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Furopean MMF Regulatory Update

Significant progress has been made in recently on the European Money Market Funds Regulation (MMFR) file.
Prior to Slovakia taking over the Presidency of the Council in July, the Dutch were able to finalise the Council’s text
in order to move the file to trilogue negotiation with the Parliament and Commission. Negotiations are expected to

occur through year end, with the second trilogue planned for September.

Once law, the MMF Regulation will have direct application in all EU Member States. Supervision remains the prerogative
of national competent authorities, but the European Securities and Market Authority (ESMA) will be tasked with

ensuring consistent application.

The Council’s text differs from the Parliament’s agreement—which was finalised in 2015—in many significant ways.

The chart below illustrates the difference between the two proposals.

COUNCIL TEXT

ECON COMMITTEE TEXT

Constant Net Asset Value
(CNAV) Funds

Full use of amortised cost accounting
Limited to:

* MMFs that invest a minimum of 99.5%
in public debt instruments

Full use of amortised cost accounting
Limited to:

o MMFs that invest a minimum of 99.5%
in EU public debt instruments
 Retail MMFs

Low Volatility Net Asset
Value (LVNAV) Funds

Limited use of amortised cost accounting

« Securities maturing in 75 days or less
 Securities whose mark to market price
does not deviate more than 10 basis

points from amortised cost

If the portfolio NAV deviates more than
20 basis points from 1.00/share, the
fund must convert to VNAV

Limited use of amortised cost
accounting

 Securities maturing in 90 days or less
If the portfolio NAV deviates more than

20 basis points from 1.00/share, the
fund must convert to VNAV

Variable Net Asset Value No amortised cost accounting with No amortised cost accounting with

(VNAV) Funds fund NAV/share rounded to nearest basis fund NAV/share rounded to nearest
points (4 decimal places) basis points (4 decimal places)

Capital Buffer Provisions NA NA

Sponsor Support Banned Banned

External Ratings Allowed Allowed

Liquidity Requirements

CNAV MMF: 10% daily maturing assets
and 30% weekly maturing assets

LVNAV MMF: 10% daily maturing assets
and 30% weekly maturing assets

VNAV MMF: 7.5% daily maturing assets
and 15% weekly maturing assets

CNAV MMF: 15% daily maturing assets
and 30% weekly maturing assets

LVNAV MMF: 15% daily maturing assets
and 30% weekly maturing assets

VNAV MMF: 10% daily maturing assets
and 20% weekly maturing assets

Fees and Gates

No fees and gates for VNAV funds.
CNAV and LVNAV only if minimum
weekly liquidity is breached

No fees and gates for VNAV funds.
CNAV and LVNAV only if minimum
weekly liquidity is breached

Sunset Clause

NA

LVNAV authorised for a period
of 5 years

Source: European Union Parliament



Background

In September 2013, the European Commission (Commission) released a proposal for new MMF regulation. Key
components of this proposal included:

* 3% capital buffer for CNAV funds; all other funds convert to VNAV
¢ Minimum daily and weekly portfolio liquidity and additional diversification requirements

e Elimination of both amortised cost accounting and external credit ratings

The proposal initiated the lengthy legislative procedure known as codecision. Through the codecision procedure,
the proposal is initially discussed in the Economics and Monetary Affairs Committee (ECON Committee)
within European Parliament (Parliament) and the Economic and Financial Affairs Council (ECOFIN) within the
Council of Ministers (the Council). Once the ECON Committee agrees upon a position, it is subject to plenary
ratification by the full Parliament. Similarly, once the ECOFIN agrees upon a position, it is subject to ratification
by the Council. When both have adopted a position, a trilogue (three-way negotiation) is held whereby the
Commission, Parliament and the Council work to agree upon a single text.

On 26 February 2015, the ECON Committee reached a political agreement on MMF regulation. The text of
this agreement was ratified by a full vote of Parliament on 28 April 2015. The Parliament text simply reflects its
negotiated position as it enters trilogue with the Commission and Council. Historically, regulations are amended
as they are worked through the trilogue process.

We will continue to provide updates on the progress of this file. Should you have any further questions,
please contact your Morgan Stanley Relationship Manager.



Weighted average life (WAL): A measure of sensitivity to liquidity and/
or credit risk. Weighted average life takes into account all call options
exercised by the issuer as well as permissible maturity shortening devices
such as demand features.

Weighted average maturity (WAM): Maturity measures the number of
days remaining in the life of a bond. The weighted average maturity of the
portfolio represents the market-weighted average of the maturities of the
portfolio’s individual holdings.

This material is for use of Professional Clients only, except in the U.S.
where the material may be redistributed or used with the general public.

The views and opinions are those of the author as of the date of publication
and are subject to change at any time due to market or economic conditions
and may not necessarily come to pass. Furthermore, the views will not be
updated or otherwise revised to reflect information that subsequently
becomes available or circumstances existing, or changes occurring, after the
date of publication. The views expressed do not reflect the opinions of all
portfolio managers at Morgan Stanley Investment Management (MSIM) or
the views of the firm as a whole, and may not be reflected in all the strategies
and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of the
authors. These conclusions are speculative in nature, may not come to pass
and are not intended to predict the future performance of any specific
Morgan Stanley Investment Management product.

Certain information herein is based on data obtained from third party sources
believed to be reliable. However, we have not verified this information, and
we make no representations whatsoever as to its accuracy or completeness.

Allinformation provided has been prepared solely for information purposes
and does not constitute an offer or a recommendation to buy or sell any
particular security or to adopt any specific investment strategy. The informa-
tion herein has not been based on a consideration of any individual investor
circumstances and is not investment advice, nor should it be construed in
any way as tax, accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including advice as to
tax consequences, before making any investment decision.

The value of the investments and the income from them can go down as
well as up and an investor may not get back the amount invested.

This communication is not a product of Morgan Stanley's Research Department
and should not be regarded as a research recommendation. The information
contained herein has not been prepared in accordance with legal require-
ments designed to promote the independence of investment research and
is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

This communication is only intended for and will be only distributed to
persons resident in jurisdictions where such distribution or availability would
not be contrary to local laws or regulations.

us.

(Prior to changes effective, on or about, October 7,2016) An investment
in the money market portfolio is neither insured nor guaranteed by the
Federal Deposit Insurance Corporation or any other government agency.
Although the portfolio seeks to preserve the value of your investment at
$1.00 per share, it is possible to lose money by investing in the portfolio.
The portfolio is managed to maintain its stable $1.00 per share price.

In the U.S., Investment Products are:

STABLE NAV FUNDS (Effective on or about October 7, 2016) You could
Llose money by investing in the Fund. Although the Fund seeks to preserve
the value of your investment at $1.00 per share, it cannot guarantee it
will do so. The Fund may impose a fee upon the sale of your shares or
may temporarily suspend your ability to sell shares if the Fund's liquidity
falls below required minimums because of market conditions or other
factors. An investment in the Fund is not insured or guaranteed by the
Federal Deposit Insurance Corporation or any other government agency.
The Funds’ sponsor has no legal obligation to provide financial support
to the Fund, and you should not expect that the sponsor will provide
financial support to the Fund at any time.

FLOATING NAV FUNDS (Effective on or about October 7,2016) You could
Llose money by investing in the Fund. Because the share price of the Fund
will fluctuate, when you sell your shares they may be worth more or less
than what you originally paid for them. The Fund may impose a fee upon
the sale of your shares or may temporarily suspend your ability to sell
shares if the Fund's liquidity falls below required minimums because
of market conditions or other factors. An investment in the Fund is not
insured or guaranteed by the Federal Deposit Insurance Corporation or
any other government agency. The Funds’ sponsor has no legal obligation
to provide financial support to the Fund, and you should not expect that
the sponsor will provide financial support to the Fund at any time.

Please consider the investment objectives, risks, charges and
expenses of the portfolios carefully before investing. The
prospectus contains this and other information about the
portfolios. To obtain a prospectus, download one at www.
morganstanley.com/im or call 1.800.236.0992. Please read
the prospectus carefully before investing.

Morgan Stanley Distribution, Inc. serves as the distributor for
Morgan Stanley funds.

EMEA

This communication was issued and approved in the United Kingdom by
Morgan Stanley Investment Management Limited, 25 Cabot Square, Canary
Wharf, London E14 4QA, authorized and regulated by the Financial Conduct
Authority, for distribution to Professional Clients only and must not be relied
upon or acted upon by Retail Clients (each as defined in the UK Financial
Conduct Authority's rules).

Financial intermediaries are required to satisfy themselves that the informa-
tion in this document is suitable for any person to whom they provide this
document in view of that person’s circumstances and purpose. MSIM shall not
be liable for, and accepts no liability for, the use or misuse of this document
by any such financial intermediary. If such a person considers an investment
she/he should always ensure that she/he has satisfied herself/himself that
she/he has been properly advised by that financial intermediary about the
suitability of an investment.

Singapore

This document may not be circulated or distributed, whether directly or
indirectly, to persons in Singapore other than to (i) an accredited investor (ii)
an expert investor or (jii) an institutional investor as defined in Section 4A
of the Securities and Futures Act, Chapter 289 of Singapore (“SFA"); or (iv)
otherwise pursuant to, and in accordance with the conditions of, any other
applicable provision of the SFA.

Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
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