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Iltem 2: Material Changes

This section identifies and discusses material gbarto the
ADV Brochure since the version of the Brochure da#arch
28, 2013. For more details on any particular mafikease
see the item in this ADV Brochure referred to ie summary
below.

Ownership of MSSB. Prior to June 28, 2013, MSSB was
owned by a joint venture company which was indlgect
owned 65% by Morgan Stanley (“Morgan Stanley Pd&yent
and 35% by Citigroup Inc. (“Citi"). On June 28, 1&)
Morgan Stanley Parent purchased Citi's 35% interi@st
MSSB. Accordingly, MSSB is now a wholly owned irelit
subsidiary of Morgan Stanley Parent. (Item 4)

Strategic Portfolios Program Closed to New Busines3 he
Strategic Portfolios program is closed to new besén  (Item
4)

Consulting Group Trust Services MSSB has made
arrangements with external trust companies to eséhdhe

administrative and operational experience of ctiemtho

appoint such an external trust company while MS&®/iges

investment advisory services. These arrangementd post a

conflict of interests. (Item 4.A)

Fees. Effective July 1, 2014 there is a minimum annual
MSSB Fee (calculated quarterly) for each Strat&gidfolios
account that was opened after June 30, 2009. rimisnum

is the lesser of 2% or $250 per year. This minimwith not
apply to any account that (when added to any dilm&sulting
Group accounts with which it is related for billipgirposes)
has a total of $500,000 or more in assets as oétigeof the
previous billing quarter. (Item 4.A)

Cash Sweeps. MSSB will, as your custodian, effect “sweep”
transactions of uninvested cash and allocatiorsi$d, if any,
in your account into:

» interest-bearing bank deposit accounts establisimekbr
the Bank Deposit Program (“BDP”) at banks affilchte
with MSSB (collectively, the “Sweep Banks”) or

* money market mutual funds. These money marketsfund
are managed by Morgan Stanley Investment Management
Inc. or another MSSB affiliate.

The Sweep Banks are currently Morgan Stanley BahR.
and/or Morgan Stanley Private Bank, National Asstici.

If you do not select a Sweep Investment when yaenomur
account, your Sweep Investment will be BDP if yoe a
eligible. (ltem 4.C)
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Item 4: Services, Fees and
Compensation

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

Prior to June 28, 2013, MSSB was owned by a joartuwre
company which was indirectly owned 65% by Morgaanity
(“Morgan Stanley Parent”) and 35% by Citigroup IftCiti”).
On June 28, 2013, Morgan Stanley Parent purchaiisl 5%
interest in MSSB. Accordingly, MSSB is now a whotiyned
indirect subsidiary of Morgan Stanley Parent.

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

primary criterion for portfolio selection. Gendyalthe Dow
Strategy invests in the ten highest yielding stoickthe DJIA.
Individual accounts are invested on a daily basis ¢lients
select Strategic Portfolios for their accountsy,cpasing the ten
highest-yielding DJIA stocks as of the time of ihemediately
previous re-balance for the strategg.( on or around the first
business day of that calendar year). Accountsgamerally
restructured and rebalanced annually, on or aroimed first
business day of each calendar year. Generally, WiR@llow
a full year to elapse before the next rebalancioga{low for
long term capital gain treatment). There may beneso
circumstances when MSSB will deviate from the ¢ikoe and
make adjustments to the portfolios.

Applicable law or regulation may prohibit MSSB from
purchasing the stock of Morgan Stanley or secusritighere
MSSB affiliates areperforming investment banking or other
services,for portfolios if such stock were to meet the stt:
criteria described above. In such event, MSSB mastitute
one or more other stocks (for example, the 11thdsgyielding
stock in the DJIA) for the stock(s) that it is ufeabo purchase,
and/or increase the weightings of the remainingkstahat fit
the Dow Strategy’s selection criteria.

Account Opening

To enroll in the Strategic Portfolios program, yéar your
Financial Advisor on your behalf) must completeimvestment
questionnaire andyou must enter into the program client

In 2012, MSSB merged the SB Channel and MS Channalgreement (“Client Agreement”).

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

MSSB offers clients (“client”, “you” and “your”) mrey different
advisory programs. Many of MSSB’s advisory servica®e
provided by its Consulting Group business unit. uYmay
obtain ADV Brochures for other MSSB investment advy
programs atwww.morganstanley.com/AD\or by asking your
Financial Advisor or (for Morgan Stanley Private #lth
Management clients) your Private Wealth Advisor.
(Throughout the rest of this Brochure, “Financiatvisor”
means either your Financial Advisor or your Privat&alth
Advisor, as applicable.)

All clients’ assets are custodied at MSSB (except“sweep”
assets custodied at the Sweep Banks pursuant tdBaimé

Deposit Program). Please see Item 4.C (Services, Fees anthe restricted category.

Compensation -- Additional Fees — Cash Sweeps #kBa
Deposit Program) below, for more information

A. General Description of Program and
Services

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

account is managed by MSSB (acting through its dRgiv
Portfolio Group (“PPG”) division) without the inwament of
any Sub-Managers.

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

Restrictions

In the Strategic Portfolios program, you may re¢jueasonable
restrictions on the management of your account (neajuest
that certain specified securities, or certain ocatieg of
securities, not be purchased for your account)s Téguest may
be made orally or in writing, but MSSB may requihat any
such request (or any changes to the request) Weting. MSSB
will accept reasonable restrictions on specific own equity
and fixed income securities, as well as on certaitegories of
equity securities (e.g., tobacco companies). MS&H
determine in its reasonable judgment how to implemnsich
restrictions, and may implement restrictions défgty in
accounts that have elected tax management servifes
applicable). If you restrict a category of secast we will
determine in our discretion which specific secastfall within
In doing so, we may @hyoutside
sources (e.g. standard industry codes and respaoeided by
independent service providers). In this prograre, plortion of
the account that would have been invested in asyicted
security or category of securities will be investedash or cash
equivalents. This will impact the performance loé taccount
relative to an account that is fully invested ioiggties.

Although we will accept reasonable restrictions described
above, we will not have any obligation to managaryaccount
in accordance with any investment guidelines, godimtements
or other documents unless we specifically agreeldoso, in
writing.

Trade Confirmations, Account Statements and
Performance Reviews

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

We will provide periodic reviews of your accountheke
reviews show how your account investments haveopadd,
both on an absolute basis and on a relative basigpared to
recognized indices (such as Standard & Poor’'s @gjic You

may access these reports through MSSB’s online umtco

services site. To enroll your account in the onliaecount
service site,
https://www.morganstanleyclientserv.com/FreeCouigmblim
ents/ldentification.aspx and follow the step-bypsiastructions.
If, however, you would like to receive these repdoly mail,
please call 1-888-454-3965.

Consulting Group Trust Services

In the Strategic Portfolios program, MSSB may offetly
integrated wealth management solutions, which megude
trusts. MSSB will not accept an appointment as,widl it act
as, a trustee (an MSSB affiliate, such as Morgam|8y Private
Bank, National Association, may be serving as éwisfor
existing accounts and is closed to new accounts).order to

please go to

participate in CG Trust Services, as described ebowhile
these arrangements are designed to enhance theistdative
and operational experience of clients who appointhsan
external trust company and MSSB to service the sassets,
these arrangements could pose a conflict of intdoesMSSB
and its representatives by creating an incentive tfiem to
introduce their clients to those external trust panies who
have such arrangements with CG Trust Services oteer
external trust companies.

The decision to participate in CG Trust Serviced ahe
selection of the trustee and attorney are your sitati and
responsibility. MSSB and its affiliates do not yide tax and
legal advice (see: "Tax and Legal Consideratioms'this Item
4(A) below). For additional information and to eehine
eligibility for CG Trust Services, please contaciuy Financial
Advisor.

Risks

All trading in an account is at your risk. The valof the assets
held in an account is subject to a variety of fegtsuch as the
liquidity and volatility of the securities marketfnvestment

offer to you complete solutions, MSSB has creatbé t performance of any kind is not guaranteed, and MS®B a

Consulting Group Trust Services Program (“CG T&estvices”)
with external trust companies (including externahks which
may serve as a corporate trustee) to provide gustevices for
the assets in your account while you receive imaest advisory
services from MSSB.

To receive trustee services through CG Trust Sesyigou and
your attorney will create separate agreements waithexternal
trust company to govern the trust and you will dppae trustee
to act on your behalf; in certain situations, yoaymappoint
separate administration and investment trusteesu &t your
designees will sign these separate agreements aydpay a
separate fee to your attorney. External trust amgs and
MSSB typically charge separate fees to CG Trusti€es client
accounts for their respective services, which mayigher than
fees charged to clients outside of the CG Trusti€es Program
for comparable services. In certain limited circtanses, MSSB
will compensate an external trust company for thevises it
provides to a client account. Neither MSSB norryemancial
Advisor will be paid by the external trust companyn certain
circumstances, MSSB or an affiliate may pay compgos to
or receive an indirect economic benefit from anelated third
party (see: "Client Referrals and Other Compensatittem 9
below).

As part of CG Trust Services, you or your seledtadtee, with
investment authority, may delegate investment dismn
directly to MSSB or receive non-discretionary invesnt
advisory services through the programs offered bys0lting
Group. Additionally, certain external trust comjgsn have
contractually agreed to attempt to use the servioeduding
MSSB custody services) described in this Brochareebich CG
Trust Services client (and in some cases, former TGst
Services clients), unless the client has issued tragn
instructions, and so long as such use of MSSB aeswvill not
cause the external trust company to violate anyy dot
obligation. Consequently, regardless of the aslertrust

Financial Advisor's past performance with respeat dther
accounts does not predict future performance veiipect to any
particular account. You should consult with youmdicial
Advisor regarding the specific risks associated hwihe
investments in your account.

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

Risks Relating to Differing Classes of SecuritieBRifferent

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

Tax and Legal Considerations

Consult your independent tax or legal advisor wéspect to the
services described in this Brochure, as MSSB amdfiiliates
do not provide tax or legal advice.

Fees

Clients invested in the Strategic Portfolios prograay MSSB
an annual fee of 0.30% of assets invested. Cliemy be
eligible for a discount from the standard fee #ythave assets

company you select, unless you have appointed @nothyhat meet specific break pointsPlease see “Breakpoints”

custodian, you can custody your assets at MSSBughrcCG
Trust Services. Accounts outside of CG Trust Sewimay be
subject to different custody arrangements. MSSB hesle
arrangements to have a number of external trustpeoims

below in this Item 4.B, for more information.

Effective July 1, 2014 there is a minimum annual SBSFee
(calculated quarterly) for each Strategic Portlaccount that
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was opened after June 30, 2009. This minimumedekbser of
2% or $250 per year. This minimum will not apply amy

account that (when added to any other Consultingur
accounts with which it is related for billing puiges) has a total
of $500,000 or more in assets as of the end ofptlewious

billing quarter.

Fees are Negotiable. Fees for the Strategic Portfolios program

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

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

Client Agreement. Generally, the initial fee isedin full on

the date you open your account at MSSB and is basethe

market value of the account on that date. Thealnitee

payment covers the period from the opening dateutyin the
last business day of the next full billing quarsed is prorated
accordingly. Thereafter, the fee is generally paigrterly in

advance based on the account’s market value daghbusiness
day of the previous billing quarter and is due te tenth
business day of the following billing quarter. Ti&ient

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

certain information regarding our services and censation to
assist fiduciaries and plan sponsors of thoseeragint plans that
are subject to the requirements of ERISA in assgsshe

reasonableness of their plan’s contracts or arrargés with us,
including the reasonableness of our compensatioihis

information (the services we provide as well as tees) is

provided to you at the outset of your relationskiph us and is
set forth in your advisory contract with us (indhugl the Fee
table, other exhibits and, as applicable, this dwmt), and then
at least annually to the extent that there are gémrto any
investment-related disclosures for services pralides a
fiduciary under ERISA.

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

B. Comparing Costs

Depending on the level of trading and types of gdes

purchased or sold in your account, if purchasedrsdgly, you
may be able to obtain transaction execution agherior lower
cost at MSSB or elsewhere than the fee in the &fiat
Portfolios program. However, such transactionsliccawt be
executed on a discretionary basis in a brokerageust. Clients
who participate in the Strategic Portfolios prograay a fee
based on the market value of the account for aewarof

services, and accordingly may pay more or lesstch services

Breakpoints. Fee rates in the Strategic Portfolios program mayhan if they purchased such services separatelpétextent that

be expressed as a fixed rate applying to all agsete account,
or as a schedule of rates applying to differenetabksvels, or
“breakpoints.” When the fee is expressed as a sthef rates
corresponding to different breakpoints, discourftsany, are
negotiated separately for each breakpoint. As thkiev of
account assets reaches the various breakpoint$nd¢remental
assets above each threshold are charged the dpelieées. The
effective fee rate for the account as a whole énth weighted
average of the scheduled rates, and may changeheithccount
asset level.

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

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

Account #1, you may have a greater proportion sé@ssubject
to lower fee rates, which in turn lowers the averéeg rate for
Account #1. This average fee rate is then multipley the
actual amount of assets in Account #1 to deternfiaalollar fee
for Account #1. Likewise, the total assets are igopko the
Account #2 breakpoints to determine the averagerd¢e for
Account #2, which is then multiplied by the actaamhount of
assets in Account #2 to determine the dollar fedfrount #2.

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

accounts are eligible to be related under thesécipsl and

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

between you and the Financial Advisor.

ERISA Fee Disclosure for Qualified Retirement Plandn
accordance with Department of Labor regulationsearkection
408(b)(2) of the Employee Retirement Income Segukitt of
1974, as amended (“ERISA”"), MSSB is required tovjite

such services would be available separately to dhent).
Furthermore, the same or similar services to thaselable in
the Strategic Portfolios program may be availabla bbwer fee
in programs offered by other investment advisois. addition,
the MSSB Consulting Group offers other programg tfa not
offer the same services as offered in Strategi¢f®tims. The
fees in those programs may be higher or lower thanfees in
the Strategic Portfolios program.

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

C. Additional Fees

If you open an account in one of the program dbedriin this
Brochure, you will pay an asset-based “wrap” feedascribed
above. This “wrap” fee includes the services piedi by
MSSB, as described in this Brochure, custody ofisges and
trade execution through MSSB, as well as compesrsat any
Financial Advisor.

The program fees do not cover:

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

» brokerage commissions or other charges resultiogn fr
transactions not effected through MSSB or its iatls

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

Banks in the same capacity. Bank deposits heldutitr the

respective IRA and VIP account and fee documentatioBDP are not covered by SIPC or excess coverage.

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

» certain other costs or charges that may be impbgedird
parties (including, among other things, odd-lofeténtials,

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

Terms of the Bank Deposit Program are further diesdrin the
Bank Deposit Program Disclosure Statement, which hbé

transfer taxes, foreign custody fees, exchange, feep oyvided to you upon your first investment in thenR Deposit

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

CashSweeps

Generally, some portion of your account will bechét cash.
MSSB, as your custodian, will effect “sweep” tractsans of
uninvested cash and allocations to cash, if anypir account
into:

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

* money market mutual funds (each, a “Money Markeatd”u
and, together with BDP Deposit Accounts,
Investments”). These money market funds are mahage
Morgan Stanley Investment Management Inc. or amoth
MSSB affiliate.

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

You acknowledge that MSSB may with 30 days writtenice

(i) make changes to these sweep terms; (i) makegds to the
terms and conditions of any available sweep investm(iii)

change, add or delete the products available ageapsoption;
or (iv) transfer your sweep investment from one epvproduct
to another.

A client is a “Retirement Plan” for the purposestois ADV
Brochure if it is either a qualified employee bengfan, as
defined under ERISA, an individual retirement agtolilRA")
described in Section 4975 of the Internal Revenogef 1986,
as amended (the “Code”) or a plan or other arraegesubject
to fiduciary and prohibited transaction requirensenof
substantially similar state, local or foreign la@lients that are
considered Retirement Plans or are Coverdell Ethre&avings
Accounts should read Exhibit A to this Brochure ffikated

“Sweep

Program. You may also obtain the Bank Deposit Ruogr
Disclosure Statement as well as current interé¢esrapplicable
to your account, by contacting your Financial Advisor

through MSSB's web site at
www.morganstanley.com/wealth/services/bankdepasitam.a

sp. You acknowledge and understand that we maydrtre

list of Sweep Banks at any time with 30 days wnitteotice to

you. If you are participating in the Bank DepoBitogram,

please read the Bank Deposit Program DisclosuréerSent

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 (i) MSSB and its affiliates are not resgible for any

insured or uninsured portion of your deposits ay af the
Sweep Banks.

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

Unless otherwise specifically disclosed to you inriting, such
as in connection with the Bank Deposit Program not
above, investments and services offered through M8Sare

Money Market Funds Fee Disclosure Statement anditFlonot insured by the FDIC, are not deposits or other

Disclosure Statement”).

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

Bank Deposit Program

Through the Bank Deposit Program, Deposit Accouats
established for you at one or more of the followihgnks
(individually and collectively, the “Sweep Banks'j) Morgan
Stanley Bank, N.A. and/or (ii) Morgan Stanley PtevaBank,
National Association. The Sweep Banks are affitlatgith

obligations of, or guaranteed by, the Sweep Banksand
involve investment risks, including possible loss fothe
principal invested.

Money Market Funds.

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

MSSB The Sweep Banks pay interest on the Deposit Adsoun|f a Money Market Fund is your Sweep Investmentu yo

established under the BDP. Your deposits at theefwiganks
will be insured by the Federal Deposit InsurancepGration
(“FDIC") up to applicable limits, in accordance WIEDIC rules
and subject to aggregation of all the accountdyding, without
limitation, certificates of deposit) that you hodd the Sweep

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

Each of these Money Market Funds is a separatestimant
with different investment objectives. Their feesgpenses,
minimum investment requirements, dividend policiesd
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procedures may vary. Before you invest in any Molarket

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

Money Market Fund, not a bank deposit.

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

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

balanceminimum for any one or more accounts.

If you invest in the program described in this Broe, your
Financial Advisor may agree to charge a fee lesm tthe
maximum fee stated above. The amount of the feepay is a
factor we use in calculating the compensation wg paur

Financial Advisor. Therefore, Financial Advisoravk a
financial incentive not to reduce fees. If youe fate is below
a certain threshold in the Strategic Portfolios atiter advisory
program, we give your Financial Advisor credit fess than the
total amount of your fee in calculating his or lskempensation.
Therefore, Financial Advisors also have a finaniciaéntive not
to reduce fees below that threshold.

Iltem 5: Account Requirements and
Types of Clients

Account Minimums. In the Strategic Portfolios program,
MSSB generally imposes an investment minimum of, 380
for new accounts. MSSB, in its sole discretionymaive this
As indicatedtem
4.A above, the Strategic Portfolios program is enitly closed to
new clients.

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

We may offer other money market funds as a non-pweeplan participants, other pooled investment vehi¢kes., hedge

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

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

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

and Evaluation

Selection and Review of Portfolio
Managers for the Program

A.

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

Investment. For Retirement Plans with cash bakmreested

in Money Market Funds sponsored or managed by MssH the Strategic Portfolios program, the client'scaunt is

affiliates, certain fees received and retained hghsMSSB
affiliates will be credited to the account or offsainst the
advisory program fee.
(“Affiliated Money Market Funds Fee Disclosure ®taent and
Float Disclosure Statement”) for more details.

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

D.

If you invest in the program described in this Broehua
portion of the fees payable to us in connectiomwiur account
is allocated on an ongoing basis to your Finan&@lisor. The
amount allocated to your Financial Advisor in coctien with
accounts opened in program described in this Brecimay be
more than if you participated in other MSSB investin
advisory programs, or if you paid separately fovestment
advice, brokerage and other services. The ratermpensation
we pay Financial Advisors with respect to prograccaants
may be higher than the rate we pay Financial Adsiswith
respect to transaction-based brokerage accounts.our Y
Financial Advisor may therefore have a financiateintive to
recommend one of the program described in this IBnee
instead of other MSSB programs or services.

Compensation to Financial Advisors

managed by MSSB (acting through its Private Paaf@roup
division) without the involvement of any Sub-Manegge The

Please see Exhibit A atigchePortfolios are individually managed based on thplementation

of a disciplined strategy (the Dow Dividend Strafeg The
individual portfolio manager who implements thisagtgy for
all clients is an employee of the MSSB Private feta Group.
See Item 4.A above for a description of the sesvaféered in
the Strategic Portfolios program.

Because the program is closed to new clients, M&&88ulates
individual account performance for each client, ligies not
currently calculate aggregate performance acrossuats. No
third party reviews this performance calculation.

B.

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

Conflicts of Interest

In the Strategic Portfolios program, MSSB actstes fortfolio
manager, and is compensated accordingly as dedcabeve.
MSSB and your Financial Advisor retain a greatetipo of the
advisory fee in the Strategic Portfolios prograrhant in a
program in which an unaffiliated investment managets as
your portfolio manager. MSSB and your Financialvisdr
may earn more compensation if you invest in a @ogr
described in this Brochure than if you open a brage account
to buy individual securities (although, in a brakge account,
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you would not receive all the benefits of the pesgrdescribed
in this Brochure). This creates a conflict of netet for MSSB
as Financial Advisors and MSSB have a financiakitive to

recommend the program described in this Brochuré/e

address this conflict of interest by disclosingdtyou and by
requiring Financial Advisors’ supervisors to revigaur account
at account-opening to ensure that it is suitableyém in light of

matters such as your investment objectives andndiah
circumstances.

Other Conflicts of Interest

As well as the conflicts of interest arising fronB8B acting as
portfolio manager, MSSB has various other conflaftinterests
relating to the program described in this Brochure.

Different Advice. MSSB, MS&Co. and their affiliates may
give different advice, take different action, reeemore or less
compensation, or hold or deal in different secesifior any other
party, client or account (including their own acntsuor those of
their affiliates) from the advice given, actions ken,
compensation received or securities held or deait your
account.

Trading or Issuing Securities in, or Linked to Sedties in,
Client Accounts. MSSB, MS&Co. and their affiliates may
provide bids and offers, and may act as principatket maker,
in respect of the same securities held in clieabants. MSSB,
the investment managers in its programs, MS&Co. Hrair
affiliates and employees may hold a position (l@ngshort) in
the same securities held in client accounts. MSEB&CO.
and/or their affiliates are regular issuers of éddinancial
instruments linked to securities that may be puseban client
accounts. From time to time, the trading of MSSB its
affiliates — both for their proprietary accountsdafor client
accounts — may be detrimental to securities hela lojient and
thus create a conflict of interest. We address thinflict by
disclosing it to you.

Trade Allocations MSSBmay aggregate the securities to buy or

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

Services Provided to Other ClientMSSB, MS&Co. and their
affiliates provide a variety of services (includimgsearch,
brokerage, asset management, trading, lending mvestiment
banking services) for each other and for variougents
(including issuers of securities that MSSB may receend for
purchase or sale by clients or are otherwise helcclient
accounts). MSSB, MS&Co. and their affiliates
compensation and fees in connection with thesdcesrvMSSB
believes that the nature and range of clients taclwisuch
services are rendered is such that it would bevisablle to
exclude categorically all of these companies framaacount.
Accordingly, it is likely that securities in an axmt will include
some of the securities of companies for which MSBB&Co.
and their affiliates perform investment bankingtrer services.

Restrictions on Securities Transaction$here may be periods
during which MSSB or investment managers are nomnjied
to initiate or recommend certain types of transadiin the
securities of issuers for which MS&Co. or one sfaffiliates is

reeeiv

performing broker-dealer or investment banking mesvor have
confidential or material non-public information. rthermore, in
certain investment advisory programs, MSSB maydrepelled

to forgo trading in, or providing advice regardiniglorgan

Stanley Parent securities, and in certain relagedrities. These
restrictions may adversely impact your accountqremaince.

MSSB, the investment managers and their affiliatesy also
develop analyses and/or evaluations of securitild & a
program described in this Brochure, as well as bog sell
interests in securities on behalf of its proprigtar client
accounts. These analyses, evaluations and purcrasesale
activities are proprietary and confidential, and $3BSwill not
disclose them to clients. MSSB may not be ablectpia respect
of clients’ account, on any such information, asaly or
evaluations.

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

Research ReportsMS&Co. does business with companies
covered by its research groups. Furthermore, MS&Da its

affiliates, and client accounts, may hold a tradiogition (long

or short) in the securities of companies subjeaurh research.
Therefore, MS&Co. has a conflict of interest thatld affect

the objectivity of its research reports.

Certain Trading SystemdMSSB may effect trades on behalf of
client accounts through exchanges, electronic comication
networks or other alternative trading systems (tilmg
Systems”), including Trading Systems in which MS8B its
affiliates may have a direct or indirect ownersimiferest, or on
which MSSB or its affiliates may have a board séatcertain
instances, MSSB and/or its affiliates may be deetoecbntrol
one or more of such Trading Systems based on tied ¢¢ such
ownership interest, and whether MSSB or its affiéa are
represented on the board of such Trading SystemSISISB
directly or indirectly effects client trades thrduglrading
Systems in which MSSB or its affiliates have an ewship
interest, MSSB or its affiliates may receive ardiiact
economic benefit based on their ownership intetasaddition,
subject at all times to its obligations to obtaasbexecution for
its customers’ orders, it is contemplated that MS&B route
certain customer order flow to its affiliates. Gamtly, MSSB
and/or its affiliates (including affiliates of MS&C) own over
5% of the voting securities of certain Trading 8yss, including
BATS Global Markets, Inc. (commonly known as “BAT)S”
BIDS Holdings LLC (commonly known as “BIDS"); MTS
Portugal; iISWAP; The MuniCenter; BOX Options Exchan
LLC; OTC DerivNet; and TradeWeb. The Trading Systeon
which MSSB trades for client accounts and in whHit8SB or
its affiliates own interests may change from tiroetime. You
may contact your Financial Advisor for an up-toeddist of
Trading Systems in which MSSB or its affiliates oumterests
and on which MSSB and/or MS&Co. trades for cliestaunts.

Certain Trading Systems offer cash credits for rdthat
provide liquidity to their books and charge expliéées for
orders that extract liquidity from their books. Fradime to time,
the amount of credits that MSSB, and/or MS&Co. nezefrom
one or more Trading System may exceed the amouwattish
charged. Under these limited circumstances, sug/meats
would constitute payment for order flow.
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Certain Trading Systems through which MSSB and/&&@o.
may directly or indirectly effect client trades exge
transactions on a “blind” basis, so that a partyttransaction
does not know the identity of the counterpartyh® transaction.
It is possible that an order for a client accounat tis executed
through such a Trading System could be automagicalitched
with a counterparty that is (i) another 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. and Aiftes.
In connection with creating the joint venture, agrtagreements
were entered into between or involving some oro&IMSSB,
MS&Co. and their affiliates. Some of these agreemen
including the following, remain in effect even tlghuMSSB is
now a wholly owned subsidiary of Morgan Stanleyepar

Tailoring Services for Individual Clients

In the program described in this Brochure, you npdgce
reasonable restrictions on the investments in ymaount (as
discussed above in Item 4.A).

Wrap Fee Programs

In the Strategic Portfolios program, MSSB acts @ih the wrap
fee program sponsor and the portfolio manager. BI€Ses
not act as portfolio manager in any programs whiehnot wrap
fee programs but are otherwise similar to Stratdpctfolios.
In the Strategic Portfolios program, MSSB receitles entire
wrap fee. See Item 4.A above, for more information.

Performance-Based Fees

The program described in this Brochure does notrgeha

« Order Flow. An agreement that, subject to best executionperformance-based fees.

MSSB will transmit an agreed percentage of cliertecs
for the purchase and sale of securities to MS&QCul s
affiliates. MSSB has a conflict of interest in tsamtting
client orders to these entities.

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

promote certain securities and other products wmitten,
distributed or sponsored by MS&Co. or its affiliatd1SSB
has a conflict of interest in offering, recommengior
purchasing any such security or other product tdoorits
investment advisory clients.

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

the Sweep Investment.See Item 4.C above (Services, Fees an

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

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

Methods of Analysis and Investment Strategies

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

Policies and Procedures Relating to Voting Client
Securities

Electing Who Votes Proxies.

In the Strategic Portfolios program, clients who i elect to
vote proxies themselves direct MSSB to vote thexipsy and
authorize MSSB to further delegate all proxy votights to a
glird party proxy voting and advisory service (tReoxy Voting

ervice”). If the Proxy Voting Service does notvéaa
recommendation for any particular proxy vote, MSS8iB vote
the proxy as it determines is appropriate.

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

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

Block Trades. MSSB may direct some block trades to MSSBMSSB’s Proxy Voting Policies and Procedureslf you have

for execution, which blocks may include tradesdther clients
of MSSB. Although MSSB executes these block traateso
commission, MSSB may obtain a benefit from exegutimese
block trades, as a result of the increased tradinfume
attributable to these blocks.

Consulting Group Trust Services. MSSB has made
arrangements to have a number of external trustpeoimas
participate in CG Trust Services. Please see It&xralove, for
a full description of services and potential cartfliof interest.

C.

Description of Advisory Services

In the Strategic Portfolios program, MSSB (actihgotigh its
Private Portfolio Group division) acts as the pditf manager.
See Item 4.A above for a description of the sesvaféered in
the Strategic Portfolios program.

MSSB Acting as Portfolio Manager

delegated proxy voting authority to MSSB as prodiddove,
you may obtain information as to how we voted pegxfor your
account during the particular annual period, framaryFinancial
Advisor. You may also obtain a copy of MSSB'’s velet
proxy voting policies and procedures (includingapy of the
Proxy Voting Service’s policy guidelines and vote
recommendations in effect from time to time), froyour
Financial Advisor.

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

ltem 7: Client Information Provided to
Portfolio Manager

In the Strategic Portfolios program, MSSB is thertfotio
manager and receives the Client Information from.yo
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Item 8: Client Contact with Portfolio

Manager

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

Item 9: Additional Information

Disciplinary Information

This section contains

information on certain legahd

disciplinary events.

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

In 2004, the NYSE brought an administrative actidiaging
that MS&Co. and MSDW (1) failed to ensure delivesly
prospectuses in connection with certain sales ofrritées;
(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 comtien with
certain matters; (5) hired certain individuals ®abj to
statutory disqualification and failed to file firgeint cards
for certain non-registered employees; (6) failedctonply
with requirements concerning certain market-oneland
limit-on-close orders; and (7) failed to reasonatlypervise
certain activities. MS&Co. and MSDW resolved theiat
on January 7, 2005, by consenting, without adngjttor
denying guilt, to a censure, a fine of $13 millicand a
rescission offer to those clients who should haeeived a
prospectus during the period from June 2003 to 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 custsmwho
received allocations of IPOs to place purchase rerder
additional shares in the aftermarket. The SEC didatiege
fraud or impact on the market. On January 25, 2005,
MS&Co. agreed to the entry of a judgment enjoining
MS&Co. from future violations and the payment of40
million civil penalty. The settlement terms recalveourt
approval on February 4, 2005.

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

at the point of sale that such shares were sulbjebigher
annual fees. These fees could have a negative tmpac
client investment returns, depending on the amourdsted
and the intended holding period. The SEC order weas
CGM, required CGM to cease and desist from future
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violations of the applicable provisions, and regqdiCGM 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 sixtne of
2003. The NASD found that CGM either had not adégya
disclosed at the point of sale, or had not adefpate
considered in connection with its recommendatianslients
to purchase Class B and Class C shares, the diffesein
share classes and that an equal investment in Blassires
generally would have been more advantageous for
clients. The NASD also found that CGM’s supervisand
compliance policies and procedures regarding Ckasnd
Class C shares had not been reasonably designedstwe
that SB Financial Consultants consistently providddquate
disclosure of, or consideration to, the benefitéhef various
mutual fund share classes as they applied to icdéali
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 trarsagent for
the Smith Barney family of mutual funds (“Smith Bay
Funds”). SBFM was an affiiate of CGM during the
applicable period.

The SEC order found that SBFM and CGM willfully 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 psimygpa
new transfer agent arrangement with an affiliatehdfer
agent that: First Data Investors Services GroupirgtF
Data”), the Smith Barney Funds’ then-existing tfanagent,
had offered to continue as transfer agent and dostime
work for substantially less money than before; @itijroup
Asset Management (“CAM”), the Citi business unitatth
includes the Smith Barney Funds’ investment manager
other investment advisory companies, had 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 excharg®mong
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 faluo
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 proposeazhgement
was in the Smith Barney Funds’ best interests &ad ho
viable alternatives existed. SBFM and CGM did rairnd 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 Gitipay
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$208.1 million, including $109 million in disgorgemt of

profits, $19.1 million in interest, and a civil m®npenalty of

$80 million. Approximately $24.4 million has alrgatieen

paid to the Smith Barney Funds, primarily througke f
waivers. The remaining $183.7 million, including eth
penalty, has been paid to the U.S. Treasury.

The order required SBFM to recommend a new trarsgfent
contract to the Smith Barney Fund Boards within 8i&9s of
the entry of the order; if a Citi affiliate subneitt a proposal
to serve as transfer agent or sub-transfer agent, a
independent monitor must be engaged at the expehse
SBFM and CGM to oversee a competitive bidding pssce
Under the order, Citi also must comply with an adeth
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 consudtipgrt to
advise and assist the Board on the selection tdiceservice
providers affiliated with Citi.

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

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

The SEC alleged that MS&Co. violated the Exchangebdy
inadvertently failing to timely produce emails thet SEC
staff pursuant to subpoenas in the SEC’s invesbiganto
MS&Co.’s practices in allocating shares of stockR®s and
an investigation into conflicts of interest betwdd8&Co.’s
research and investment banking practices. Without
admitting or denying the allegations, MS&Co. coriedrto a -«
final judgment on May 12, 2006 in which it was pamantly
restrained and enjoined from violating the Exchamrgs.
MS&Co. agreed to make payments aggregating $15omill
which amount was reduced by $5 million contempovasky
paid by MS&Co. to the NASD and the NYSE in related
proceedings. MS&Co. also agreed to notify the SH@,
NASD and the NYSE that it has adopted and implesgnt
policies and procedures reasonably designed to rensu
compliance with the Exchange Act. MS&Co. also adrae
provide annual training to its employees respomsifir
preserving or producing electronic communicationsd a
agreed to retain an independent consultant to wewad
comment on the implementation and effectivenesshef
policies, procedures and training.

On June 27, 2006, the SEC announced the initicdioc
concurrent settlement of administrative cease agdistl
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 throudo@, -
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 aaieq
guidance to MS&Co.’s and MSDW'’s personnel chargét w
conducting surveillance; and (3) have adequateraisntn
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place with respect to certain aspects of “Watcht’Lis
maintenance. The SEC'’s findings covered differergaa
from the 1997 through 2006 time period. MS&Co. and
MSDW were ordered to pay a civil money penalty 60$
million and agreed to enhance their policies amt@dures.

On August 21, 2006, MS&Co. and MSDW entered into a
LAWC relating various finds that, at various timestween
July 1999 and 2005, MS&Co. violated a number of NDAS
and SEC rules. The violations related to 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 optioasitipns
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 mondiiagy

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

On May 9, 2007, the SEC issued an Order (“May 2007
Order”) settling an administrative action with MS&CIn
this matter, the SEC found that MS&Co. violateddtgy of
best execution under the Exchange Act. In particulae
SEC found that, during the period of October 240120
through December 8, 2004, MS&Co.'s proprietary rneark
making system failed to provide best execution ¢otain
retail OTC orders. In December 2004, MS&Co. remotresl
computer code in the proprietary market-making esysthat
caused the best execution violations. MS&Co. coteskn
without admitting or denying the findings, to a sere, to
cease and desist from committing or causing future
violations, to pay disgorgement of approximately.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 ptami
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 jme&d to the
NYSE and half to be paid to the distribution fund)) a
penalty of $5 million to be paid to the State ofvNéersey;
and (e) appointing a consultant to develop a ptarpady
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 recorasfailed 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 ancedrto
pay a $3 million regulatory fine and to retain adependent
consultant to review its procedures for complyingthw
discovery requirements in arbitration proceedirgating to
its retail brokerage operations.

On October 10, 2007, MS&Co. became the subjectnof a
Order Instituting Administrative and Cease-And-3ési
Proceedings (“October 2007 Order”) by the SEC. The
October 2007 Order found that, from 2000 until 2005
MS&Co. and MSDW failed to provide to their retail
customers accurate and complete written trade reoafions
for certain fixed income securities in violation dhe
Exchange Act and MSRB rules. In addition, MS&Co.swa
ordered to cease and desist from committing oringusny
future violations, and was required to pay a $7.8ian
penalty and to retain an independent consultantetgew
MS&Co.’s applicable policies and procedures. MS&Co.
consented to the issuance of the October 2007 Qvideout
admitting or denying the SEC'’s findings.

On December 18, 2007, MS&Co. became the subjeetnof
Order Instituting ~ Administrative Cease-and-Desist
Proceedings (“December 2007 Order”) by the SEC. The
December 2007 Order found that, from January 20&# u
August 2003, MSDW (1) failed to reasonably supenfisur
Financial Advisors, with a view to preventing anetetting
their mutual fund market-timing activities and (2plated
the Investment Company Act of 1940 by allowing ripl
mutual fund trades that were placed or amended #ite
close of trading to be priced at that day’s closiaj asset
value. The December 2007 Order also found thaty 2600
through 2003, MSDW violated the Exchange Act by not
making and keeping records of customer orders glafer
the market close and orders placed for certain édidgd
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customers in variable annuity sub-accounts. Without
admitting or denying the SEC'’s findings, MS&Co. el to

a censure, to cease and desist from future violstaf 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 distritout
consultant.

In May 2005, MS&Co. and MSDW discovered that, from
about January 1997 until May 2005, their orderyesystems
did not check whether certain secondary market rites.
transactions complied with state registration reguents
known as Blue Sky laws. This resulted in the imgrogale
of securities that were not registered in 46 saat territorial
jurisdictions. MS&Co. and MSDW conducted an intdrna
investigation, repaired system errors, self-regbrtthe
problem to all affected states and the New Yorkckto
Exchange, identified transactions which were exagtuh
violation of the Blue Sky laws, and offered resicasto
affected customers. MS&Co. settled the state regula
issues in a multi-state settlement with the 46 ciffeé state
and territorial jurisdictions. Under the settlemelS&Co.
consented to a cease and desist order with, aeg¢dgo 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 subsequess statr the
coming months.

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

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

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

if so, the amount of the civil penalty; and (iiijdered that
CGM's Consent be incorporated into the November8200
Judgment and that CGM comply with all of the undkirigs



and agreements in the Consent, which include ar tdfbuy
back at par certain ARS from certain customers. $BE’s
complaint alleged that (1) CGM misled tens of trands of
its customers regarding the fundamental naturendf résks

associated with ARS that CGM underwrote, marketed a °

sold; (2) through its financial advisers, salesspanel and
marketing materials, CGM misrepresented to custsrtieat
ARS were safe, highly liquid investments comparatie
money market instruments; (3) as a result, nume@GM

customers invested in ARS funds they needed to have

available on a short-term basis; (4) in mid-Febyu2008,
CGM decided to stop supporting the auctions; andaéba
result of the failed auctions, tens of thousandsC&M
customers held approximately $45 billion of illiquARS,

instead of the liquid short-term investments CGMd ha |

represented ARS to be. CGM reached substantiathjlasi
settlements with the NYAG and the Texas State $wgEsir
Board (“TSSB”), although those settlements
administrative in nature and neither involved thiad of a
civil action in state court. The settlements witle tNYAG
and the TSSB differed somewhat from the settlenvatti
the SEC in that the state settlements (a) madénfiscdthat
CGM failed to preserve certain recordings of tetaghcalls
involving the ARS trading desk; and (b) required LG
refund certain underwriting fees to certain muratijgsuers.
In addition, as part of the settlement with New K,0€GM
paid a civil penalty of $50 million. CGM also agdeén
principle to pay to states other than New York withich it
enters into formal settlements a total of $50 willi CGM
paid $3.59 million of this $50 million to Texas part of the
settlement with that state. CGM expects it will aea
settlements with the remaining states.

MSDW failed to reasonably supervise the activitidstwo
Financial Advisors in one of its branches. FINRArd that
these Financial Advisors solicited brokerage anagstment
advisory business from retirees and potential gesr of
certain large companies by promoting unrealistiegtment
returns and failing to disclose material informati¢-INRA
also held that MS&Co. failed to ensure that theusées and

On March 25, 2009, MS&Co. entered into a LAWC with *
FINRA. FINRA found that, from 1998 through 2003,

Activities of Morgan Stanley Parent. Morgan Stanley Parent

is a global firm engaging, through its various sdiasies, in a

wide range of financial services including:

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

« merchant banking and other principal investmeriviiets
brokerage and research services
+ asset management

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

global custody, securities clearance services, saudrities
lending.

wereBroker-Dealer and FCM RegistrationsAs well as being a

registered investment advisor, MSSB is register®a &roker-
dealer and a futures commission merchant (“FCM”).

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

¢ MSSB and MS&Co. generally do not act as principal i
executing trades for MSSB investment advisory t¢fien
(except to the extent permitted by a program aadatv).

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

Certain regulatory requirements may limit MSSB'sligb

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

These restrictions may adversely client anto

performance.

impact

See Item 6.B above for conflicts arising from offiliation with

accounts recommended for the retirees were properlyIS&Co. and its affiliates.

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

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

Other Financial Industry Activities and Affiliation s

Morgan Stanley Parent is a financial holding conypander the
Bank Holding Company Act of 1956. Morgan StanleyePéa is
a corporation whose shares are publicly held aadett on the
New York Stock Exchange. Prior to June 28, 201338 was
owned by a joint venture company which was indlyeotvned
65% by Morgan Stanley Parent and 35% by Citi. QmeJ28,
2013, Morgan Stanley Parent purchased Citi's 358érést in
MSSB. Accordingly, MSSB is now a wholly owned irelit
subsidiary of Morgan Stanley Parent.

Related Investment Advisors and Other Service Pdevs.
MSSB has related persons that are the investmensead to

mutual funds in various investment advisory progam
(including Morgan Stanley Investment Management .,Inc
Morgan Stanley Investment Management Limited and

Consulting Group Advisory Services LLC). If yowest your

assets in an affiliated mutual fund, MSSB and ffdiates earn

more money than if you invest in an unaffiliated toal fund.

Generally, for Retirement Plans, MSSB rebates fsets fees so
that MSSB complies with IRS and Department of Lahdes

and regulations.

Morgan Stanley Investment Management Inc. and i®I
owned subsidiary Morgan Stanley Services Companydarve
in various advisory, management, and administratieacities
to open-end and closed-end investment companieso#met
portfolios (some of which are listed on the NYSE).

Morgan Stanley Distribution Inc. serves as distidoifor these
open-end investment companies, and has enteredséhated
dealer agreements with MSSB and affiliates. Mor&ianley
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Distribution Inc. also may enter into selected dealgreements
with other dealers. Under these agreements,
affiliates, and other selected dealers, are congteddor sale of
fund shares to clients on a brokerage basis, andhfareholder
servicing (including pursuant to plans of distributadopted by
the investment companies pursuant to Rule 12b-leurtte
Investment Company Act of 1940).

Morgan Stanley Services Company Inc., an affilieteMSSB,
serves as transfer agent and dividend disbursirentaépr
investment companies advised by Morgan Stanley sknvent
Management Inc. and other affiliated investmentisateé and
may receive annual per shareholder account fees &owith
respect to them and certain unaffiliated investnocempanies.

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

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

See Item 6.B above for a description of variousflazia of
interest.

Code of Ethics

The MSSB US Investment Advisory Code of Ethics (€9
applies to MSSB’s employees, supervisors, offiegrs directors
engaged in offering or providing investment adwsproducts
and/or services (collectively, the “Employees”).dssence, the
Code prohibits Employees from engaging
transactions or activities that involve a materi@nflict of
interest, possible diversion of a corporate opputyy or the
appearance of impropriety. Employees must alwageeplthe
interests of MSSB’s clients above their own and tmever use
knowledge of client transactions acquired in therse of their
work to their own advantage. Supervisors are reguio use
reasonable supervision to detect and prevent amhatigns of
the Code by the individuals, branches and depaitsribat they
supervise.

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

e An Employee who wishes to conduct business activity

outside of his or her employment with MSSB, regesdlof

MSSB an

financial institution, a securities or commoditieschange,
the media, or a government or quasi-governmentéalyen

Employees cannot enter into a lending arrangemétht 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 aairth
clients, trade in securities of issuers on the tResd List”
(unless they receive prior written approval frome th
Compliance Department).

e Certain Employees, because of their potential acteaon-
public information, must obtain prior written appab or
provide pre-trade notification before executing taier
securities transactions for their personal seesieiccounts.
All Employees must also follow special procedures f
investing in private securities transactions.

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

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

See Item 6.B above, for a discussion of Conflittaterest.
Reviewing Accounts

At account opening, your Financial Advisor and lis her
Branch Manager (or the Branch Manager’s designegjirms
that, the account is a suitable investment for you.

in securitie Your Financial Advisor is then responsible for ewing your

account on an ongoing basis.

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

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

Our Professional Alliance Group program allows aiert
unaffiliated third parties to refer clients to MSSBIf the client
invests in an investment advisory program, we pay third
party an ongoing referral fee (generally about 28%he portion
of the client fee that we would otherwise allocdte the
Financial Advisor). We may pay a fee greater es than 25%
depending on the facts and circumstances of tha¢igakhip.

Financial Information

We are not required to include a balance sheétisrBrochure

whether that Employee receives compensation fos thibecause we do not require or solicit prepaymentarke than

activity, must first obtain written authorizatioof his or

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

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

» Employees are generally prohibited from giving @aiving
gifts or gratuities greater than $100 per recipigmr
calendar year to or from persons or organizatiofith w
which MSSB has a current or potential
relationship, clients, or persons connected witlotler

$1,200 in fees per client, six months or more inaade.

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

MSSB and its predecessors have not been the subfeat
bankruptcy petition during the past 10 years.

business
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Exhibit A: Affiliated Money Market Funds Fee Disclosure Statement and
Float Disclosure Statement

Sweep Vehicles in Retirement Accounts and CESAsS

Since the dates below (“Effective Dates”), the daling “Retirement Plan Accounts” (IRAs, EmployeenBét Trusts

(“EBTs"), Retirement Plan Manager (“RPM”) accoungésid Versatile Investment Program (“VIP”) accourasyl Coverdell
Education Savings Accounts (“CESAS”) have generadign effecting temporary sweep transactions of urgvwested cash
balances into Deposit Accounts established under BAnk Deposit Program (although SB Channel Re&rgnPlan

Accounts did not begin using BDP as the Sweep Invest until MSSB merged its SB Channel and MS Ckhim2012):

» September 17, 20G@r “IRAS” (e.g., Traditional, Roth, Rollover, SEBAR-SEP, SIMPLE), and
e May 19, 2008or the remaining Retirement Plan Accounts (€E@®T, RPM and VIP accounts) and CESAs.

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

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

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

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

Now, as an alternative to the Deposit Account, Retient Plan Accounts and CESAs can choose to swetpILAF.

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

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

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

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

Interest Earned on Float

If MSSB is the custodian of your account, MSSB 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 interestdimiiends) and

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

This interest is generally at the prevailing FetlEtads interest rate.

Generally, with respect to such assets awaitingstment:

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

o when the custodian receives the assets on a Basibeg but after the NYSE closes, or on a day wischot a
Business Day, the custodian earns interest thrtheglkend of the second following Business Day.
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MSSB as an ERISA fiduciary

If MSSB is a fiduciary (as that term is defined and&RISA or the Internal Revenue Code) with respethe Retirement
Plan Account, the table below describes the fedssapenses charged to assets invested in shattes wioney market funds
in which the account invests (expressed as a pagerof each fund’s average daily net assets forstated fiscal year).
Note that:

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

* Expenses designated as “Other Expenses” includexp#nses not otherwise disclosed in the tablewka¢ deducted
from each fund’s assets or charged to all sharehadcounts in the stated fiscal year (and may gihdrom year to
year).

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

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

operations in its annual report.

Morgan Stanley Investment Management (and/or 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, pulading a rate
of return on your cash positions pending investmaAatis typical of such arrangements, we use offiljaded money funds
for this purpose.

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

The fund expense information below reflects the trmesent information available to us as of Febru2By 2014, and is
subject to change. Please refer to the funds’ nupespectuses, statements of additional infolonatind annual 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 0.25% 0.10% 0.07% 0.42% .26%
Active Assets Government Securities
Trust 0.45% 0.10% 0.12% 0.67% 0.14%
Active Assets Institutional Government
Securities Trust 0.10% None 0.07% 0.17% 0.14%
Active Assets Institutional Money Trust  0.10% None 0.08% 0.18% 0.17%
Morgan Stanley Liquid Asset Fund Inc. 0.23% 0.10% 1200 0.45% 0.23%
Morgan Stanley U.S. Government
Money Market Trust 0.35% 0.10% 0.10% 0.55% 0.16%
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