund Board, CAM wi
retain at its own expense an independent consudtipgrt to
advise and assist the Board on the selection tdiceservice
providers affiliated with Citi.
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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 consénte

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

The SEC alleged that MS&Co. violated the 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. cortsdrto a
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchawrgg.
MS&Co. agreed to make payments aggregating $15omill
which amount was reduced by $5 million contempovasky
paid by MS&Co. to the NASD and the NYSE in related
proceedings. MS&Co. also agreed to notify the SHt@,
NASD and the NYSE that it has adopted and impleetnt
policies and procedures reasonably designed to rensu
compliance with the Exchange Act. MS&Co. also adrae
provide annual training to its employees respoesifdr
preserving or producing electronic communicationsd a
agreed to retain an independent consultant to wevdad
comment on the implementation and effectivenesshef
policies, procedures and training.

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

On August 21, 2006, MS&Co. and MSDW entered into a
LAWC relating various finds that, at various timestween
July 1999 and 2005, MS&Co. violated a number of NDAS
and SEC rules. The violations related to areasidicy trade
reporting through the Nasdag Market Center (forynerl
Automated Confirmation Transaction Service (ACT)ade
Reporting and Compliance Engine (TRACE) and Order
Audit Trail System (OATS); market making activiies
trading practices; short sales; and large optioasitipns
reports. The NASD also found that, at various tirdasng
December 2002 and May 2005, MSDW violated NASDsule
and Municipal Securities Rulemaking Board (“MSRB)es
related to areas including trade reporting throUgACE,
short sales, and OATS. The NASD further found thiat,
certain cases, MS&Co. and MSDW violated NASD Rule
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3010 because their supervisory systems did notigeov
supervision reasonably designed to achieve congdiavith
securities laws, regulations and/or rules.

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

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

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&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 reark
making system failed to provide best execution éotain
retail OTC orders. In December 2004, MS&Co. remothesl
computer code in the proprietary market-making esysthat
caused the best execution violations. MS&Co. coteskn
without admitting or denying the findings, to a sere, to
cease and desist from committing or causing future
violations, to pay disgorgement of approximately.965
million plus prejudgment interest on that amounig 0 pay

a civil penalty of $1.5 million. MS&Co. also conged to
retain an Independent Compliance Consultant toevevts
policies and procedures in connection with its ratrkaking
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 hbat
CGM failed to (1) adequately supervise certain bhan
offices and Financial Advisors who engaged in déeep
mutual fund market timing on behalf of certain ot from
January 2000 through September 2003 (in both petapi
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) mand
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censyog;
establishing a $35 million distribution fund forsgbrgement
payments; (c) a penalty of $10 million (half to jweid to the
NYSE and half to be paid to the distribution fundj) a
penalty of $5 million to be paid to the State ofvN&ersey;
and (e) appointing a consultant to develop a ptarpay
CGM's clients affected by the market timing.

On September 27, 2007, MS&Co. entered into a LAW w
the Financial Industry Regulatory Authority (“FINRA
FINRA found that, from October 2001 through Mar@03,
MSDW provided inaccurate information to arbitration
claimants and regulators regarding the existencepref
September 11, 2001 emails, failed to provide sunhils in
response to discovery requests and regulatory riegui
failed adequately to preserve books and recordbfailed to



establish and maintain systems and written proesdur
reasonably designed to preserve required records tan
ensure that it conducted adequate searches innsspo
regulatory inquiries and discovery requests. FINRKoO
found that MSDW failed to provide arbitration claints
with updates to a supervisory manual in discoveoynflate
1999 through the end of 2005. MS&Co. agreed, withou
admitting or denying these findings, to establish$@&5
million fund for the benefit of potentially affectearbitration
claimants. In addition, MS&Co. was censured ancegrto
pay a $3 million regulatory fine and to retain adeépendent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgating to
its retail brokerage operations.

On October 10, 2007, MS&Co. became the subjectnof a
Order Instituting Administrative and Cease-And-Besi
Proceedings (“October 2007 Order”) by the SEC. The
October 2007 Order found that, from 2000 until 2005
MS&Co. and MSDW failed to provide to their retail
customers accurate and complete written trade reoafions
for certain fixed income securities in violation dhe
Exchange Act and MSRB rules. In addition, MS&Co.swa
ordered to cease and desist from committing oricgusny
future violations, and was required to pay a $7.8ian
penalty and to retain an independent consultantetgew
MS&Co.’s applicable policies and procedures. MS&Co.
consented to the issuance of the October 2007 Qvideout
admitting or denying the SEC'’s findings.

On December 18, 2007, MS&Co. became the subjeetnof
Order Instituting ~ Administrative Cease-and-Desist
Proceedings (“December 2007 Order”) by the SEC. The
December 2007 Order found that, from January 20&# u
August 2003, MSDW (1) failed to reasonably supenfisur
Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (@plated
the Investment Company Act of 1940 by allowing ripl
mutual fund trades that were placed or amended #ite
close of trading to be priced at that day’s closiay 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 glafer
the market close and orders placed for certain éadidgd
customers in variable annuity sub-accounts. Without
admitting or denying the SEC's findings, MS&Co. egd 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 approately
$5.1 million and to retain an independent distridut
consultant.

In May 2005, MS&Co. and MSDW discovered that, from
about January 1997 until May 2005, their orderyesyistems
did not check whether certain secondary market ritgesi
transactions complied with state registration regments
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 siat territorial
jurisdictions. MS&Co. and MSDW conducted an intérna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkclsto
Exchange, identified transactions which were exagtun
violation of the Blue Sky laws, and offered resicasto
affected customers. MS&Co. settled the state regula
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issues in a multi-state settlement with the 46 caéfg state
and territorial jurisdictions. Under the settlemelS&Co.

consented to a cease and desist order with, aegdgo 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 subsequests stadr the
coming months.

On August 13, 2008, MS&Co. agreed on the generaidef
a settlement with the NYAG and the Office of thindis
Secretary of State, Securities Department (“Il&ipi(on
behalf of a task force of the North American Sed@si
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 d1S&Co.
which were purchased prior to February 13, 2008.
Additionally, MS&Co. agreed to pay a total fine B85
million. Final agreements were entered into wit MYAG
on June 2, 2009 and with Illinois on September20D9. The
lllinois agreement serves as the template for ageeds with
other NASAA jurisdictions.

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

a civil action arising out of an investigation etSEC into
CGM's underwriting, marketing and sale of ARS, CGM,
without admitting or denying the allegations of t8&C'’s
complaint, except as to those relating to persandlsubject
matter jurisdiction, which were admitted, consentedthe
entry in the civil action of a Judgment As To Defant
Citigroup Global Markets Inc. (“November 2008
Judgment”). Thereafter, on December 11, 2008, tBE S
filed its civil action in the federal district cdufor the
Southern District of New York (“Court”). The Novemb
2008 Judgment, which was entered on December 28 @D
permanently enjoined CGM from directly or indirgctl
violating section 15(c) of the Exchange Act; (iijopides
that, on later motion of the SEC, the Court is &edmine
whether it is appropriate to order that CGM pay iail c
penalty pursuant to section 21(d)(3) of the Excleafgt, and

if so, the amount of the civil penalty; and (iiijdered that
CGM'’'s Consent be incorporated into the November8200
Judgment and that CGM comply with all of the undkirigs
and agreements in the Consent, which include aer tifbuy
back at par certain ARS from certain customers. SBRE's
complaint alleged that (1) CGM misled tens of trends of
its customers regarding the fundamental naturendf risks
associated with ARS that CGM underwrote, marketed a
sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custertizat
ARS were safe, highly liquid investments comparatde
money market instruments; (3) as a result, nume@GM
customers invested in ARS funds they needed to have
available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; arndata
result of the failed auctions, tens of thousandsC&M
customers held approximately $45 billion of illiuARS,
instead of the liquid short-term investments CGMd ha
represented ARS to be. CGM reached substantiathylegi
settlements with the NYAG and the Texas State StéEsr
Board (“TSSB”), although those settlements were
administrative in nature and neither involved thimg of a
civil action in state court. The settlements witie NYAG



and the TSSB differed somewhat from the settlemétit
the SEC in that the state settlements (a) madénfiscdthat
CGM failed to preserve certain recordings of tetaghcalls
involving the ARS trading desk; and (b) required NCGo
refund certain underwriting fees to certain muratijgsuers.
In addition, as part of the settlement with New K,0€GM
paid a civil penalty of $50 million. CGM also agdeén
principle to pay to states other than New York withich it
enters into formal settlements a total of $50 willi CGM
paid $3.59 million of this $50 million to Texas part of the
settlement with that state. CGM expects it will alea
settlements with the remaining states.

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

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

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

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

e Regulatory restrictions may limit your ability taghase,
hold or sell equity and debt issued by Morgan Stanl
Parent, Citi and their affiliates in some investinadvisory
programs.

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

These restrictions may adversely impact client aoto

accounts recommended for the retirees were properiyerformance.

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

MSSB’s Form ADV Part 1 contains further informatiabout its
disciplinary history, and is available on requestnf your
Financial Advisor

Other Financial Industry Activities and Affiliation s

Morgan Stanley Parent indirectly owns 51% of MSSB
Morgan Stanley Parent is a financial holding conypander the
Bank Holding Company Act of 1956. Citi indirectiyvns 49%
of MSSB.
announced that it intends to purchase an additibAgé of the
joint venture company that owns MSSB from Citi, gwt
Morgan Stanley Parent will own 65% of the joint uee
company.
corporations whose shares are publicly held andetteon the
New York Stock Exchange.

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

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

* merchant banking and other principal investmenit/iets
» brokerage and research services
* asset management

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

e global custody, securities clearance services, saudrities
lending.

See Item 6.B above for conflicts arising from offiliation with
MS&Co., Citi and their affiliates.

Code of Ethics

The MSSB US Investment Advisory Code of Ethics (€9
applies to MSSB’s employees, supervisors, offiegrs directors
engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
Code prohibits Employees from engaging in securitie
transactions or activities that involve a mater@inflict of

‘interest, possible diversion of a corporate oppotyyu or the

appearance of impropriety. Employees must alwagseplthe
interests of MSSB’s clients above their own and trmever use

On May 31, 2012 Morgan Stanley Pareninowledge of client transactions acquired in tharse of their

work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent aohations of
the Code by the individuals, branches and depatsrtbat they

Both Morgan Stanley Parent and Citi argypervise.

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:

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

Employees are generally prohibited from giving exeiving
gifts or gratuities greater than $100 per recipiger
calendar year to or from persons or organizatiorith w
which MSSB has a current or potential business
relationship, clients, or persons connected witlotlaer
financial institution, a securities or commoditieschange,
the media, or a government or quasi-governmentéajyen
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 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 fonigh it
may have material non-public information or othentticts
of interest. Employees cannot, for themselves aairth
clients, trade in securities of issuers on the tResd List”
(unless they receive prior written approval frome th
Compliance Department).

» 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 is a suitable investment for you.

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

See ltem 4.A above for a discussion of accounersetts and
Investment Monitors.

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

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

invests in an investment advisory program, we pay third

party an ongoing referral fee (generally about 25%he portion
of the client fee that we would otherwise allocdte the

Financial Advisor). We may pay a fee greater es lthan 25%
depending on the facts and circumstances of th¢igakhip.

Financial Information

We are not required to include a balance sheetisnbrochure
because we do not require or solicit prepaymentofe than
$1,200 in fees per client, six months or more iveande.

We do not have any financial conditions that arasomably
likely to impair our ability to meet its contractusommitments
to clients.

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

Sweep Vehicles in Retirement Accounts and CESAsS

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

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 gwtesnsactions using the Morgan Stanley money ndkels listed in
the table below as follows (although SB ChannelrBetent Plan Accounts did not begin using theseddnrStanley money
market funds as the Sweep Investment until some &ifter the Effective Dates):

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 remaiméaei funds, pending
use for account charges and other purposes. Therdfiese accounts could still maintain cash lealsun these funds.

Now, as an alternative to the Deposit Account, Ratient Plan Accounts and CESAs can choose to swiaep ILAF or
the Morgan Stanley U.S. Government Money Market St*SGMT").

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

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

» any fees designated in the table as “Distributind 8ervice Fees” received by MSSB or its affiliatesredited to the
account.

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

Interest Earned on Float

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

* new deposits to the account (including interestdiniiends) and

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

This interest is generally at the prevailing FetlEtads interest rate.

Generally, with respect to such assets awaitingstent:

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

o when the custodian receives the assets on a Basibeg but after the NYSE closes, or on a day wichot a
Business Day, the custodian earns interest thrtheglkend of the second following Business Day.

MSSB as an ERISA fiduciary

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

* The rate of Advisory Fee and Distribution and SssviFees (including 12b-1 fees) (whether in basiatp@r dollars)
may not be increased without first obtaining shaledér approval.
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» Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the tablewkat deducted
from each fund’s assets or charged to all shareh@dcounts in the stated fiscal year (and may gdhdrom year to
year).

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

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

operations in its annual report.

Morgan Stanley Investment Management (and/or iifaaés) may, from time to time, waive part of igglvisory fee or
assume or reimburse some of a fund’s operatingresqse (This may be for a limited duration.) Suctioas are noted in
the fund’s prospectus and/or statement of additiofarmation. The table below shows the Total Aahkund 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 funasiyallyou to access cash on an immediate basis, pdleding a rate
of return on your cash positions pending investmaatis typical of such arrangements, we use offlljaded money funds
for this purpose.

MSSB also believes that investing a Retirement’Blassets in the Deposit Accounts may also be 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 tn@sent information available to us as of March3W12, and is subject
to change. Please refer to the funds’ current masises, statements of additional information amtlial 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% 2190 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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