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Item 2: Material Changes

This section identifies and discusses material gharto the
ADV brochure since the version of this brochureedatlarch
28, 2011. For more details on any particular mafitease
see the item in this ADV brochure referred to ia ftummary
below.

Merger of Investment Advisory Programs. MSSB
provides investment advisory services through tivanoels.
One channel generally provides the investment adyis
programs previously provided by Smith Barney and/or
Citigroup Global Markets Inc., and the other chdmgemerally
provides the investment advisory programs previousl
provided by Morgan Stanley & Co. Incorporated. MSSEn
the process of merging the advisory programs ctlyren
operated in the Smith Barney and Morgan Stanlepmdla. In
this ADV brochure, and in various client communicas, we
refer to this process as the “Conversion.” If yoe a client
in the Smith Barney channel, this may affect yaczount in
various ways. For example, there may be changeshtre
your account is custodied and to your cash sweéprep We
will notify you in advance of any changes to yowcaunt
resulting from the Conversion. If you are not swisether
your account is in the Smith Barney channel or Mwrgan
Stanley channel, please contact your Financial gatvior
Private Wealth Advisor. (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.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 opened a retirement plan account or Covérdel
Education Saving Account in the Smith Barney chnthe
Exhibit to this ADV brochure (“Affiliated Money M&et
Funds Fee Disclosure Statement and Float Disclosure
Statement”) applies to your account after the Cogiga. This
Exhibit has information on the money market fund
investments available to you, including fees argeeses.

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

Commission Cap Removed. Previously, the amount of
commissions payable were capped by the maximunrsadyi
fee allowed in the program (2.5% for Consulting and
Evaluation Services and 2% for Investment Managémen
Services). This cap no longer applies.
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Item 4: Advisory Business

A. Description of MSSB, Principal Owners

Morgan Stanley Smith Barney LLC (“MSSB”, “we” or 8} is,
among other things, a registered investment adviseggistered
broker-dealer, a registered futures commission haet; and a
member of the New York Stock Exchange. MSSB is ainthe
largest financial services firms in the countryhwiranch offices
in all 50 states and the District of Columbia.

In June 2009, Morgan Stanley (“Morgan Stanley P&yeand
Citigroup Inc. (“Citi") combined the Global Wealth
Management Group of Morgan Stanley & Co. Incorpeat
(now, Morgan Stanley & Co. LLC) (“MS&Co.") and tHemith
Barney and related businesses of Citi affiliatesthBfirms have
been in business as broker dealers for many yeharger the
terms of the agreement, Citi sold 100% of its SniBdrney,
Smith Barney Australia and Quilter units for a 48%ake in the
joint venture company and an upfront cash paymén$27
billion. Morgan Stanley Parent exchanged 100% sfGiobal
Wealth Management business for a 51% stake in ¢t j
venture company. After year three, Morgan StanlayeRt and
Citi will have various purchase and sale rights foe joint
venture company, but Citi will continue to own arsficant
stake in the joint venture company at least throygegr five. The
joint venture owns Morgan Stanley Smith Barney LLC.

MSSB’s investment advisory services are providedugh two
channels. One channel generally provides the imerst

advisory programs previously provided by MS&Co. andB.

generally provides these programs through the daumsmesses
and retail locations as did MS&Co. (the “MS Chafinerhe
other channel generally provides the investmentisady
programs previously provided by Smith Barney andfitigroup
Global Markets Inc. (“CGM”) (the “SB Channel”) amgknerally
provides these programs through the same businassegetail
locations as did Smith Barney and/or CGMI.

MSSB offers clients many different advisory progganits
Consulting Group (“CG") provides many of MSSB’s &iwy
services. Some advisory programs offered in theCBRBnnel
and MS Channel are very similar to each other aag have
different names based on the channel in which #reyoffered.
Other programs may have the same name in both elsabnt
the program details may differ in some respectsvéen the
channels. Some programs are available only in avannel.
You may obtain brochures for other MSSB investrraghtisory
programs at www.smithbarney.com/ADV or by askingulyo
Financial Advisor or (for Morgan Stanley Private &lth
Management clients) your Private Wealth Advisor.
(Throughout the rest of this brochure, “Financiatlvisor”
means either your Financial Advisor or your Privat&alth
Advisor, as applicable.)

MSSB is in the process of merging the SB Channel kIS
Channel advisory programs.  In addition, we apéte that in
2012, the SB Channel and MS Channel will ceaseatipgr as
separate channels, and will begin operating asgesichannel
on one platform which will at least initially be lstantially
similar to the channel and platform on which the KBannel
currently operates. This conversion of the SB Cbkhaamd the
MS Channel will be referred to as the “ConversioAccounts
opened or operating on this one platform will biemeed to as
“Converted Accounts.”

We do not anticipate that this Conversion will havs material
impact on MS Channel clients or accounts. We gdtei that
the Conversion will occur in three “Cuts” during12) each of
which will impact the clients and accounts of cert&5B

Channel branch offices. We anticipate that the @osion will

be complete after the third Cut, and that aftertttied Cut no
accounts will remain on the SB Channel platform. 38Swill

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

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 MS Channel accounts and Converted Accounts).

Description of Advisory Services

This brochure describes two investment advisorg@ms:
Consulting and Evaluations Services Directed
Brokerage

The Consulting and Evaluation Services (“CES”) pang offers

you the portfolio management services of unaféithmanagers,
selected and approved by MSSB, in a program thaviges

consulting, custody, brokerage and performancertiego

To participate in the CES program, you sign sepaagteements
with us and each of your selected managers, andsgpgrate
fees to us and each manager. You delegate investlizenetion

directly to the managers, while we provide conaglticustody,
brokerage and administrative services. Certaimtdienay also
elect, subject to our approval, not to receive alt services
available in CES. You may open multiple accourdgach

managed by one manager according to a specificsimant

style.

After receiving appropriate information from yougvidentify
several CES managers suitable for you. You may edssider
other CES managers (subject to minimum investment
requirements). The manager you select has theastf®rity to
manage your account and make investment decisiplight of,

among other things, your investment objectives and



requirements (including any restrictions). SomeSmCES
managers delegate some of their duties to a sutedvi

The decision to participate in CES and the selactié the
manager(s) is your decision and responsibility

Changes to Investment Manager#f. one of your managers is
terminated from the CES program, you may choodertoinate
your agreement with the manager and select a nevagea for
your account so that you continue to receive thevices
available in the CES program. If you choose to a@nyour
contract with the manager, your account will becoare
Investment Management Services account as discussiedy
(SB Channel clients) or a brokerage account (MS nGék
clients and Converted Accounts). If you are a M@r@tel client
or have a Converted Account and your account besoae
brokerage account, you will no longer have an itmest
manager managing your account, and you will bearsiple for
making all investment decisions for your account.

You may change a manager for any reason by congphyith
MSSB’s procedures for manager changes. Your Fiahnc
Advisor may recommend a change of managers if, gaur
investment objectives or market conditions changeif,ofor
some other reason, another manager would be mpremfate
for you.

Investment Management Services - Directed Brokerage

Certain clients may wish to obtain MSSB’s servigessome
ways similar to CES, but use a manager or invedtreizategy
not approved by MSSB for the CES program. For examp
some such clients have a pre-existing relationshign that
manager, and their investment with that managenés part of
their overall advisory relationship with MSSB.

We may accommodate you in the Investment Management

Services (“IMS”) program. Although you are not offd the
manager identification, review and monitoring Seegi
described below, IMS offers execution, custody drabic
performance reporting for your account. We do approve
nor recommend the managers you select in the INM§ram.

C. Customized Advisory Services and
Client Restrictions

We tailor our advisory services to your individusdeds in the
CES program by identifying investment managers thet
consider suitable for you from among those paritifg in the
program based on the information from you and tlamamgers.
You select the investment manager to manage ysetas

We do not tailor our investment advisory services ybur
individual needs in the IMS program, as you selédu
investment manger without any recommendation by BIS%
your Financial Advisor.

Please contact the manager to determine what typfes
restrictions you may place on your account.

D. Portfolio Management Services to Wrap

Fee Programs

This item does not apply to the advisory prograescdbed in
this brochure.

E. Assets Under Management (*“AUM”)

MSSB managed client assets of $483,411,502,454 danoary
31, 2012. Of this amount, MSSB managed $163,080008
on a discretionary basis and $320,371,418,544 onow-
discretionary basis. These amounts represent lidwet @assets
in all of our investment advisory programs. Wecuokdted
them using a different methodology than the “assetder
management” we report in our ADV Part | filed witire SEC.

Item 5: Fees and Compensation

A. Compensation for Advisory Services

You pay MSSB and the manager separately for thécgsr each
provides in the CES or IMS program.

You may pay us for our services by:

e directed brokerage (i.e. paying commission on a
transaction-by-transaction basis)

e an asset-based fee at a maximum annual fee rate of
2.5% for CES and IMS. (Our separate Wrap Fee
Program Brochure for the CES and IMS programs,
available from your Financial Advisor, describe® th
asset-based fee option.) or

- alternatively, in some cases, institutional clientay
negotiate an annual fixed dollar amount, paid aubrt

Each manager charges you a separate fee for WissgrWe do
not pay the manager any part of the fee or otherpemsation
you pay to us.

In the directed brokerage based advisory progravesreceive
the brokerage commissions on transactions exechiedhe
custodian CGM for SB Channel clients or MSSB for MS
Channel clients. Clients may choose to pay brolkerag
transactions on a “cents per share” or as a “p&agendiscount”
off our standard brokerage commission schedule.brbkerage
commission schedule depends on many factors (iee.stock
exchange where the security is executed and tharigés
liquidity). The brokerage fees are negotiable. r Faore
information, please ask your Financial Advisor.

B. Payment of Fees

In the advisory programs listed in this brochura, ypay for our
advisory fee in connection with executing secusitimnsactions.
Therefore, your payments accrue each time your sinvent

manager places a trade for execution. In additiothe MSSB

fee you pay with securities transactions, you cay pour

investment management fee from your advisory adcougiour

manager can bill you separately.



C. Additional Fees and Expenses

If you open an account in one of the programs desdrin this
brochure, you pay commissions on the transactiongyaur
account for investment advisory services (CES omy}tody of
securities and trade execution with or through C@EM SB
Channel accounts) or MSSB (for MS Channel accoamd
Converted Accounts). For more information on brake
commissions, see Item 5.B Item 12.A(3). The progfees do
not cover:

» the costs of investment management fees and otpenses
charged by the investment manager that you selected

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

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

Bank Deposit Program. Through the Bank Deposit Program,
Deposit Accounts are established for you at onmare of the

. “mark-ups”’ “mark-downs” and dealer Spreads (A)ttha fOIIOWing banks (lnleldua”y and CO“eCtively, théSWeep

MSSB or its affiliates may receive when acting asgipal
in certain transactions where permitted by law By that
other broker-dealers may receive when acting axipal in

certain transactions effected through MSSB andfsr i

affiliates acting as agent, which is typically thase for
dealer market transactions (e.g., fixed income @ret-the-
counter equity)

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

» MSSB account establishment or maintenance feestdor
Individual Retirement Accounts (“IRA”) and Versatil
Investment Plans (“VIP"), which are described ire th

Banks”): (i) Morgan Stanley Bank, N.A. (i) Morga8tanley
Private Bank, National Association or (iii) CitidgrN.A. The
Sweep Banks are affiliated with MSSB. The SweepkBaray
interest on the Deposit Accounts established urider BDP.
Your deposits at the Sweep Banks will be insurethleyFederal
Deposit Insurance Corporation (“FDIC") up to apphte limits,
in accordance with FDIC rules, and subject to agatien of all
the accounts (including certificates of deposigtthiou hold at
the Sweep Banks in the same capacity. Bank depbsiid
through the BDP are not covered by SIPC or excegsrage.

If BDP is your Sweep Investment, you authorize as,your
agent, to establish the Deposit Accounts for youd & make

respective IRA and VIP account and fee documemtatiodeposits into, withdrawals from and transfers amitregDeposit

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

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

Accounts.

Terms of the Bank Deposit Program are further diesdrin the
Bank Deposit Program Disclosure Statement, which bé
provided to you upon your first investment in theanB Deposit
Program. You may also obtain the Bank Deposit Ruogr

transfer taxes, foreign custody fees, exchange , fee®isclosure Statement as well as current intergesrapplicable

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

Cash Sweeps

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

e interest-bearing bank deposit accounts (“Depos@odiats”)
established under the Bank Deposit Program (“BiP”")

* money market mutual funds (each, a “Money Marketd”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 €ualell

to your account, by contacting your Financial Advisor
through MSSB's web site at
www.morganstanleyindividual.com/accountoptionsiaadissets/
investmentfeatures. We may amend the list of Svigsaks at
any time with or without notice to you. If you gparticipating
in the Bank Deposit Program, please read the BaegoBit
Program Disclosure Statement carefully.

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

“Sweep

If BDP is your Sweep Investment, you should be awhat each
Sweep Bank will pay MSSB a fee equal to the peagmbf the
average daily deposit balances in your Deposit Aotat the

Education Savings accounts, which have “sweep” moneSweep Banks. Your Financial Advisor will not reee@ portion

market funds managed by an unaffiliated manager).

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

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

of these fees or credits. In addition, MSSB widlt meceive
cash compensation or credits in connection with BiRgP for
assets in the Deposit Accounts for retirement ptanSoverdell
Education Savings accounts. Also, the affiliatece& Banks
have the opportunity to earn income on the BDPtadbeough
lending activity, and that income is usually sigrahtly greater
than the fees MSSB earns on affiliated Money Maikends.
Thus, MSSB has a conflict of interest in selecting



recommending BDP as the sweep fund, rather thaeligitle
Money Market Fund.

Unless otherwise specifically disclosed to you in w riting,
such as in connection with the Bank Deposit Program noted
above, investments and services offered through MSS B are

not insured by the FDIC, are not deposits or other
obligations of, or guaranteed by, the Sweep Banks, and
involve investment risks, including possible loss o f the

principal invested.

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

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

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

procedures may vary. Before you invest in any Mohrket

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

Certain of the Money Market Funds described 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 casHigible
accounts will be invested in the BDP.

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

accounts with cash balances invested in money rdukels

sponsored or managed by MSSB affiliates, certaés 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 Statéhienimore

details.

The above provisions may not apply if you are noU&.
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.

Mutual Funds. The manager may purchase certain mutual funds
on your behalf. The funds may include:

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 redeenreti other
mutual fund shares held in the Account may be nedee on a
manager change or account termination. For a taxattount,
there will be tax consequences associated withetthemption.

If your account is terminated for any reason andtithe time of

termination, your account includes mutual fundshare classes
that are not available in non-advisory accountsywveg convert

these funds to a share class that is availableomatlvisory

accounts (even though the expense ratio for treestlass may
be higher than the expense ratio for the shares afishe fund

previously held in your account).

If a manager uses an open or closed-end mutual funédn
exchange-traded fund, any such fund may pay its seyparate
investment advisory fees and other expenses tfutitemanager
or other service provider. In addition, an open-emdual fund
may charge distribution or servicing fees. In bo#ses, these
fees or expenses will be in addition to the fee pay to us or
the manager on your account.

balance

D. Prepayment of Fees

You pay your MSSB fees to us quarterly in advar€e/ou
terminate your advisory agreement with the investnmeanager
or with us during a billing quarter, we will refuid you, on a

We may offer other money market funds as a non-sweepro rata basis, the fees you prepaid to us fosenrices.

investment choice. You may purchase shares in thezeey
market funds by giving specific orders for eachgbaise 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 Fumdthose
money market funds’ affiliates. Therefore, MSSBsha
conflict of interest in recommending that a portioh your
account be invested in money market funds. Fdremaent

E. Other Compensation to Financial

Advisors

We allocate to your Financial Advisor, on an ongpolrasis, part
of the fees payable to us in connection with yorzoant. The
Financial Advisor may receive different compengatio
depending on which program you invest in, the aslsst within
a program that you select (e.g. equity vs. fixezbme), and the
rate and amount of your fee. The amount we alotatyour



Financial Advisor in connection with accounts opgni
programs described in this brochure may be mora thgou
participate in other MSSB investment advisory pamgs, or if
you pay separately for investment advice, brokeragg other
services. Your Financial Advisor may therefore dasa
financial incentive to recommend one of the program this
brochure instead of other MSSB programs or services

If you invest in one of the programs describedhiis brochure,
the Financial Advisor may charge a fee less thanntlaximum
fee stated above. The amount of the fee you payféstor we
use in calculating the compensation we pay youramdral
Advisor.  Therefore, Financial Advisors have a fioal
incentive not to reduce fees. If your fee ratbatow a certain
threshold, we give your Financial Advisor credit fess than the
total amount of your fee in calculating his or lsempensation.
Therefore, Financial Advisors also have a finanitiaéntive not
to reduce fees below that threshold.

The sale of some financial products will benefitiyé-inancial

Adviser more than others. In the CES program, yeioancial

Advisor has a conflict of interest in recommendengnanager
with a high portfolio turnover ratio (trades freqtg). We

address this conflict by disclosing it to you.

You may be able to invest with managers directlyttoough
brokers or agents not affiliated with MSSB, instedidnvesting
through the CES or IMS programs.

In the programs described in this brochure, weatccharge any
advisory fee in addition to commissions. Less th@#o of our
revenue generated from our advisory business cofres
commissions and compensation such as distribuéen for the
sale of investment products we recommend to clients

Iltem 6: Performance Based Fees
and Side by Side
Management

This item does not apply to the programs describeklis
brochure.

Item 7: Types of Clients

Our clients include individuals, trusts, banking dinrift
institutions, pension and profit sharing plansnpterticipants,
other pooled investment vehicles (e.g., hedge fyratwritable
organizations, corporations, other businesses stamunicipal
government entities, investment clubs and othetiesit

In the CES and IMS programs, minimum account saesset
by each manager and generally range from $100,0085t
million or higher.

Item 8: Methods of Analysis,
Investment Strategies and
Risk of Loss

A. Method of Analysis and Investment
Strategies

MSSB does not provide portfolio management servioethe
programs listed in this brochure. Your investmenanager
performs the discretionary management of your aacou
Financial Advisors may recommend a particular itwvesnt
manager focusing on a particular strategy to dientthe CES
program. However, Financial Advisors will not reaoend an
investment manager in the IMS program. Investingdourities
involves risk of loss that you should be preparebéar.

In the CES program, we offer a wide range of inwvestt
managers that we have selected and approved. 4l@rabove
describes the basis on which we recommend parnticwdaagers
to particular clients. This Item 8.A describes en@enerally
how we select managers for and terminate managens the
CES program. If managers have more than one gjratee
may include only some of those strategies in thegmms
described in this brochure, may carry differentatstgies in
different programs, and assign different statusedifferent
strategies.

Our Consulting Group Investment Advisor Researgbadenent
(“CG IAR") evaluates managers. Managers may only
participate in the CES program if they are on CRMAFocus
List or Approved List discussed below. The Focust land
Approved List are at
www.morganstanleyindividual.com/accountoptions/ntgthno
ney/manager/default.asp (or you can ask your FinhAclvisor
for these lists). In each program, only some ofrtfenagers on
the Focus List and Approved List may be availabléThe
mutual funds and ETFs on the Focus List and Appidvst are
not offered in the CES program.)

As well as requiring mangers to be on the Focud bis
Approved List, we look at other factors in deterimgn which
managers we offer in these programs, including:

« program needs (such as whether we have a sufficignber
of managers available in an asset class)

e client demand and
< the manager’'s minimum account size.

We automatically terminate managers in the CESnarmgf CG

IAR downgrades them to “Not Approved.” We may tarate

managers from the program for other reasons @g.manager
has a low level of assets under management inrthgram, the
manager has limited capacity for further investment the

manager is not complying with our polices and pdoces).

Focus List. To be considered for the Focus List, a manager
provides CG IAR with relevant documentation on #teategy
being evaluated, which may include sample port&liasset
allocation histories, its Form ADV (the form thatvestment
managers use to register with the SEC), past pedoce



information and marketing literature. For verificat purposes,

available in the program, if you wish to retain thegram'’s

as part of the review process CG IAR may compare thbenefits in respect of the affected assets.

manager’'s reported performance with the performaotea
cross-section of actual accounts calculated by £& ICG IAR
personnel may also interview the manager and ispkesonnel,
and examine its operations. Following this revievogess,
managers are placed on the Focus List if they mieetequired
standards for Focus List status.

CG IAR periodically reviews managers on the Focist.L CG
IAR considers a broad range of factors (includingestment
performance, staffing, operational issues and fi@n
condition). Among other things, CG IAR personnelemiew
each manager periodically to discuss these mattéf<CG IAR
is familiar with a manager following repeated revée CG IAR
is likely to focus on quantitative analysis anceimtews and not
require in-person meetings. CG IAR may also revite
collective performance of a composite of the MSSBoants
managed by a manager and compare this performarmeetall
performance data provided by the manager, andithestigate
any material deviations.

In some circumstances, you may be able to retaiminated
managers in another advisory program or in a bagleeaccount
subject to the regular terms and conditions applyio that
program or account. Ask your Financial Advisor abthese
options.

Watch Policy.CG IAR has a “Watch” policy for managers on
the Focus List and Approved List. Watch statusdatiis that, in
reviewing a manager, CG IAR has identified specifieas of
the manager’s business that (a) merit further eteln by CG
IAR and (b) may, but are not certain to, resulthie manager
becoming “Not Approved.” Putting a manager on Wadldes
not signify an actual change in CG IAR opinion risrit a
guarantee that CG IAR will downgrade the managene T
duration of a Watch status depends on how long && heeds
to evaluate the manager and for the manager teeasidny areas
of concern. For additional information, ask yournddcial
Advisor for a copy of CG IAR’s Watch Policy.

Approved List. The process for considering managers for thelactical Opportunities List. CG IAR also has a Tactical

Approved List is less comprehensive, and evaluatsous
gualitative and quantitative factors. These inelyzersonnel
depth, turnover and experience; investment prockssiness
and organization characteristics; and investmemfopaance.

Opportunities List. This consists of certain mavagon the
Focus List or Approved List recommended for investinat a
given time based in part on then-existing tactaggdortunities in
the market.

CG IAR may use an algorithm — a rules-based scoring

mechanism — that reviews various qualitative andntjtative
factors and ranks each manager in a third pargbadae. (Not all
managers reviewed for the Approved List are subjecthis
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 manager additional information requests. CG I|&Rn
determines whether the manager meets the standards
Approved List status. Furthermore, CG IAR may eatt a
manager under the evaluation process for the Hastibut then
decide to instead put it on the Approved List.

CG IAR periodically evaluates managers on the AppdoList
to determine whether they continue to meet the éyga 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
manager no longer meets the criteria for the Fagsisor will
no longer be reviewed under the Focus List reviescgss, but
meets the criteria for the Approved List. If so, 885 generally
notifies program clients regarding such status ghanon a
quarterly basis.

Changes in Status to Not Approve@G IAR may determine
that a manager no longer meets the criteria undtrere
evaluation process and therefore the manager wilbnger be

Other Relationships with Managers. Some managers on the
Approved List or Focus List may have business i@tahips
with us or our affiliates. For example, a manageaynuse
MS&Co. or a Citi affiliate as its broker or may he investment
banking client of MS&Co. or a Citi affiliate. CG FRAdoes not
consider the existence nor lack of a businessioekttip in
determining whether to include or maintain a manage the
Approved List or Focus List.

Please review your investment manager's ADV Parfbr2a
discussion on the method of analysis and investstesitegy.

B. Material, Significant, or Unusual Risks
Relating to Investment Strategies

All trading in your account is at your risk. Thelwa of the
assets in your account is subject to a varietyaofdrs, such as
the liquidity and volatility of the securities matk. We and the
managers do not guarantee performance, and a managst
performance with respect to other accounts doegnealict your
account’s future performance.

Risks Relating to Money Market Funds.An investment in a
money market fund is neither insured nor guarantegdhe
Federal Deposit Insurance Corporation (“FDIC”") atyaother
government agency. Although money market fundk gee
preserve the value of your investment at $1.0Cshare, there is

recommended in MSSB investment advisory programs \WNO assurance that will occur, and it is possibléos® money if

notify affected clients of these downgrades. Yauormt retain
downgraded managers in your CES account and miestt s&
replacement from the Approved List or Focus Listd dhat is

the fund value per share falls. Moreover, in some
circumstances, money market funds may be forcedetmse
operations when the value of a fund drops below@&Iper
share. If this happens, the fund’s holdings ageidiated and
distributed to the fund’s shareholders. This litation process



could take up to a month or more. During that tirtleese
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 reorgaiozat

For other risks relating to the particular stratggy hold in your
account, see your investment manager’s ADV Part 2.

C. Risks Associated with Particular Types
of Securities
Please review your investment manager's ADV Parbr2a

discussion of the material risks associated pdsicecurities in
your account.

Item 9: Disciplinary Information

This section contains information on certain legahd
disciplinary events.

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

- The National Association of Securities Dealers Inc.
1999 and
non-cash

(“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
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 mutualnfls 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) ape its

compliance systems and procedures; and (3) retain a

independent consultant to review and make recomatems
on MSDW's supervisory and compliance procedures.

« On April 28, 2003, the SEC filed a complaint allegithat

MS&Co. violated certain NASD and New York Stock
Exchange (“NYSE”) Conduct Rules (collectively, the

“Conduct Rules”) by creating conflicts of interefatr its
research analysts with respect to investment bgredtivity,
failing to adequately manage such conflicts, fgilia ensure,
in offerings where MS&Co. was the lead underwritinat

payments made to other broker-dealers for publgshin

research reports were disclosed by the issuetseirffering
documents and the other broker-dealers in theieares
reports, and failing to supervise properly its essh
analysts, including with respect to the ratingscepitargets
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and content of the reports of senior research atwly
Without admitting or denying the substantive allemss in
the complaint, on October 31, 2003, MS&Co. consrite
the entry of a final judgment that enjoined MS&Gmm
violating the Conduct Rules and required it to make
payments of $50 million for past conduct and altec@75
million to fund independent research. In additiM§&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 territoriatusiies
administrators.

In 2003, Solomon Smith Barney (“SSB”), now known as
CGM, settled civil and regulatory actions brought the
SEC, the NYSE, the NASD, the Attorney General o 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 28ad, 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 engagenhfmoper
“spinning” of shares to executives of investmennhkiag
clients and failed to maintain policies and proaedu
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 allocasioof
securities in hot IPOs to accounts of executivecef§ or
directors of U.S. public companies; and (6) a payta
$400 million.

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

in the amount of $100,000 or more in a single tatien.
The SEC also alleged that receipt of directed hege
commissions as payment for such marketing arrangtme
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 9lu
prejudgment interest in the amount of $25 milliow aivil
penalty of $25 million. MSDW also made certain othe
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 actdiaging
that MS&Co. and MSDW (1) failed to ensure deliverly
prospectuses in connection with certain sales ofr#ées;
(2) failed to timely and accurately file daily pragn trade
reports; (3) erroneously executed certain sell rdmn a
minus tick for securities in which MS&Co. held aosh
position; (4) failed to timely submit RE-3 in cormtien with

certain matters; (5) hired certain individuals sabjto -

statutory disqualification and failed to file fingeint cards
for certain non-registered employees; (6) failedctaonply
with requirements concerning certain market-on€land
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 milliand 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 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 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 undke
Securities Exchange Act of 1934 (“Exchange Act”).
Secondly, on sales of Class B mutual fund sharesnounts
aggregating $50,000 or more, the order found tHaMCin
violation of the Securities Act, failed to discloadequately
at the point of sale that such shares were sulbjebigher
annual fees. These fees could have a negative tmpac
client investment returns, depending on the amaourdsted
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 recommendatianslients
to purchase Class B and Class C shares, the diffesein
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share classes and that an equal investment in Blassires
generally would have been more advantageous for the
clients. The NASD also found that CGM’s supervisand
compliance policies and procedures regarding CBasad
Class C shares had not been reasonably designedstoe
that SB Financial Consultants consistently providddquate
disclosure of, or consideration to, the benefitdhef various
mutual fund share classes as they applied to iddati
clients. The NASD censured CGM and required CGayp
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 trasigent for
the Smith Barney family of mutual funds (“Smith Bay
Funds”). SBFM was an affiliate of CGM during the
applicable period.

The SEC order found that SBFM and CGM willfully kted
section 206(1) of the Investment Advisers Act o0f4Q9
(“Advisers Act”). Specifically, the order found th&BFM
and CGM knowingly or recklessly failed to disclogethe
Boards of the Smith Barney Funds in 1999 when psiygpa
new transfer agent arrangement with an affiliatexhdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dos#me
work for substantially less money than before; &itijroup
Asset Management (“CAM"), the Citi business uniiatth
includes the Smith Barney Funds’ investment managper
other investment advisory companies, had entertedairside
letter with First Data under which CAM agreed to
recommend the appointment of First Data as sulsfiean
agent to the affiliated transfer agent in exchargmong
other things, for a guarantee by First Data of Higec
amounts of asset management and investment baféaéado
CAM and CGM. The order also found that SBFM and CGM
willfully violated section 206(2) of the AdviserscA by
virtue of the omissions discussed above and other
misrepresentations and omissions in the materralgged to
the Smith Barney Funds’ Boards, including the failuo
make clear that the affiliated transfer agent waddh a high
profit for performing limited functions while FirsData
continued to perform almost all of the transfer rage
functions, and the suggestion that the proposeahgement
was in the Smith Barney Funds’ best interests #&ad ho
viable alternatives existed. SBFM and CGM did rarné or
deny any wrongdoing or liability. The settlement diot
establish wrongdoing or liability for purposes 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 m@npenalty 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 traragfent
contract to the Smith Barney Fund Boards within ti&8@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 pssce
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 consénte

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

The SEC alleged that MS&Co. violated the Exchangeby
inadvertently failing to timely produce emails thet SEC
staff pursuant to subpoenas in the SEC’s 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. corisdrio 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 contempovasly -
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 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 initicdiot
concurrent settlement of administrative cease aedist
proceedings against MS&Co. and MSDW for failing to
maintain and enforce adequate written policies and
procedures to prevent the misuse of material 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 surveilce of a
number of accounts and securities; (2) provide aaleq
guidance to MS&Co.’s and MSDW'’s personnel chargétt 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
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MSDW were ordered to pay a civil money penalty GD$
million and agreed to enhance their policies amat@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 areasidtict trade
reporting through the Nasdaq Market Center (forynerl
Automated Confirmation Transaction Service (ACT))ade
Reporting and Compliance Engine (TRACE) and Order
Audit Trail System (OATS); market making activies
trading practices; short sales; and large optioositipns
reports. The NASD also found that, at various tirdasng
December 2002 and May 2005, MSDW violated NASDsule
and Municipal Securities Rulemaking Board (“MSRBUl)es
related to areas including trade reporting throadgbACE,
short sales, and OATS. The NASD further found that,
certain cases, MS&Co. and MSDW violated NASD Rule
3010 because their supervisory systems did not igeov
supervision reasonably designed to achieve congdiavith
securities laws, regulations and/or rules.

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

of $2.9 million and agreed to make restitution e 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 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 rneark
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. cotestn
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 ratrkaking
system’s order handling procedures and its contelkging

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 afosrement
proceeding brought in conjunction with the New @égrs
Bureau of Securities against CGM. The decision hbkbht
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 prtgui
and non-proprietary funds); (2) prevent the Finahci
Advisors from engaging in this conduct; and (3) malnd
keep adequate books and records. Without admitting
denying the findings, CGM agreed to (a) a censybg;
establishing a $35 million distribution fund forsdorgement
payments; (c) a penalty of $10 million (half to jmeid to the
NYSE and half to be paid to the distribution fun@) a
penalty of $5 million to be paid to the State ofvNéersey;
and (e) appointing a consultant to develop a ptarpay
CGM'’s clients affected by the market timing.

On September 27, 2007, MS&Co. entered into a LAWID 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 sumhils in
response to discovery requests and regulatory riegyi
failed adequately to preserve books and recordsfailed to
establish and maintain systems and written proesdur
reasonably designed to preserve required records tan
ensure that it conducted adequate searches innespo
regulatory inquiries and discovery requests. FINRKO
found that MSDW failed to provide arbitration claints
with updates to a supervisory manual in discoveoynflate
1999 through the end of 2005. MS&Co. agreed, withou
admitting or denying these findings, to establish$@&5
million fund for the benefit of potentially affectearbitration
claimants. In addition, MS&Co. was censured anccedrto
pay a $3 million regulatory fine and to retain adeépendent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgjating to -
its retail brokerage operations.

On October 10, 2007, MS&Co. became the 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 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 Qvitdleout -
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 riph
mutual fund trades that were placed or amended #ite
close of trading to be priced at that day’s closinaj asset
value. The December 2007 Order also found thatn 2600
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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. een to

a censure, to cease and desist from future violataf the
applicable provisions, to pay a penalty of appratety
$11.9 million, to disgorge profits related to theading
activity (including prejudgment interest) of appirmately
$5.1 million and to retain an independent distiitut
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 regaents
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 shat territorial
jurisdictions. MS&Co. and MSDW conducted an intdrna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkckto
Exchange, identified transactions which were exagtun
violation of the Blue Sky laws, and offered resiciasto
affected customers. MS&Co. settled the state regula
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, areddo 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 siadr the
coming months.

On August 13, 2008, MS&Co. agreed on the generalgef
a settlement with the NYAG and the Office of thénbis
Secretary of State, Securities Department (“Il&ipi(on
behalf of a task force of the North American Seaesi
Administrators Association (“NASAA")) with respetd the
sale of auction rate securities (“ARS”). MS&Co. een,
among other things, to repurchase at par approgign&#.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 lllinois on September20D9. The
Illinois 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 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 . i i
whether it is appropriate to order that CGM pay il c Item 10: Other FmanCIal IndUStry

penalty pursuant to section 21(d)(3) of the Excleafgt, and Activities and Affiliations

if so, the amount of the civil penalty; and (iiijdered that P
, . . Morgan Stanley Parent indirectly owns 51% of MSSB.
?%M S Ctonsgr::] t?[eclcr;ﬁ/lorporatled !tnrfo I}hi thlover;girSZOO Morgan Stanley Parent is a financial holding conypander the
udgmen an i a the C compty Wr']. ha' OI de unmfbgs Bank Holding Company Act of 1956. Citi indirecttyvns 49%
and agreements In the ~onsent, which include ar YW of MSSB. Both Morgan Stanley Parent and Citi are

back at par certain ARS from certain customers. $BEE’s . ;
complaint alleged that (1) CGM misled tens of trengs of CN(gvl?lo\;ztrfgstngEOESXecﬁgr?;s are publicly held andettzon the

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 custertteat
ARS were safe, highly liquid investments comparatide
money market instruments; (3) as a result, nume@GM
customers invested in ARS funds they needed to have securities underwriting, distribution, trading, rmer,
available on a short-term basis; (4) in mid-Febyu2008, acquisition, restructuring, real estate, projedafice and
CGM decided to stop supporting the auctions; andagsa other corporate finance advisory activities

result of the failed auctions, tens of thousandsC8M .  merchant banking and other principal investmeriviiets
customers held approximately $45 billion of illiquARS, )

instead of the liquid short-term investments CGMdha * brokerage and research services

represented ARS to be. CGM reached substantialfylesi « asset management

settlements with the NYAG and the Texas State S@Esr
Board (“TSSB”), although those settlements were
administrative in nature and neither involved thiad of a
civil action in state court. The settlements witle NYAG ¢ global custody, securities clearance services, sandrities
and the TSSB differed somewhat from the settlemmatit lending.

the SEC in that the state settlements (a) madénfisdthat

CGM failed to preserve certain recordings of tetephcalls A. Broker-Dealer Registration Status

involving thg ARS traqlmg desk; and (b.) requ[re"d Mo As well as being a registered investment adviso&SH is
refund certain underwriting fees to certain muratijgsuers. registered as a broker-dealer

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

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 financi&rvices
including:

trading of foreign exchange, commodities and stmect
financial products and

B. Futures Commission Merchant,

paid $3.59 million of this $50 million to Texas part of the Commaodity Pool Operator, or
settlement with that state. CGM expects it will alea Commaodity Trading Adviser
settlements with the remaining states. Registration Status

As well as being a registered investment adviso§SH is
registered as a futures commission merchant. M®888 a
related person that is a commodity pool operatoeniBter
Management Corp.) For a full listing of affiliatédvestment
advisers please see the ADV Part .

« On March 25, 2009, MS&Co. entered into a LAWC with
FINRA. FINRA found that, from 1998 through 2003,
MSDW failed to reasonably supervise the activitidswo
Financial Advisors in one of its branches. FINRAird that
these Financial Advisors solicited brokerage anagstment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealisti@giment . . .
returns and failing to disciose material informatiGINRA ~ C.  Material Relationships or Arrangements
also held that MS&Co. failed to ensure that theusiéies and with Industry Participants

accounts recommended for the retirees were properlgastrictions on Executing Trades. As MSSB is affiliated with

reviewed for appropriate risk disclosure, suitapiind other MS&Co., Citi and their affiliates, the following sgictions
concerns. MS&Co. consented, without admitting onydteg apply when executing client trades:

the findings, to a censure, a fine of $3 milliondaestitution
of approximately $2.4 million plus interest to 96rrher
clients of the Financial Advisors.

e 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).

MSSB’s Form ADV Part 1 contains further informatiabout its «  Regulatory restrictions may limit your ability taigghase,

disciplinary history, and is available on requestnf your hold or sell equity and debt issued by Morgan Stanl
Financial Advisor. Parent, Citi and their affiliates in some investinadvisory
programs.

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

impact client aoto

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 giverttians 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 managers in its programs, MS&Co., CGM tair
affiliates and employees may hold a position (l@ngshort) in
the same securities held in client accounts. MSEB&Co.,
CGM and/or their affiliates are regular issuersratied financial
instruments linked to securities that may be pweHdan client
accounts. From time to time, the trading of MS&Bnanager
or their affiliates — both for their proprietarycaeints and for
client accounts — may be detrimental to securitiekl by a
client and thus create a conflict of interest. rirriime to time,
the trading of MSSB, a manager or their affiliatedoth for
their proprietary accounts and for client accountsnay be
detrimental to securities held by a client and tlumeate a
conflict of interest. We address this conflict digclosing it to
you.

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 investmdmanking
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 managers and their affiliates may alsoeld@

analyses and/or evaluations of securities sold ipr@egram

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

account, on any such information, analyses or et@lns.

MSSB, investment managers and their affiliates

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

Research 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 rekediwerefore,
MS&Co. and CGM have a conflict of interest that Icoaffect
the objectivity of their research reports.

Trade Allocations.CGM or MSSB may aggregate the securities

to be sold or purchased for more than one clienbltain

favorable execution to the extent permitted by laWMSSB wiill

then allocate the trade in a manner that is edeitand
consistent with MSSB'’s fiduciary duty to its clisnfincluding
pro rata allocation, random allocation or rotatialtocation).

Allocation methods vary depending on various fae{@rcluding

the type of investment, the number of shares psethar sold,
the size of the accounts, and the amount of aveiledsh or the
size of an existing position in an account). Thieeto each
client is the average price for the aggregate order

Services Provided to Other Clientd4SSB, MS&Co., CGM,
investment managers and their affiliates provideasdety of
services (including research, brokerage, asset geament,
trading, lending and investment banking services)efch other
and for various clients, including issuers of séms that MSSB
may recommend for purchase or sale by clients @o#rerwise
held in client accounts, and investment managefiivens in the
programs described in this brochure. MS&Co., CGM33B,
investment managers and their affiliates receivenpensation
and fees in connection with these services. MSS@\Es that
the nature and range of clients to which such sesviare
rendered is such that it would be inadvisable taluse
categorically all
Accordingly, it is likely that securities in an axmt will include
some of the securities of companies for which MS&@GM,
MSSB, investment managers and their affiliates rorafiliate
performs investment banking or other services.
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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
(including affiliates of MS&Co. and Citi) own ovéi% of the
voting securities of certain Trading Systems, idolg BATS
Trading, Inc., operator of BATS Electronic 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 ExchangeCLEX
Alliance Inc.; and National Securities ExchangehédtTrading
Systems on which MSSB may execute trades for cieabunts
include Archipelago; eSpeed; Instinet; NYFIX; Tra&CN;
BondDesk; ValuBond; NYSE Euronext; TradeWeb; 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 Systenrs which

of these companies from an actoun affiliates of MSSB own interests and on which MSaBd/or

MS&Co. trades for client accounts.



Certain Trading Systems offer cash credits for mdthat
provide liquidity to their books and charge expliéées for
orders that extract liquidity from their books. Rrdime to time,

Related Investment Advisors and Other Service Pdevs.
MSSB has related persons that are registered messt
advisers in various investment advisory progranmel(ding

the amount of credits that MSSB, MS&Co. and/or CGMMorgan Stanley Investment Management Inc., Morg&ml|8y

receives from one or more Trading System may exdbed
amount that is charged. Under these limited cir¢dantes, such
payments would constitute payment for order flow.

Certain Trading Systems through which MSSB and/&&@o.
may directly or indirectly effect client trades exge
transactions on a “blind” basis, so that a partyattransaction
does not know the identity of the counterpartyh® transaction.
It is possible that an order for a client accoumtt tis executed
through such a Trading System could be automagicaditched
with a counterparty that is (i) another investmadwisory or
brokerage client of MSSB or one of its affiliatas(ij) MSSB or
one of its affiliates acting for its own proprietaccounts.

Transaction-Related Agreements with MS&Co., Citi @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:

» Clearing. An agreement providing that, subject to bes

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. M®&

is the clearing broker for some investment advisor
programs offered by the MS Channel's Private Wealt

Management division.
Channel clients.)

CGM is the clearing broker $®

Investment Advisors Inc. and Morgan Stanley Investm
Management Limited). If you invest your assets aisé an
affiliated firm to manage your account, MSSB argdffiliates

earn more money than if you use an unaffiliatedmfir
Generally, for ERISA or other retirement account4SSB

rebates or offsets fees so that MSSB complies V& and

Department of Labor rules and regulations.

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

Morgan Stanley Distributors Inc. serves as distabdor these
open-end investment companies, and has enteredséhated
dealer agreements with MSSB and affiliates. Mor@ianley
Distributors Inc. also may enter into selected eleajreements

twith other dealers. Under these agreements, MSSB an

affiliates, and other selected dealers, are congteddor sale of
fund shares to clients on a brokerage basis, andhfareholder
servicing (including pursuant to plans of distribautadopted by
the investment companies pursuant to Rule 12b-leurtte
Investment Company Act of 1940).

Morgan Stanley Trust FSB, an affiliate of MSSB, v&esr as

)}ransfer agent and dividend disbursing agent farestment
Hrompanies advised by Morgan Stanley Investment gtsiinc.

and other affiliated investment advisers and magive annual
per shareholder account fees from or with resped¢hém and
certain nonaffiliated investment companies.

» 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.

Related persons of MSSB act as general partneringdrative
agent or managing member in a number of funds imctwh
clients may be solicited in a brokerage or advistapacity to
invest.  These include funds focused on private itequ

« Distribution. An agreement that, in return for the paymentinvesting, investments in leveraged buyouts, ventoapital
of certain fees and expenses, MSSB will market an@pportunities, research and development ventuess, estate,

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

* Investment Research. An 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 rasdh
group, on the one hand, and Citi’'s research groupthe
other hand, may reach different conclusions, ang make
different recommendations, with respect to the s@seer

managed futures, hedge funds, funds of hedge fandsother
businesses.

See Item 5.C above for a description of cash svimegstments
managed or held by related persons of MSSB.

D. Material Conflicts of Interest

In the advisory programs described in this brochiisSB
recommends investment advisers to clients. Manythef
investment advisers that are available in the MS@Bisory
program provide conferences and other trainingisesso the

or investment manager. This may, among other thingsinancial Advisors.

result in different investment decisions or recomdaions

regarding the same issuer or investment managergbeiln addition, certain investment advisers also mean&gnds,

made for or given to MSSB investment advisory ¢ken
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alternative products or act as a sub adviser touMuFunds
affiliated with MSSB. Since MSSB receives feesnirdhe
mutual fund or its adviser, MSSB has a conflictécommend



the mutual fund products instead of the investmadviser
managing the account directly.

engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
in  securitie

Investment managers participating in MSSB-sponsdameztnal
training and education conferences and meetings make
certain payments to, or for the benefit of, MSSBteiFinancial
Advisors to offset the expenses incurred for thegents. A
schedule of these registration fees is availabnupquest from
a Financial Advisor.

While all asset management firms have
opportunities, certain firms (referred to as “Glblfartners”)
dedicate significant financial and staffing resasrcto these
activities and may receive additional opportunittessponsor
firm events and promote their funds to Financialiadrs and
clients. This fact could lead Financial Advisordacus on those
investment products offered by our Global Partnesdsen
recommending investment managers to clients instgfadn
investment managers that do not commit similar uesss to
educational, marketing, and other promotional ¢ffor MSSB
selects the investment managers that are Globahd?arbased
on a number of quantitative and qualitative créeri

Investment managers may also sponsor their ownatidnal
conferences and pay expenses of Financial Adviatiending
the events; MSSB’s policies require that the tragnior
educational portion of these conferences compggbstantially
all of the event. Investment managers may spondocational
meetings or seminars in which clients as well asafcial
Advisors are invited to participate.

Investment managers are allowed occasionally te giominal

gifts to Financial Advisors and to occasionally estdin

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

each of these types of payments, and they do motippany gifts

or entertainment conditioned on the achievementao$ales
target.

None of these amounts relate to any particulars&retions or
investment made by MSSB clients with investment aggns.
An annual estimate of the aggregate value of theseunts paid
or provided by the investment managers to MSSBaotiqular
Financial Advisors may be provided, upon requestclients.
Investment managers participating in a Programmateequired
to make any of these types of payments.
described in this section comply with FINRA ruledating to
such activities.

Item 11: Code of Ethics,
Participation or Interest
in Client Transactions
and Personal Trading

A. Code of Ethics

The MSSB US Investment Advisory Code of Ethics (€9
applies to MSSB’s employees, supervisors, offieed directors
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The patgmen

Code prohibits Employees from engaging
transactions or activities that involve a matertainflict 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
work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent aohations of

sponsorshifhe Code by the individuals, branches and depatsrtbat they

supervise.

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

e An Employee who wishes to conduct business 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 @reiving
gifts or gratuities greater than $100 per recipig@r
calendar year to or from persons or organizatiorith w
which MSSB has a current or potential
relationship, clients, or persons connected witlotlzer
financial institution, a securities or commoditieschange,
the media, or a government or quasi-governmentéalyen

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

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

« Certain Employees, because of their potential acteaon-
public information, must obtain their supervisongstior
written approval before executing certain secusitie
transactions for their personal securities accourtd
Employees must also follow special
investing in private securities transactions.

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

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

business

procedures for



B. Securities in Which You or a Related
Person Have a Material Financial Interest
See “Cash Sweeps” in Item 5.C.

C. Investing and Other Interests in
Securities Which You or a Related
Person Recommend to Clients

See the following in Item 10.C:

e “Trading or Issuing Securities in, or Linked to 8eties
in, Client Accounts”

* “Restrictions on Securities Transactions”
e “Research Reports”

e “Certain Trading Systems”

e ‘“Transaction-Related Agreements with MS&Co., Citi

and Affiliates”

D. Conflicts of Interest Created by
Contemporaneous Trading
See “Different Advice” in Item 10.C.

Item 12: Brokerage Practices

A. Factors in Selecting or Recommending
Broker-Dealers for Client Transactions

MSSB does not recommend broker-dealers to effeigntcl
securities transactions.  For the programs listed this
brochure, securities are executed through CGM ($RnGel
clients) or through MSSB (MS Channel clients).

For the programs described in this brochure, wenatoreceive
research or soft dollars, nor recommend other srdkalers.

We offer, but do not recommend, request or reqdiients to
select directed brokerage as the option to pay theestment
advisory program fees.

On request, you may use direct brokerage commisgiorpay
your MSSB advisory fee. As described above in 1teBy you

enter into a separate agreement with each investmanager.
Your investment manager, as per your directioreal# trades to
CGM (SB Channel) or MSSB (MS Channel) (collectivehe

“Executing Broker-Dealers”). The Executing Brokeedders
execute trades on a best execution basis and thenissions
generated compensate MSSB and the Financial
Notwithstanding the commissions that pay for

investment advisory fee, you still pay your investm
manager’s fee.

If you select a manager with a high portfolio turep ratio
(executes many trades in the portfolio) you may aayoverall
fee that is higher than if you negotiated an abased fee that is
lower than the overall transaction costs.
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Adviso
MSssB'sdepending on the facts and circumstances of taéioabhip.

B. Aggregation of Securities Transactions
for Clients

Investment managers submit trade orders for ahtdi with the
same strategy to the Executing Broker-Dealer. ihliestment
manager decides how to allocate the trade orddeas® see
your investment manager’s ADV Part 2 for more infation.

ltem 13: Review of Accounts

Frequency and Nature of Review of Client Accountsro
Financial Plans

At account opening, your Financial Advisor and lis her
Branch Manager confirm that the account and thestment
strategy are suitable investments for you.

Your Financial Advisor is then responsible for mwing your
account on an ongoing basis. We will ask you asti@nnually
if your investment objectives have changed. Ifryobjectives
change, you should discuss with your Financial 8dviwhether
your selected manager is still suitable for youedse

Consulting Group’s operations department conducsious
checks on a periodic basis (e.g., inactive accdunts

See Item 15 below for a discussion of account statgs,
Investment Monitors.

Factors Prompting Review of Client Accounts other
than a Periodic Review

On an annual basis, your Financial Advisor willadiss with you
if your investment criteria has changed. Additibnaif we
downgrade your CES investment manager, we will galye
discuss with you the options regarding a replacenm»estment
manger.

Content and Frequency of Account Reports to Clients

Please see Item 15 for a discussion relating totiaeterly
reports.

Iltem 14: Client Referrals and

Other Compensation
See Item 10.D.

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 28%he portion
of the client fee that we would otherwise allocdte the
Financial Advisor). We may pay a fee greater os than 25%

ltem 15: Custody

CGM (for SB Channel clients) or MSSB (for MS Chahnne
clients) is the custodian and provides you with tteri
confirmation of securities transactions, and actstatements at



least quarterly. You may waive the receipt of trade
confirmations after the completion of each tradefamor of
alterative methods of communication where availa¥leu may
also receive mutual fund prospectuses, where apptep

We provide written Investment Monitors to you evepyarter.

These reviews have tabular reports and graphicaplaiis

showing how your account investments have perforreth on

an absolute basis and on a relative basis companetognized
indices (such as Standard & Poor’s indices). Y@y raccess
these reports through MSSB’s online account sesviite. To
enroll your account in the online account servidee, sSSB

Channel clients should go to https://www.smithbgroem/app-
bin/reg/serviets/Registration and MS Channel céiestiould go
to www.morganstanley.com/online/enroll and follohetstep-
by-step instructions. If, however, you would likereceive these
reports by mail, please call 1-888-454-3965.

ltem 16: Investment Discretion

In the programs described in this brochure, we db atcept
investment discretion.

Item 17: Voting Client Securities

MSSB does not accept proxy voting authority in finegrams
listed in this brochure.

You may elect to have the investment manager voigigs or
you may vote your own proxies, in which case we sghd you
the proxy materials.

Iltem 18: Financial Information

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

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

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

19



Exhibit: Affiliated Money Market Funds Fee Disclos ure Statement
and Float Disclosure Statement
(APPLIES ONLY TO MS CHANNEL AND COVERTED RETIREMENT PLAN ACCOUNTS AND CESASs)

Sweep Vehicles in Retirement Accounts and CESAsS

Since the dates below (“Effective Dates”), thedualing “Retirement Plan Accounts” (IRAs, EBT, RPMda¥IP accounts)
and Coverdell Education Savings Accounts (“CESAwye generally been effecting temporary sweep acimns of new
uninvested cash balances into Deposit Accountbléestiad under the Bank Deposit Program:

e September 17, 2007 for “IRAS” (e.g., Traditional, Roth, Rollover, SEBAR-SEP, SIMPLE), and
» May 19, 2008 for the remaining Retirement Plan Accounts (EBT, RPM and VIP accounts) and CESAs.

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

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

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

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

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

For Retirement Plan Accounts that swept into atidd money market funds before the Effective Datespntinued to hold
cash amounts in these funds after the Effective®at

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

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

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

Interest Earned on Float

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

* new deposits to the account (including interestdiniends) and

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

This interest is generally at the prevailing FetlEtads interest rate.

Generally, with respect to such assets awaitingstment:

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

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

MSSB as an ERISA fiduciary

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

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

» Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the 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 aaiilittes for services performed. The aggregat®unt of these fees
is stated in the tables below. The amounts of esgeideducted from a fund’s assets are shown infeadrs statement of
operations in its annual report.

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

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

The fund expense information below reflects the tmesent information available to us as of March3W12, and is subject

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

Total Annual Fund

Total Annual  Operating Expenses
Distribution Fund After Fee Waivers

Advisory and Service Other Operating and/or Expense
Fund Fee Fees Expenses Expenses Reimbursements
Active Assets Money Trust 0.29% 0.10% 0.08% 0.47% .26%
Active Assets Government Securities
Trust 0.45% 0.10% 0.13% 0.68% 0.18%
Active Assets Institutional Government
Securities Trust 0.10% None 0.08% 0.18% 0.17%
Active Assets Institutional Money Trust 0.10% None 0.08% 0.18% N/A
Morgan Stanley Liquid Asset Fund Inc. 0.27% 0.10% 2100 0.58% 0.25%
Morgan Stanley U.S. Government
Money Market Trust 0.44% 0.10% 0.16% 0.70% 0.21%
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