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2 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Consider a DifferentWay to DiversifyYour Portfolio

3 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Alternative investments have been
an established part of the investing
landscape for decades.
They have the potential to provide
attractive risk‐adjusted performance,
lower volatility and additional
diversification relative to traditional 
asset classes.1

Alternative investments include:
• Hedge Funds
• Fund of Hedge Funds
• Managed Futures
• Private Equity
• Real Estate
• Exchange Funds

1. Diversificationdoes not ensure against loss.
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Alternative Investments Differ from
Traditional Investments
• Alternative investments describe a spectrum of strategies that cannot be accessed through traditional fixed
income and equity markets

• These strategies have the potential to help lower volatility and increase diversification in clients’ portfolios

1. There is no guaranteethat these objectiveswill bemet.
2. Generally includes fees such as management andperformancefees for professionalmanagement.
Pleasesee theGlossaryfor key definitionsand Appendixfor RiskConsiderations.
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Alternative Investments Traditional Investments

Absolute performance objective1 Relative performance objective1

May use leverage Limited or no leverage

Performance dependent primarily on alternative 
investment manager skill

Performance generally dependent primarily on 
market returns

Historically low tomoderate correlationwith 
market indices

Historicallyhigh correlationwithmarket indices

Typicallyhave reduced liquidity ranging from 
monthly to 12+ year lock‐ups

Typicallyoffers daily liquidity

Generally higher fees whichmay include 
performance fees2

No performance fees butmay include fixedmanagement 
fees for professionalmanagement
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Private Equity Hedge Funds

Alternative Investments Industry:AUMProjections
ALTERNATIVESASSETSUNDERMANAGEMENTOVERTIME From 2015 through 2018…

• Private Equity AUM expected to increase 
from $3.88T to $4.5T, or +16%

• Hedge Funds AUM expected to increase 
from $3T to $3.6T, or +20%

Source: Preqin, McKinsey, Hedge Fund Research, Morningstar (Fall/Winter 2014)
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LargeCollege Endowments Are Heavily Invested in Alternatives

Source:National AssociationofCollege and University Business Officers (NACUBO)2014 studyof 832 institutions publishedJanuary2015. Portfolio returnsare basedondataending 
June 30, 2014.This studydoesnot indicate the percentageof portfolioreturns attributable totheallocationto alternatives.Note: The larger the endowment, thebetter the  ability
to diversify.Pastperformancedoesnot guarantee future results.Real resultsmay vary.Traditional Strategies include Equity, Fixed Incomeand Cash. Alternatives Strategies

Alternative Strategies Traditional Strategies

AVERAGE5‐AND10‐YEARNET RETURNSFORFISCALYEAR2014
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PORTFOLIOALLOCATIONSFORFISCALYEAR2014

100%

includeReal Estate, Hedge Funds,Private Equity, Venture Capital,NaturalResourcesandOther
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Total 
Institutions

Over $1 
Billion

$501 Million –
$1 Billion

$101 – $500
Million

$51 – $100
Million

$25 – $50
Million

Under $25
Million

Number of Institutions 832 91 77 262 168 125 109

5 – Year Net Return 11.7% 12.1% 11.8% 11.8% 11.4% 11.4% 12%

10 – Year Net Return 7.1% 8.2% 7.3% 7.1% 6.5% 6.5% 6.6%
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Academic LeadersAre Significantly Invested in Alternatives
STRATEGICENDOWMENTASSETALLOCATIONS2014
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Stanford Yale Harvard

Real Estate Hedge Funds Private Equity Equities Fixed Income

Source:StanfordUniversity 2014 Annual Financial Report,Yale Endowment 2014 Annual Report,HarvardManagementCompanyAnnual Endowment Report2014. Stanford’sportfolio 
includes a 12% allocationto NaturalResources,Yale’s Portfolio includes a 3.5% allocation to cash and8% toNaturalResources,Harvard’sPortfolio includes a 13%allocation to Natural 
Resourcesand 2% allocation to Public Commodities.

53%
Alts

Note: The allocations representedhereare for illustrativepurposesonly. Alternative investments are not suitable for all investors.
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68%
Alts

41%
Alts

HedgeFunds
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What Is a Hedge Fund?

• A hedge fund is an alternative investmentstrategy that is designedto reduceoverall portfolio 
volatility, increasediversificationand provide the potential for enhanced returns

• They consistof investments in both domesticand internationalmarkets and typically employ 
sophisticatedtrading strategies,using leverage and derivative instruments in their goal to 
generate alpha1

– Amanager's ability to generate alpha is primarily based on its investment strategy often utilizing: 
leverage, short‐selling, derivatives, and Illiquid securities

– These tools, strategies and securities are usedby hedge fundmanagers with the objective of 
enhancing returns and reducing risks, however they also increase the risk of losses2

• Hedge funds are not new – they have been in existencefor over 50 years

• Typically, hedge funds seek an absolute return3

– Unlike traditional vehicles, which manage to a relative benchmark

• Primarily invest in publicly‐traded securities

– Stocks / bonds / commodities / currencies

1. When considering including hedge funds as a portionof an investor’s overall portfolio,it is importantthat an investor 
considers the various risks associatedwith these potentially speculative and illiquid investments, and that investors 
have the financial sophisticationto be able to understandand assume such risks.

2. Increased flexibility for the managermay increase risks to the investor.3.  There is no guaranteethat this objectivewill bemet.

9 INTRODUCTIONTOALTERNATIVE INVESTMENTS
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Traditional PortfoliosMay Benefit from
Hedge FundAllocations

4.0%
2.0% 4.0% 6.0% 8.0% 10.0% 12.0% 14.0% 16.0% 18.0%

Annualized Standard Deviation

Data: US Stocks representedby the S&P 500 Index; bondsrepresentedby theBarclaysAggregateBond Index; hedge funds representedby the HFRI FundWeightedCompositeIndex. 
SourcedfromPerTracFinancial Solutions, LLC (Memphis, TN). Indices are unmanagedand investors cannot directly invest in them. Composite index results are shown for illustrative 
purposesand donot represent the performanceof a specific investment. Indices of hedge fundshavematerial inherent limitations. Reference the Appendix for index descriptionsand 
key definitions. This informationis for ILLUSTRATIVEPURPOSESONLYand is not intended to represent the performanceof any specific investment. Pastperformance is no

HYPOTHETICALPORTFOLIOALLOCATIONSUSING INDEXRETURNS
January 2000 – December 2014
Compound Annual Return
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90% US Stocks,
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100%US Stocks
50% Bonds,

50% US Stocks

100%US
Bonds

45%Bonds,
45%US Stocks,

10% Hedge Funds

4.3%

4.5%

4.8%

5.0%

5.3%

5.5%

5.8%

guaranteeof future results.
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The case study chart belowshows an example of what wouldhave happened to a hypothetical$1,000 investment in 
hedge funds, traditionalUS stocks and managed futures, respectively,over a 15‐year period.

ACOMPARISON:HEDGE FUNDS,MANAGEDFUTURES,ANDUSSTOCKS
January 2000 – December 20141

Alternative Investments Performance in Bear & Bull Markets

1. The hypothetical $1,000 investment is shown for illustrative purposes only. It does not represent the performance for any specific investment. Please see the Appendix for important information 
about the indexes and a glossary of terms. Index results are shown for illustrative purposes only and do not represent the performance of any specific investment. Index returns reflect
reinvestment of any dividends and capital gains, but do not reflect any fees or charges, which would lower performance. Indexes are unmanaged and an investor cannot invest directly in them.
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Hedge Fund Risk ReturnComparison

Source:HFRGlobal Hedge Fund IndustryReport– Year End 2014, Bloomberg,PerTrac.All data fromJanuary1, 2000 throughDecember 31, 2014, except for privateequity, which is 
fromMarch31, 2001 throughDecember31, 2014, due to dataavailability.Pastperformancedoesnot guarantee future results.Real resultsmayvary. Indexes are unmanagedand 
investors cannot directly invest in them. Composite index results are shown for illustrativepurposesand donot represent the performanceof a specific investment. Please see the
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Appendix for index descriptionsand key definitions.
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The colored square at the top of each column represents the strategy that delivered the best performance for that year. The other
strategies are shown in descendingorder of performance results.
Data: January 2001 – December 2014. Past performance does not guarantee future results. Indexes are unmanaged and investors cannot directly invest in them. Composite index
results are shown for illustrative purposes and do not represent the performance of a specific investment. Asset allocation does not assure a profit or protect against loss in declining
financial markets. This presentation is for illustrative purposes only and is not intended to form the basis of any investment decisions. Actual investments may vary substantially and
marketconditionsmay vary. This presentation is not intended to reflect a particularportfolioorportfolioopportunities.Please see theAppendix for index definitions and
importantdisclosures.
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For Illustrative Purposes Only

PeriodicTable of Select AssetClass Returns
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

HFRI RV:
ConvertArb 

13.37%
HFRI ED:
Distressed 
13.28%

HFRI Event‐
Driven 
12.18%

HFRI Emerging 
Markets 
10.36%
Barclays 

Gov't/Credit 
9.40%

HFRI Relative 
Value 
8.92%

HFRI Macro 

6.87%
HFRI EH: Eq
Mrkt Ntrl
6.71%

HFRI Fund 
Wghtd Comp 

4.62%
HFRI FOF
Composite
2.80%

HFRI ED:
MergerArb 

2.76%
HFRI Equity 

Hedge 
0.40%

S&P 500

(11.85%)

Barclays 
Gov't/Credit 

12.10%

HFRI RV:
ConvertArb 

9.05%

HFRI Macro 

7.44%

HFRI Relative 
Value 
5.44%

HFRI ED:
Distressed 
5.28%

HFRI Emerging 
Markets 
3.70%
HFRI FOF
Composite 

1.02%

HFRI Emerging 
Markets 
39.36%

HFRI ED:
Distressed 
29.56%

S&P 500

28.67%

HFRI Event‐
Driven 
25.33%

HFRI Macro 

21.42%

HFRI Equity 
Hedge 
20.54%

HFRI Fund 
Wghtd Comp 

19.55%
HFRI FOF
Composite
11.61%
HFRI RV:
ConvertArb 

9.93%
HFRI Relative 

Value 
9.72%

HFRI ED:
MergerArb 

7.47%
Barclays 

Gov't/Credit 
5.07%

HFRI EH: Eq
Mrkt Ntrl 
2.44%

HFRI ED:
Distressed 
18.89%

HFRI Emerging 
Markets 
18.42%

HFRI Event‐
Driven 
15.01%

S&P 500

10.86%
HFRI Fund 
Wghtd Comp 

9.03%
HFRI Equity 

Hedge 
7.68%

HFRI FOF
Composite 
6.86%

HFRI Relative 
Value 
5.58%

HFRI Macro 

4.63%

Barclays 
Gov't/Credit 

4.54%
HFRI EH: Eq
Mrkt Ntrl 
4.15%

HFRI ED:
MergerArb

4.08%
HFRI RV:
ConvertArb 

1.18%

HFRI Emerging HFRI Emerging HFRI Emerging 
Markets Markets Markets

Barclays 
Gov't/Credit 

6.09%

HFRI Macro 

4.83%

HFRI ED:
MergerArb 
(5.36%)

HFRI EH: Eq
Mrkt Ntrl 
(5.93%)

HFRI Relative 
Value 

(18.04%)
HFRI Fund 

Wghtd Comp 
(19.02%)
HFRI FOF
Composite 
(21.36%)

HFRI Event‐
Driven 
(21.82%)
HFRI ED:
Distressed 
(25.20%)

HFRI Equity 
Hedge 

(26.65%)
HFRI RV:
ConvertArb 
(33.71%)

S&P 500

(36.99%)
HFRI Emerging 

Markets 
(37.26%)

HFRI RV:
ConvertArb 
60.17%

HFRI Emerging 
Markets 
40.24%
HFRI ED:
Distressed 
28.13%

S&P 500

26.47%
HFRI Relative 

Value  
25.80%

HFRI Event‐
Driven 
25.04%

HFRI Equity 
Hedge 
24.55%

HFRI Fund 
Wghtd Comp 

19.98%
HFRI ED:
MergerArb 
11.63%

HFRI FOF
Composite
11.46%
Barclays 

Gov't/Credit 
4.81%

HFRI Macro 

4.37%

HFRI EH: Eq
Mrkt Ntrl 
1.43%

S&P 500
15.08% 

HFRI RV:
ConvertArb
13.07%

HFRI Emerging 
Markets 
11.96%

HFRI Relative 
Value 
11.73%

HFRI Event‐
Driven 
11.53%

HFRI ED:
Distressed 
11.26%

HFRI Equity 
Hedge 
10.58%

HFRI Fund 
Wghtd Comp 

10.49%

HFRI Macro 

8.61%

Barclays 
Gov't/Credit 

6.99%
HFRI FOF
Composite 

5.60%
HFRI ED:
MergerArb

4.60%
HFRI EH: Eq
Mrkt Ntrl 
3.16%

Barclays 
Gov't/Credit 

9.24%

S&P 500
2.09% 

HFRI ED:
MergerArb

1.48%

HFRI Relative 
Value 
0.15%

HFRI ED:
Distressed 
(1.79%)

HFRI EH: Eq
Mrkt Ntrl 
(2.12%)

HFRI Event‐
Driven 
(3.30%)

HFRI Macro 

(4.16%) 

HFRI RV:
ConvertArb
(5.16%)

HFRI Fund 
Wghtd Comp 

(5.25%)
HFRI FOF
Composite 
(5.73%)

HFRI Equity 
Hedge 
(8.38%)

HFRI Emerging 
Markets 
(13.99%)

S&P 500

15.99%

HFRI Relative 
Value  
10.59%

HFRI Emerging 
Markets 
10.37%

HFRI ED:
Distressed 
10.12%

HFRI Event‐
Driven 
8.89%
HFRI RV:
ConvertArb 

8.58%
HFRI Equity 

Hedge 
7.41%

HFRI Fund 
Wghtd Comp 

6.36%
Barclays 

Gov't/Credit 
5.07%

HFRI FOF
Composite

4.79%
HFRI EH: Eq
Mrkt Ntrl 
2.98%

HFRI ED:
MergerArb

2.76%

HFRI Macro 

(0.06%)

S&P 500

32.36%

HFRI Equity 
Hedge 
14.44%

HFRI ED:
Distressed 
14.04%

HFRI Event‐
Driven 
12.48%

HFRI Fund 
Wghtd Comp 

9.24%
HFRI FOF
Composite 

8.79%
HFRI RV:
ConvertArb 

7.79%
HFRI Relative 

Value 
6.98%

HFRI EH: Eq
Mrkt Ntrl 
6.65%

HFRI Emerging 
Markets 
5.60%
HFRI ED:
MergerArb 

4.82%

HFRI Macro 

(0.22%)

Barclays 
Gov't/Credit 

(2.47%)

21.04%

HFRI Equity 
Hedge 
10.60%

HFRI Fund 
Wghtd Comp 

9.30%

HFRI ED:
Distressed 
8.27%

HFRI FOF
Composite 

7.49%
HFRI Event‐

Driven 
7.29%

HFRI Macro 

6.79%

HFRI ED:
MergerArb

6.25%
HFRI EH: Eq
Mrkt Ntrl 
6.22%

HFRI Relative 
Value 
6.02%

S&P 500

4.91%
Barclays 

Gov't/Credit 
2.55%

HFRI RV:
ConvertArb 
(1.86%)

24.26% 

HFRI ED:
Distressed
15.94%

S&P 500

15.78%

HFRI Event‐
Driven 
15.33%

HFRI ED:
MergerArb 
14.24%

HFRI Fund 
Wghtd Comp 

12.89%
HFRI Relative 

Value 
12.37%
HFRI RV:

ConvertArb
12.17%

HFRI Equity 
Hedge 
11.71%

HFRI FOF
Composite
10.39%

HFRI Macro 

8.15%

HFRI EH: Eq
Mrkt Ntrl
7.32%

Barclays 
Gov't/Credit 

4.07%

24.92%

HFRI Macro 

11.11%

HFRI Equity 
Hedge 
10.48%

HFRI FOF
Composite 
10.25%

HFRI Fund 
Wghtd Comp 

9.96%
HFRI Relative 

Value 
8.94%
Barclays 

Gov't/Credit 
7.75%

HFRI ED:
MergerArb

7.05%
HFRI Event‐

Driven 
6.61%

S&P 500

5.49% 
HFRI RV:

ConvertArb
5.33%

HFRI EH: Eq
Mrkt Ntrl
5.29%

HFRI ED:
Distressed 
5.08%

HFRI EH: Eq
Mrkt Ntrl
0.98%

HFRI ED:
MergerArb
‐0.87%

HFRI Fund 
Wghtd Comp 

(1.45%)
HFRI Event‐

Driven 
(4.30%)

HFRI Equity 
Hedge 
(4.71%)

S&P 500

(22.09%)

S&P 500

13.65%

Barclays 
Gov't/Credit 

6.32%

HFRI Macro

6.17%

HFRI Relative 
Value 
4.20%

HFRI EH: Eq
Mrkt Ntrl 
3.54%

HFRI FOF
Composite 

3.35%
HFRI Fund 
Wghtd Comp 

3.33%
HFRI Equity 
Hedge 
2.05%
HFRI RV:

ConvertArb 
1.97%

HFRI ED:
MergerArb

1.72%
HFRI Event‐
Driven 
1.38%

HFRI ED:
Distressed 
(1.00%)

HFRI Emerging 
Markets 
(2.26%)

FundofHedgeFunds
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Fund of Hedge Funds

1.  The hypotheticalallocationsaboveare for illustrativepurposesand donot represent the allocationsof a specific investment. Reference theGlossary for strategydescriptionsand key 
definitions. Please see theAppendix for Risk Considerations.

FUNDOFHEDGEFUNDSCHARACTERISTICS1

• Invests in multiple hedge fund strategies while 
circumventing singlemanager concentration risk

• Diversification across different: strategies, 
managers, and investment styles

• Low correlationwith traditional securities 
markets

• An additional layer of fees for professional 
investment allocation

• Business risk and operations due diligence

• Ongoingmonitoringand risk management

• Potential to access closedand / or exclusive 
managers

HYPOTHETICALFUNDOFHEDGE FUND 
ALLOCATION

• Professional 
management

• Manager sourcing
• Rigorous due diligence
• Portfolio construction
• On‐goingmonitoring

• Diversified across multiplemanagers / strategies

• Allocations are rebalanced according to a targeted
risk budget

Fund of Hedge
Fund Manager
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Rationale for Professional Hedge Fund Selection

Individual fundswill have specific risks related to their investment programsthatwill vary fromfund to fund. Please review and be familiarwith the fund’s offeringmaterials, including 
the privateplacement memorandumorprospectus.Please see the Glossary for key definitions and Appendix forRisk Considerations.

Hedge funds offermany appealing characteristics to investors. At 
the same time, there are certain attributes of hedge funds that 
require careful consideration and assessment that should be 
conducted by highly skilled professionals followinga detailed
research process.

Fund of hedge fundmanagers are uniquely specialized and
resourced to evaluate and select quality hedge funds for the 
purpose of constructing a portfolio of hedge fund strategies. See 
the below table for certain hedge fundcharacteristics and
considerations.

16 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Hedge Fund Characteristic Consideration

Investment flexibility Hedge funds allow for the use of trading strategies such as short selling, options and other derivative 
instruments, as well as hedging techniques and use of leverage, which, while potentially increases investment 
returns, can be highly volatile and increase an investor’s risk of investment loss. Significant investment 
expertise and experience is often required to perform ameaningful fund evaluation.

Ability to be opportunistic in 
changing market environments

Hedge fundmanagers can exercise their judgment without most traditional constraints, making it challenging 
to evaluate and forecast investment risk.

Intended to generate alpha or 
excess return delivered by an 
investment manager

Alpha identification is difficult due to:

• Complexity of trading strategies

• Reduced transparency

• Valuation challenges

• Changing strategies and changing conditions

Exclusive access Hedge funds often have high investment minimums and at times may be inaccessible due to limited capacity.

ManagedFutures

17

WhatAreManaged Futures?
Managed futures offer potential globalmarket exposure through a single investment vehicle. Markets 
tradedmay include, but are not limited to, the following:1

1. MorganStanley as ofDecember 2014. Not all marketsare traded in any given MorganStanleyWealthManagementmanagedfutures fund.

AGRICULTURALS

Barley 
Cocoa 
Coffee 
Corn 
Cotton
Feeder cattle 
Lean hogs
Live cattle 
Lumber 
Milk
Oats  
Orange juice 
Pork bellies 
Rapeseed 
Roughrice 
Rubber
Soybeanmeal 
Soybeanoil 
Soybeans 
Sugar
Wheat

FOREIGNEXCHANGE

Australiandollar 
Brazilianreal 
British pound 
Canadiandollar 
Chilean peso 
Chinese Yuan 
Colombianpeso 
Czech koruna 
Euro
Hong Kong dollar 
Hungarian forint 
Indian rupee 
Israeli shekel 
Japanese yen 
Koreanwon 
Mexican peso
New Zealanddollar 
Norwegiankrone 
Philippine peso 
Polish zloty Russian
ruble Singapore
dollar South
African rand 
Swedish krona 
Swiss franc
Taiwan dollar 
Turkish lira 
US dollar

STOCK INDEXES

AEX
FTSEAll Share 
CAC 40
DAX
Dow 30
FTSE 100
EUROSTOXX 50
EUROSTOXX 600
Hang Seng 
IBEX35
NASDAQ 100
Nikkei 225
NYSEComposite
OMX30
Russell 2000
S&P Canada60 
FTSEMIB
S&PMidcap 
S&P CNXNifty 
S&P 500
SingaporeFree 
S&P/ASX 200
Taiwan 
TOPIX

INTEREST RATES

AustralianBank Bill 
AustralianTreasuryBonds 
British LongGilt
British ShortSterling
CanadianBankersAcceptances 
CanadianGovernment Bond 
Euribor
Eurodollar 
EuropeanBonds 
Euroyen
JapaneseGovernment Bond 
Muni Bond Index
New ZealandBill 
Swapnotes
Swiss Government Bond
US TreasuryBonds 
US TreasuryNotes

METALS

Aluminum 
Copper 
Gold
Lead
Nickel 
Palladium 
Platinum 
Silver
Tin 
Zinc

ENERGIES

Brent crudeoil 
Crudeoil
Gas oil 
Gasoline
Heating oil 
Kerosene 
Natural gas

18 INTRODUCTIONTOALTERNATIVE INVESTMENTS



10/9/2015

7

Annualized Return of Managed Futures

19 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Source: In the performancetable above, averageannual return is basedon annualized compoundingofmonthly returns.The standarddeviation statisticmeasures the dispersionof 
monthly returns aboutthemean and is used to represent the volatility or risk. The worstdrawdownis the largestpercentage loss incurred fromthe highest value to its lowest value for 
the given time period.Statisticalcomparisonson a 12‐monthholdingperiodbasis arebasedonmonthly data fromJanuary1980 throughDecember2014, producing420 observations. 
US Stocks (S&P 500 Index),US Bonds (BarclaysAggregateBond Index), International Stocks (MSCI EAFE Index)—PerTracFinancial Solutions, LLC (Memphis, TN);ManagedFutures 
(BarclayCTA Index)—BarclayHedge,Ltd. (Fairfield,IA).Monthly returns for theBarclayCTA Index reflect the composite fee structureof the representative commodity tradingadvisors, 
and therefore,may be higheror lower than thosefees applicableto any one particularmanagedfutures fund. Indexes areunmanagedand investors cannot directly invest in them.
Composite index results are shownfor illustrative purposesanddonot represent the performanceof a specific investment. Please see Appendix for index descriptions.
Pastperformance is no guaranteeof future results.

Jan‐1980 to Dec‐2014 USStocks US Bonds InternationalStocks Managed Futures

AverageAnnual Return 11.83% 8.16% 9.57% 10.28%

Annualized Standard Deviation 15.17% 5.52% 17.47% 14.49%

Worst Draw Down ‐50.95% ‐8.99% ‐56.40% ‐15.66%

Best /Worst 12 Month Return 61.18% / ‐43.32% 35.22%/ ‐5.13% 103.70% / ‐49.94% 63.69% / ‐7.88%

% Positive 12 Month Periods 80.44% 92.91% 71.64% 81.17%

Managed Futures DuringMarketTurmoil
Since 1980, stocks have declinedmore than 10% on six occasions,with an average decline of 28.6% on 
these occasions.Managed futures has had an average rate of return of 18.7% during those six periods.

Barclay CTA Index S&P 500 Index

Data: January 1980 –December 2014.Monthly returns for the S&P 500 Index providedbyPerTrac Financial Solutions, LLC (Memphis,TN) and monthly returnsfor theBarclayCTA    
Index providedbyBarclayHedge,Ltd. (Fairfield, IA).Managed futures investments donot replace equities or bondsbut ratheract as a complement to help in potentially smoothing 
overall portfolio returns.Monthly returns for theBarclayCTA Index reflect the compositefee structureof the representative commodity tradingadvisors,and therefore,maybe higher or
lower than those fees applicable to any one particularmanaged futuresfund. Indexes are unmanagedand investors cannot directly invest in them. Composite index results are shown    
for illustrativepurposesand donot represent the performanceof a specific investment. Please see Appendix for Index descriptions.
PASTPERFORMANCEISNO GUARANTEEOFFUTURERESULTS.
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IndexGrowthComparison

MANAGEDFUTURESCOMPAREDTOUS LARGECAPEQUITIES
January 1, 2000 – December 31, 2014

120.0%

100.0%

80.0%

60.0%

40.0%

20.0%

0.0%

(20.0%)

(40.0%)

(60.0%)
Jan‐00 Jan‐01  Jan‐02 Jan‐03  Jan‐04 Jan‐05 Jan‐06  Jan‐07 Jan‐08 Jan‐09  Jan‐10 Jan‐11  Jan‐12 Jan‐13  Jan‐14

Managed Futures U.S. Large Cap Equities

Managed Futures: Barclay CTA Index, source: BarclayHedge, Ltd. (Fairfield, IA) US Large Cap Equity: S&P 500 Index with the reinvestment of dividends, source: Bloomberg. Indexes are
unmanaged and investors cannot directly invest in them. The composite index results above are for illustrative purposes and do not represent the performance of a specific investment.
Volatility as measuredby annual standarddeviation.Pastperformance is no guaranteeof future results. Reference theAppendix for index descriptionsanddisclosures.

21 INTRODUCTIONTOALTERNATIVE INVESTMENTS



10/9/2015

8

PrivateEquity

22

Private Equity Defined

Note: These investments are only suitable for  long‐terminvestors willing to forgo liquidity and put capital at risk for an indefinite time. Past performanceis no guaranteeof 
future results.
1. Since direct privateequity and fund of funds invest overmultiple years, vintage year diversificationis achieved.
2. Private equity valuations aregenerally estimate until there is a realizationevent.

• Private equity can be broadlydefinedas privately negotiated investments in 
(most often) non‐public companies where managers are often active investors

• Long‐term investments which seek low correlationwith public equitymarkets 
seeking returns in excess of traditional asset classes

• May providediversificationacross variousmarket cycles and vintage years
• May improve the risk‐return trade‐off

PotentialBenefits
• Attractive long‐term returnpotential

– Potential for exceeding returns of public equity

• Diversificationbenefits

– Relatively low correlationswith public equity and bonds

– Broad anddiverse rangeof different private equity 
strategies (buyouts, venture capital, special situations)

– Vintage year diversification1 (commitmentdrawnover 
time)

• Strong alignmentof interest with investors

Risks
• Illiquidity

– Investments are locked up for a significant periodof time

• Imprecise InterimValueMeasurement2

– Investments are non‐public

– Quarterlymarks imprecise indicationsof eventual / 
exit value

• Costs

– Funds are subject to annualmanagementand 
performance fees

23 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Private Equity Strategies

1.  There can be no assurance that investors will receive the results shownabove. Past performanceis no guaranteeof futureresults. No guaranteethat objectiveswill bemet.

Early Stage Venture Capital

• Seed or startup equity in private 
companies that may not be 
generating revenue or profits

Growth Equity

• Equity investments in more 
mature companies to provide 
funding for growth and
expansion

Buyouts

• Equity investments to acquire a 
controlling interest in a 
company

Mezzanine

• Subordinated debt or preferred
stock that earns a coupon and
may have warrants or 
conversion features

Distressed / Special Situations

• Investments in unconventional

royalty, and distressed funds

Stages of aCompany LifeCycle1

Earnings 
Growth 
(%)

Private Only Public or Private

Distressed / 
Special 
SituationsEarly Stage Venture Capital Growth 

Equity

Buyouts

Mezzanine

Expansion / Late 
Stage Venture Capital

24 INTRODUCTIONTOALTERNATIVE INVESTMENTS

For Illustrative Purposes Only
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Private Equity Investing

Time

There can be no assurance that investors will receive the results shownabove. Past performanceis no guaranteeof futureresults.

25 INTRODUCTIONTOALTERNATIVE INVESTMENTS

For Illustrative Purposes Only

The J–Curve
• Economic outcomeof a private equity fund investment not known for years
• For a successful fund, performance typically follows a J–Curve pattern
• J‐Curve drivers:
– Management fees drawn on committed capitalduring the portfolio constructionphase
– ValueCreation: Investments heldat cost for at least first fewyears
– Interimmark‐ups are generally basedon conservative approach

Harvesting

Value Creation

PortfolioConstruction

0Fu
nd

IR
R
(%

)

Accessing Private Equity1,2

26 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Note: Past performanceis no guide to futureperformanceand the value of investments and income fromthemcan fall as well as rise.
1. Governance structuresat the company level are designed on a case by case basis to be appropriate.Privateequity doesnot use one‐size‐fits‐allapproach toboardcompositionor 

number of seats.
2. Not all fundof funs have the same structureor invest in all of the same types of privateequity investments.

• PrimaryFund Investing

– Typically based on a ‘GP‐LP’ structure, whereby investors
(the limited partners, or LP’s) commit funds to the private
equity fund (the general partners, or GP)

– The fund pools these commitments anduses them to invest 
in underlyingassets

– Once the investment is realized,capital flows in the reverse 
directionback to the LP’s as distributors

• SecondaryFundOpportunities

– Involves acquiringdirect interests of primary funds from 
existing LPs at a discount to NAV

– Secondarypurchases tend to eliminateblind pool risk

– Smooth out / mitigate the J‐Curve effect

– Secondarypurchases acquiredduring the harvest period 
mayhave a shorter duration

– Potentiallydistressed sellers in need of liquidity

• Fund of Private Equity Funds

– Multiple layers of fees

– Large footprint allowingdiversificationacross geographies 
and strategies

– AdvisoryBoard seats due to bigger investments and good 
relationships

– Large pool of resources for due diligence

– Legal and commercial reviewof terms

– Monitoringand administrativeefficiency

• Co‐investmentOpportunities

– Invest alongsideGPs in individualdeals

– Typicallyoffered to preferredexisting LPs in the fund on a 
no fee, no carry basis

– Increasingly prevalent in currentmarket environmentwhere 
debt financing is difficult to obtainor prohibitively 
expensive: GPs are limitedby portfolio constraints on single 
investments in their fund, and have to partner to meet 
equity requirements

Understanding Private Equity Returns

27 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Note: Past performanceis no guide to futureperformanceand the value of investments and income fromthemcan fall as well as rise.
1. Governance structuresat the company level are designed on a case by case basis to be appropriate.Privateequity doesnot use one‐size‐fits‐allapproach toboardcompositionor 

number of seats.
2. When the purchaseprices is less thanwhatpublicmarketswouldvalue the company.
3. Internal Rate of Return is the interest rateatwhich the net present value of all the cash flows (bothpositiveand negative) froma projector investment equal to zero.
4. Quarterof returns

• GeneratingReturn Premiums
– Illiquid assets acquiredat a discount to public / liquid alternatives
– Access tomore information
– Strong interest alignment betweenmanagement and owners
– Control, value‐added investing
– Highlyadaptive governance1

• Mechanisms forValueCreation
– EarningGrowth– revenue improvement, operating efficiency
– Multiple Expansion2 – “private‐to‐publicarbitrage”
– De‐Leverage – debtpay down

• How toMeasure Private Equity Returns
– Internal Rate of Return (IRR)3

– Cash Multiple4

– Long‐Dated Horizon – generally 3 to 5 year hold periods, 7 to 10 year fund life (possibly longer)
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RealEstate
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Real EstateAttributes

1.  There is no guaranteethat these objectiveswill bemet.
Individual fundswill have specific risks related to their investment programsthatwill vary fromfund to fund. Please review and be familiarwith the fund’s offeringmaterials, including 
the privateplacement memorandumorprospectus.Please see the Glossary for key definitions and Appendix forRisk Considerations.

Potential benefits to Real Estate investing when compared to 
traditional investments:

29 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Traditional Investments Real Estate

•No leverage • Leverage (typically 0 to 75%)

•Historically, high correlationwith market indices •Historically, low correlation withmarket indices

•More volatility than real estate, even during 
periods of out performance

• Less volatility compared to equities and fixed 
income

• Financial asset • Physical asset

•Highly liquid •Relatively illiquid

•Historically vulnerable to inflation • Potential inflation hedge

The 4Quadrants of Commercial Real Estate Investing

Note: These investments are only suitable for  long‐terminvestors willing to forgo liquidity and put capital at risk for an indefinite time. Past performanceis no guaranteeof future 
results.

Public and Private – Debt and Equity

Debt Equity

Pu
bl
ic

P
riv

at
e
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• CommercialMortgage Backed 
Securities (CMBS)

• Collateralized DebtObligations (CDOs)

• Real Estate InvestmentTrusts (REITs)

• Real EstateOperatingCompanies 
(REOCs)

• WholeMortgage Loans 
(First Mortgages)

• Mezzanine Financing

• Bridge Loans

• ConstructionLoans

• Limited Partnerships

• Private REITs

• Open‐or Closed‐EndFunds

• SeparateAccounts
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Real Estate Investment Strategies1

1. Individual fundswill have specific risks related to their investment programsthatwill vary fromfund to fund. Please review and be familiarwith the fund’s offeringmaterials, 
including the privateplacementmemorandumorprospectus.Please see theGlossary for key definitions and Appendix for Risk Considerations.

2. There can be no assurance that any targetedor expected returncan be realizedor that actual returns orperformanceresultswill not bematerially lower than expected returns. They 
are basedon industry consensus and the opinions of the teamare being providedfor informationalpurposesonly. The expected returnsdo not reflect the performanceof any  
MorganStanley investment.

• Core Investing:

– Lower Risk / Lower Return Potential

– Well managed, high quality properties

– High grade credit quality tenants, substantially leased

– Diversified across property types

– Return derived primarily form income

• Value‐Added Investing:

– Moderate Risk / Return Potential

– Undervalued properties due to sub‐optimal management

– Value potential through renovation, re‐leasing, 
repositioning or redevelopment

– Improved incomeas a result of better management

• Opportunistic Investing:

– High Risk / High Return Potential

– Limited current income

– Distressed investments

– Driven by capital appreciation

– Speculative development

A Range ofOpportunities toSatisfyObjectives2
Expected Return2

Core

Opportunistic

Value
Added

LOWER HIGHER
Risk

LO
W
ER

H
IG

H
ER
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DiversifyingWithCommercial Real Estate

32 INTRODUCTIONTOALTERNATIVE INVESTMENTS

Source:Alternative Investments calculations, data fromStocks (S&P 500),Bonds (USBarclaysAggregateBond Index),Hedge Funds (HFRIFund‐WeightedCompositeIndex), 
Commodities (DowJones –UBS CommodityIndexTotal Return), REITs (FTSENAREIT US Real Estate Index Series), Core RE ( NFI‐ODCEIndex), and OptyRE (NCREIFTownsend 
OpportunityFund Index).
1. CostarGroupdata, 2014.
2. These are the opinions ofAlternative Investments as of the date of the presentationand are subject to change at any time due to changes in marketor economic conditions.
3. Past performanceis not indicative of futureresults. Real resultsmay vary. Please see Appendix for Risk Considerationsand Index definitions.
4. Indexes are unmanagedand investors cannot directly invest in them. Composite index results are shownfor illustrativepurposesand donot represent the performanceof a specific 

investment.

• US commercial real estate (“CRE”) is a huge asset class – $12 trillion in 20141

• Over the long‐term, real estatemay providediversificationbenefits due to historically lower correlationswith other 
asset classes2

• Contractual leasesmay provide greater stabilitydue to cash flow / income streams2

CORRELATIONOFTOTALRETURNS
Quarterly, Last 10 Years (3)(4)

Stocks Bonds Hedge Funds Commodities REITs Core RE Opty RE

Stocks 1.00 (0.28) 0.85 0.49 0.78 0.22 0.45

Bonds 1.00 (0.29) (0.23) (0.06) (0.18) (0.20)

Hedge Funds 1.00 0.68 0.60 0.12 0.46

Commodities 1.00 0.37 0.26 0.42

REITs 1.00 0.24 0.39

Core RE 1.00 0.84

Opty RE 1.00

ExchangeFunds

33
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Exchange Funds

• Private placement vehicles enabling holders of concentrated single‐stock positions to exchange those stocks for a
diversified portfolio

– Typically comprised largely of equities, exchange fundsmay also include other qualifyingassets such as real estate or 
commodities

• Investors may benefit from:

– Greater diversificationby exchanging a concentrated stock position for fund shares without triggering a taxable event

RISKCONSIDERATIONS
• Dividendsare pooled

• Investors forfeit their stock voting rights

• Investment may be illiquid for several years

• Investments may be leveragedor contain derivatives

• Significant early redemption feesmay apply

• Changes to theUS tax code which could be retroactive
(potentiallydisallowing the favorable tax treatment of exchange funds)

• Investment risk and potential loss of principal

Individual fundswill have specific risks related to their investment programsthatwill vary fromfund to fund.
Please review and be familiarwith the fund’s offering materials, including the privateplacementmemorandumorprospectus. 
Please see theAppendix for Risk Considerations.
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The Case for Alternative Investments

Quantitative Easing Has Enhanced Returns for Stocks and Bonds
The Recent Past Is Not Prologue
5‐Year Annualized Return, as of August 31, 2015
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5 Year Annualized Total Return

US IG Bonds Commodities

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:Bloomberg,MorganStanleyWealthManagementGIC. Bond returns arebased on total returnsof theBarclaysUS Aggregate Index; commoditiesreturns are basedon total returnsof theBloombergCommodity Index.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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WhileVolatility Has Decreased
HistoricalVolatility
As of August 31, 2015

to 2009. For illustrativepurposesonly.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source: FactSet,MorganStanleyWealthManagementGIC. Historicalvolatility is basedon annualized standarddeviation.Standarddeviation (volatility) is a measureof the dispersionof a set of data fromits mean. Bond 
volatility is basedon total returnsof theBarclaysUS AggregateIndex; stockson total returnsof the S&P 500 Index; and commoditieson total returnsof theBloombergCommodity Index.Currencies are basedon FactSetdata 
and compiled into an aggregateusing the same currencyweights as theMorganStanley Global FX ImpliedVolatility Index. Currencydata is daily from1999 through2009;bonds, commoditiesand stock data is daily from1995
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** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:Bloomberg,IbbotsonAssociatesMorganStanleyWealthManagementGIC. CalculatedbyMorganStanleyWealthManagementusing dataprovidedbyMorningstar.© 2015Morningstar, Inc. All rights reserved. 
Used with permission.This informationcontained herein: (1) is proprietarytoMorningstarand/or its content providers; (2)maynot be copied or distributed;and (3) is notwarrantedto be accurate, complete or timely. 
NeitherMorningstarnor its content providersareresponsible for any damagesor losses arising fromany use of this information.Sharperatio is calculatedby subtracting the risk‐free rate—suchas thatof the 10‐year US 
Treasurybond—fromtherate of returnfor a portfolioanddividing the result by the standarddeviationof the portfolioreturns. Standarddeviation (volatility) is a measureof the dispersionof a set of datafromits mean. For 
illustrativepurposesonly.
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Which Led to Extraordinary Risk‐Adjusted Returns
Sharpe Ratio of a 60%S&P 500 / 40%BarclaysUSAggregate Portfolio
Rolling Three‐Year Average, as of August 31, 2015

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Global Capital MarketsVolatility Is IncreasingWith the End
of USQE

Merrill LynchOptionVolatilityEstimate (MOVE) IndexVs. 10‐
YearTreasuryYield
As of August 31, 2015

VIX IndexVs.S&P 500 Index
As of August 31, 2015

0% 0
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** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:Bloomberg,Market1, MorganStanley & Co.Research, Quantitative& Derivative Strategies,ChicagoBoardOptionsExchange,Standard& Poor’s,BofAMerrill Lynch, FederalReserve. FXVolatility is representedby the 
JPMorganGlobal FXVolatility Index; RateVolatility is representedby theMerrill LynchOptionVolatility Estimate (MOVE) Index.

Rates and FXVolatility
As of August 28, 2015
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Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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With Interest Rates Rising and BondVolatility Increasing,
BondsAre Not Likely to Be an “Anchor toWindward”

US 10‐YearTreasuryYieldVs.NominalGDP1

As of August 31, 2015
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Source:Bloomberg,FactSet,MorganStanleyWealthManagementGIC. (1) Nominal GDP does not account for the effects of inflation.

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **

‐32% ‐22% ‐12% ‐2% 8%

Return

18% 28% 38% 48%

R
et
ur
n
P
ro
ba

bi
lit
y

LowerVolatility Increases Probability of Success
Between two hypothetical portfolios that both target an average 8% annual return, the portfolio with lower volatility has a 
higher probability of achieving the target return and lower probability of negative returns.

Reducing PortfolioVolatility Increases Probability of ReachingGoals

PortfolioVolatility: 10%
PortfolioVolatility: 5%

aboutthe risks to hypotheticalperformanceplease refer to theRisk Considerationssection at the end of thismaterial.

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.

GLOBAL INVESTMENTCOMMITTEE GIC CHARTBOOK

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:MorganStanleyWealthManagementGIC. The hypotheticalportfolioshown is for illustrative purposesonly. It does not represent the performanceof any specific investment. Formore information

What Constitutes “Alternatives Investments”?

• Private Equity

• Hedge Funds

• Real Estate

• REITs

• Currency

• Structured Investments

• Commodities

• VentureCapital

• Master Limited
Partnerships (MLPs)

• Collectibles

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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ManyAlternativesStrategies Have LowCorrelations toStocks & Bonds
Hedge strategies’ diversification properties are not homogeneous

As of August 31, 2015

**Please note thatwhen sharingwith clients, youmust use this section in its entirety and shouldnot remove individual slides. **
Source:Hedge FundResearch,Morningstar,BloombergMorganStanleyWealthManagementGIC. Long run correlationsarecalculated fromJanuary31, 1990 throughFebruary28, 2015.CalculatedbyMorganStanleyWealth 
Managementusing dataprovidedbyMorningstar.© 2015Morningstar, Inc. All rightsreserved. Usedwith permission.This informationcontained herein: (1) is proprietary toMorningstarand/orits content providers; (2)may not be
copiedor distributed;and (3) is notwarrantedto be accurate,complete or timely. NeitherMorningstarnor its content providersare responsible for any damagesor losses arising fromany use of this information.For illustrative 
purposesonly. Sharperatio is calculatedby subtracting the risk‐freerate—suchas thatof the 10‐year US Treasurybond—fromthe rateof return fora portfolioand dividing the result by the standarddeviationof the portfolio 
returns. Standarddeviation(volatility) is a measureof the dispersionof a set of datafrom its mean. MaxDrawdown:The peak‐to‐troughdecline duringa specific period. Indices used for this analysis include: HFRI Relative Value 
Index for relative value, HFRI Event‐Driven Index  for event‐driven, HFRIMacro forglobalmacro,MorningstarUSOELong/ShortEquity for equity long/short,MorningstarUSOEManagedFuturesformanagedfutures,HFRI
Fundof FundComposite Index for fundof funds, HFRI Equity MarketNeutral for equity marketneutral,HFRI RV: Fixed Income Convertible ArbitrageIndex forConvertible Arbitrage,and HFRI ED: Distressed/Restructuring Index
forDistressedCredit.Hedged strategies consist ofhedge funds andmanaged futures.

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Alternative Strategies Annualized 
Performance since 1990

AnnualVolatility, 25 
YearAverage

Long Run Correlations 25‐Year 
Sharpe Ratio

Maximum 
DrawdownCorrelation 

to S&P
Correlation to 
GlobalBonds

Equity Long/Short 5.7% 4.6% 0.73 0.26 0.46 ‐22.9%
EventDriven 11.1% 5.7% 0.70 0.11 1.20 ‐24.8%
Hedge Fund of FundsComposite 7.1% 4.7% 0.54 0.10 0.68 ‐22.2%
Relative Value 9.6% 3.2% 0.51 0.14 1.49 ‐18.0%
Equity Market Neutral 4.1% 3.4% 0.03 0.15 0.20 ‐9.2%
Convertible Arbitrage 8.2% 4.0% 0.46 0.22 0.78 ‐35.3%
GlobalMacro 11.1% 6.4% 0.32 0.25 1.07 ‐10.7%
Distressed Credit 11.2% 5.2% 0.52 0.08 1.23 ‐27.4%
Managed Futures 0.4% 7.5% ‐0.17 ‐0.07 ‐0.34 ‐20.3%
S&P 500 9.6% 13.2% 0.43 ‐50.9%

Barclays Capital Global 
Aggregate Bond Index

6.1% 5.2% 0.51 ‐10.1%

Performance through August 31, 2015; Managed Futures through July 31, 2015. Indexed to 100 at January 31, 2007
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Equity Hedge

2011 2012

Equity Market Neutral

2013 2014 2015

S&P 500Recession Managed Futures

HedgedStrategies’ Diversification PropertiesAre Not Homogeneous

**Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **

Source:HFRI Indices fromBloomberg,MorganStanleyWealthManagementGIC. Indices used for this analysis include: BarclayHedgeBTOP50 Index formanagedfutures;HFRI EquityMarketNeutral Index forequity 
marketneutral, and HFRI Equity Hedge Index  forEquity Hedge.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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TheGIC’sAlternativesAssets / Categories

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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RealAssets

Total ReturnAssets

EquityHedge
Assets

EquityReturn
Assets

Opportunistic 
Assets

Commoditiesex PreciousMetals, PreciousMetals/Gold,MLPs,GlobalREITs

EquityMarket Neutral, RelativeValueStrategies includingCredit Long/Short 

GlobalMacro, Managed Futures, Hedge Fund of Funds,Multi‐StrategyAlts 

Equity Long/Short, Event Driven,Structured Investments

PrivateEquity, Private Direct Real Estate, EarlyStageVenture,Distressed Lending, Direct 
Lending, Impact Investing,Timberland,Water,Collectibles,etc.

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
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Equity Hedged Assets

With 15% Allocation to 
Equity Return Assets

**

WhichAlternativesAssetClassesYouAdd to a Portfolio Matters
January 31, 1990 to August 30, 20151

Traditional60% Stocks / 
40% Bonds

With 15% Allocation to

With 15% Allocation 
to Real Assets 2*

With 15% Allocation toTotal 
Return Assets

4.0%

5.0%

6.0%

7.0%

8.3% 8.8% 9.3% 9.8% 10.3%
AnnualizedRisk (Standard Deviation)

10.8% 11.3% 11.8%

A
nn

ua
liz

ed
R
et
ur
ns

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:Hedge FundResearch,Morningstar,Bloomberg,MorganStanleyWealthManagementGIC. (1) Note thatReal Assets, Equity HedgeAssets, andOpportunisticAssets use shorter timeperiods. (2)Real Assets 
use  datafromJanuary 31, 2007 throughAugust 31, 2015. (3)Opportunisticassets use data fromMarch31, 1990 throughMarch31, 2015. (4)Equity Hedge assets use data fromJanuary31, 1990 through July31, 2015. 
Traditionalportfolio is builtwith 60% S&P 500/ 40%BarclaysCapitalUS AggregateBond Index.Opportunisticassets are representedby equally weightedCambridgeAssociateUS PE Index andNCREIFProperty   
Index Returns;Equity ReturnAssets representedby equally weightedHFRI Equity Hedge Index and HFRI Event‐Driven Index; Real Assets representedby equally weightedS&P GSCI Total Return Index, Bloomberg 
PreciousMetals Subindex,AlerianMLP Index, and Dow Jones CompositeREIT Index; Equity Hedged Assets representedbyequally weightedHFRIMacro Index, BarclayCTA Index, HFRI Fundof FundsComposite 
Index; Total ReturnAssets representedby equally weightedHFRI Equity MarketNeutral Index and HFRI Relative Value Index. Asset allocationanddiversificationdonot assurea profitor necessarily protectagainst  
loss in a declining market.CalculatedbyMorganStanleyWealthManagementusing dataprovidedbyMorningstar.© 2015Morningstar, Inc. All rights reserved.Used with permission.This informationcontained 
herein: (1) is proprietary toMorningstarand/or its content providers; (2)may not be copiedor distributed;and (3) is not warrantedto be accurate,complete or timely. NeitherMorningstarnor its content providersare 
responsiblefor any damagesor losses arising fromany use of this information.For illustrative purposesonly.Standard deviation (volatility) is a measure of the dispersion of a set of data from its mean.

10.0%

With 15% Allocation to 
OpportunisticAssets3

9.0%

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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8.0%

4

TheGIC’s Framework Employs anOutcomes‐Oriented
Approach to UsingAlternative Investments

Capital 
Preservation

ClientGoals

Income

Balanced
Growth

Market 
Growth

Opportunistic 
Growth

Cash,  
MoneyMarketFund

Short‐Duration 
Bonds

Primary
TraditionalAssets

Bonds, HighYield 
Equity, 

Convertibles, 
Preferred Stock

60%/40%
Equities /Bonds

S&P 500 Plus

80%Plus Equities

Inflation
Protection

Alternatives’ Portfolio 
Main Purpose

RealAssets CPI Plus

Alternative
Assets

Client Goal
Suggested
Benchmark

Income/Cash Flow
Preservation

Total Return
Assets

T‐Bill or 
LIBOR Plus

Volatility
Reduction

EquityHedge
Assets

Risk‐Adjusted
60/40

Equity
Diversification

EquityReturn
Assets

Risk‐Adjusted
S&P 500 Plus

Growth
Amplification

Opportunistic 
Assets

Customized

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:MorganStanleyWealthManagementGlobal Investment Committee
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Alternative Strategies Should Adhere to Investment Objectives
As of March 31, 2015

†Correspondsto capitalmarketassumptionsas published in theGIC’sAnnualUpdateof CapitalMarketAssumptions , March31, 2015.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
The Global Investment Committee’s Outcomes Framework for Alternatives is not provided as part of an investment advisory service offered by Morgan Stanley Wealth Management, is not available to be directly
implemented as part of an investment advisory service and should not be regarded as a recommendation of any Morgan Stanley Wealth Management investment advisory service. Return expectations are in US dollars.
The Outcomes Framework for Alternatives does not reflect the investment or performance of actual portfolios. Return expectations are gross figures, and as such, do not take into account fees and other expenses, the
deduction of which, when compounded over a period of years, would decrease returns. Return expectations for periods of longer than one year are annualized. Investment characteristics are derived from indices published
by Hedge FundResearch, Inc.

Source:MorganStanley Wealth Management as of March 31, 2015. *For more information about the risks to Master Limited Partnerships (MLPs) see Risk Considerations at the end of this material. **NM = Not meaningful;
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Alternative
Mutual Funds/ETFs

All

Annual 1099; ETF
Cost‐BasisAccounting

Transparent

Goal Based; 
Suitability‐Driven 

Approach

Business
Consideration

TargetClientSegment

AssetAllocation
Approach

Traditional Private
Offerings

Institutions;UHNW; 
Accredited andQualified

Strategic

Role in Portfolio OpportunisticGrowth;
VolatilityMitigation

TaxConsiderations K‐1;Opaque and
Delayed

FeeConsiderations Potential for Layering

Accessibility – and 
Liquidity‐Driven 

Approach

StrategicandTactical

GoalAchievement 
andTactical Risk 
Management

The IncreasedAvailability ofAlternatives Mutual Funds/ETFs Has 
TransformedAssetAllocation Choices for Private Clients

Source:MorganStanleyWealthManagementGlobal Investment Committee
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Hybrid alternatives
asset allocations may
commingle traditional 
private offerings and
alternative mutual 
funds/ETFs

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **

Keep in Mind Liquidity Has a Price. Is Liquidity Overvalued
by Investors?

Investors Pay a Performance Price for Liquidity
As of March 2013

3%

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:CliffwaterLLC as of June 2013. Performancedata shownrepresents 10 years ending March2013. *BasedonCliffwater study ofmanagerswhomanage bothprivateand alternativemutual funds/ETFs, which

0.42%

0.71%

0.52%

0.86% 0.86%
0.94%

2%

1.60%

2%

2.18%

0%

1
%

1
%

Median Difference in Net Returns Between PrivateOfferings and 
AlternativeMutual Funds/ETFs*

examined 149 pairs in June 2013.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Talent Differences Also Can Impact Performance Realization
Investors Pay a Performance Price for Liquidity

PerformanceComparison:TraditionalHedgeFunds vs Mutual Funds
August 31, 2012 to July 30, 2015

**Please note thatwhen sharingwith clients, youmust use this section in its entirety and shouldnot remove individual slides. **

Source: HFRI, Morningstar, Morgan Stanley Wealth Management GIC. (1) Morningstar performance numbers are simple averages of the reported fund returns. Calculated by Morgan Stanley Wealth
Management using data provided by Morningstar. © 2015 Morningstar, Inc. All rights reserved. Used with permission. This information contained herein: (1) is proprietary to Morningstar and/or its content
providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising

3 Year 3 Year 3 Year
3 Year Performance 3 Year Performance 3 Year Performance

Performance Difference Performance (Top Difference (Top Performance (Top Difference (Top

Index/Funds Number of Funds (Overall) (Overall) 25%) 25%) 10%) 10%)
Morningstar  Long/Short Equity 55 6.66 8.38  12.60
HFRI Equity Hedge Index 773 7.72 1.06 13.13 4.75 18.54  5.94

Morningstar  Market Neutral 22 1.18 2.52 4.03
HFRI Equity Market Neutral  Index 69 4.17 2.99 8.16 5.64 14.31  10.28

Morningstar  Multialternative 50 3.68 5.85 7.32
HFRI FOF Composite Index 352 5.68 2.00 8.25 2.40 10.29  2.97

Morningstar  Managed Futures 21 2.61 5.65 8.64
HFRI Macro Systematic Diversified Index 159 4.59 1.98 7.94 2.29 11.68  3.04

Morningstar  Multi‐Currency 13 ‐1.53 ‐0.09 2.76
HFRI Macro Currency Index 23 1.01 2.54 3.62 3.71 5.80 3.04

Average Performance Difference 2.11 3.76  5.05

fromany use of this information.For illustrativepurposesonly. Please reference theAppendix at the end of thismaterial formoreinformationon hedge fund index performance.

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Index/Funds Number of 
Funds

3 Year 
Performance 

(Overall)

3 Year 
Performance 
Difference 
(Overall)

3 Year 
Performance 
(Top 25%)

3 Year 
Performance 
Difference 
(Top 25%)

3 Year 
Performance 
(Top 10%)

3 Year 
Performance 
Difference 
(Top 10%)

Morningstar Long/Short Equity 66 7.20 10.16 13.82
HFRI Equity Hedge Index 734 8.38 1.19 14.29 4.13 20.29 6.47
Morningstar Market Neutral 35 1.40 3.54 4.42

HFRI Equity Market Neutral Index 59 4.58 3.17 8.96 5.42 12.70 8.28
Morningstar Multialternative 61 3.91 5.11 7.47

HFRI FOF Composite Index 347 6.27 2.36 8.70 3.59 11.05 3.59
Morningstar Managed Futures 28 2.24 6.02 7.47

HFRI Macro Systematic Diversified Index 154 2.53 0.29 6.53 0.51 10.62 3.15
Morningstar Multi‐Currency 14 ‐1.35 1.40 2.91

HFRI Macro Currency Index 25 1.20 2.55 5.09 3.69 6.13 3.23
Average Performance Difference 1.91 3.47 4.94
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Investors Should ConsiderAllocatingAcross the Liquidity Spectrum
As of June 30, 2015

Equity ETF / 
Index Funds

Treasuries

Passive 
REITs or
Commodity 
Funds

Equity

Fixed Income

RealAssets

More 
Liquid

Less 
Liquid

Actively Long / Short
Managed Equity Hedge
Mutual Funds Funds

Private
Equity
Secondaries

Private Venture
Equity Capital

HighYield
Bonds

Municipal 
Bonds

Long / Short
Credit Hedge
Funds

Mezzanine Distressed
Debt Debt

Active
REITs or
Commodity 
Funds

Liquid Real 
Estate Debt

Managed
Futures

PrivateReal 
Estate Debt

PrivateReal Estate

PrivateEquity

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source:MorganStanleyWealthManagementGIC
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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15.3%
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6.2%
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0%

10%

12%

14%

16%

18%

US Private Equity Global Private Equity S&P 500 MSCI ACWI ex US

Private Market Performance Premium

**Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Source: FactSet, ThomsonONE. (1) Private equity index data sourcedfromThomsonONE’s Cambridge Associatesbenchmarkingdatabaseand is representedby Buyout,Distressed, GrowthEquity, Mezzanine,Private Equity

PrivateEquity¹Vs. Public Equity: (1990 ‐ 2014)²
Annualized Total Returns as of 1Q 2015

Private Equity Total ReturnPrivate Equityhas historically

returns vs. public equitymarkets. 
Investors have been rewarded for

taking on less liquidity.

Volatility

15.7% 14.4% 17.4% 20.7%

Energy, UpstreamEnergy & Royalties and Venture Capital. (2) Time horizondeterminedby availability of asset class data.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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DebunkingCommonly HeldMythsAboutAlternatives

2. Alternativesare Illiquid (andThat’s 
Somethingto Avoid)

AlternativesMyth AlternativesReality

1. Cliffwater LLC, “Performance of a PrivateVersus Liquid Alternatives:HowBig is the Difference,” June 2013
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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1. All AlternativesareExpensive

While some alternatives are expensive and only appropriate for “qualified investors,” there is a 
powerful industry trend underway to build less expensive, publically‐traded alternative vehicles. 
The GIC believes the availability of these vehicles—alternative investment strategies in the form
of mutual funds and ETFs—is transformative.
Although manyalternatives are more expensive because they have a performance fee and a 
management fee, the GIC recommends clients focus onwhether performance(netof fees) is 
justified on a risk‐adjusted basis.

Although manyalternative vehicles such as private equity, real estate and certain hedge funds 
have lock‐up periods and are generally illiquid, the industry is rapidly evolving away from the 
“illiquidity paradigm,” with more andmore alternative mutual funds and ETFs being launched
every day. These provide daily liquidity, 1099 tax reporting, and transparency via monthly or 
quarterly filings on fundholdings.
Despite this trend, there is a performance and risk‐control price for liquidity and regulatory 
constraints imposed on alternative mutual funds and ETFs. Academic studies1 suggest that, on
average, the price of liquidity is ~100basis points per year. In addition to the product structure’s 
drag on performance there is an estimated drag on risk management.Sharpe ratios of liquid
formats of the same strategy have roughly 25%‐35% lower efficiency, or amount of return earned, 
for an amount of risk.
While many investors are uncomfortable with, andmay not be eligible to purchase, illiquid
investments, for investments that are long‐term in nature the cost of liquidity may outweigh the
benefits.

While the case for owning alternatives as a complement to traditional investments is compelling, alternatives remain under‐
represented in many client portfolios.
There are two reasonswhy. First, the last decade produced amultitude of alternatives‐related “challenges” – periods of underperformance, disappointed expectations 
about fees and liquidity, and shocking headlines about managermisconduct. The second is that alternatives are misunderstood by many investors.We explain and
attempt to “debunk” these myths.

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
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DebunkingCommonly HeldMythsAboutAlternatives

3. AlternativesMake aPortfolio Riskier 
(Than TraditionalLong‐Only)

4. AlternativesExist to Achieve “Higher 
Returns”

AlternativesMyth AlternativesReality

This is an understandable misperception, as for years headlines were rife with stories of large hedge 
fund blowups. But, if implementedcorrectly, alternativesmayhelpmitigate portfolio risk and
volatility. Alternatives add value through diversification – adding different exposures and taking
different risks than pure equity or bonds. Alternatives are often hedged, meaning they add value by 
security selection (alpha) vs. providing unprotected exposure to market fluctuations (beta). However, 
alternatives can be complex, oftenmaking it more difficult to understand the investment’s essential 
characteristics and risks; certainly, different levels of risk exist across these investments.

While manyhigh profile alternatives have delivered superior returns, the goal of most alternatives is 
not pure returnmaximization but rather to makeportfolios more efficient than typical stock and
bond portfolios. By definition, manyalternatives have low correlations to traditional asset classes.
Thismeans addingmore return per unit of risk (having a high Sharpe ratio).

Now they are. Morgan StanleyWealth Management continues to enhance its Alternatives offerings –
both traditional alternatives such as hedge funds, private equity, and real estate as well as non‐
traditional alternative investments such as mutual funds, ETFs, CEFs, UITs and SMAs. It is the firm’s 
goal to provide eligible clients with access to some of the industry’s best global alternatives managers 
and investment opportunities.

** Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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5. Alternativesare not WidelyAccessible

Theme 1: Manage Broad Global Volatility

Manage BroadGlobalVolatility:ConsiderGlobal Macro andManaged Futures 
Strategies to Hedge Potential MarketVolatility

HFRI Macro (Total) Index S&P 500 Total Return

Source:HFRAsset Management, LLC, Bloomberg,MorganStanleyWealthManagement. (1)Based on the BarclayHedgeBTOP Index. (2) Basedon theHFRIMacro Index. (3) Standarddeviation (volatility) is a measureof the

As of September 2015
Along with interest rate normalization, the GIC believes capitalmarket volatility will soon normalize, potentially increasing by asmuch as 30% over the next three‐to‐five years across 
bonds, equities, currencies and commodities. Amid China slowdown fears, this could lead to additional volatility in currencies and commodities across developed and emerging
markets. Balanced growth investors should focus on adding to global macro andmanaged futures strategies to mitigate the pickup in broad market volatility.

• Volatility remained largely suppressed for the last several years as the 
Fed engaged in QuantitativeEasing (QE)

• However,with the end of QE in October2014 and recent growth 
scare fears, volatilityhas picked upmeaningfully

• Managed futures—which exploit trends in currencies, rates and 
commodities—have benefitted from the heightenedvolatility, 
finishing the year endingAugust 31, 2015up 10%1

• Global macro funds were also helped by rising volatility, ending2014 
up 6%—thehighest year‐over‐year return since 20102

• Multi‐strategyand hedge fund of funds have disappointed for five 
years and are likely to struggle with redemptions

Context

• We see volatility in fixed income and equity markets continuing to
pick up in 2015 as central bank policy divergence causes re‐pricing
in interest rates and currencies

• The GIC believes that 2015 is the year of the “Great Rebalancing” 
where growthmomentumspreads fromUS corporates to non‐US 
markets and global consumers

• As a result, it makes sense to have exposure to globalmacro and 
managed futures strategies given their relatively low volatility

• These strategies should deliver uncorrelatedreturn streamswith 
normalization in rate, currency and commoditymarkets

InvestmentThesis

Managed Futures Have BenefittedfromHigherVolatility
As of August 31, 2015

GlobalMacroStrategiesCan Provide PotentiallyHigher Returns and
Less Risk DuringMajor Equity Market Drawdowns
As of August 31, 2015
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dispersionof a set of data fromits mean. The morespreadapart the data, the higher the deviation. Drawdownis the peak‐to‐troughdeclineduringa specific period.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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As of September 2015

Investment Ideas
• The GIC believes globalmacro strategies should becomemore 

attractivewhen global volatility increases
• The recent uptick in currencymarket volatilityand the potential 

for a shift in the interest rate regime signal an improvingbackdrop 
formanaged futures strategies

• Multi‐strategyand hedge fund of funds are likely to struggle with 
redemptions in 2015,so we have reduced their relative 
attractiveness

Key Risks
• Some equitymarket upsidemay be limited by pursuing these 

strategies
• Volatility remains suppressedas a result of global QE, making these 

strategies less relevant

VolatilityofGlobalMacro Funds Is LowerThanThat of Equities 
or a 50/50 Blend ofStocks and Bonds
As of August 31, 20151 (Based on Data Since January 1990)
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HFRIMacro (Total)

Index
S&P500

Annualized Volatility

Source:HFRAsset Management, LLC, Bloomberg,FactSet,MorganStanley WealthManagement. (1) HFRI data lags byone month.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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USBarclaysAgg.

Manage BroadGlobalVolatility:ConsiderGlobal Macro andManaged Futures 
Strategies to Hedge Potential MarketVolatility
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Hedged Strategies andGlobal Alternatives Risk/Return

HFRI Hedge FundStrategies
Trailing 12 Months as of August 31, 2015

HFRI Hedge FundStrategies
Trailing Three Years Annualized as of August 31, 2015

Source:MorganStanley & Co. Research , FactSet,HFR,NCREIF, Dow Jones. Hedged strategies consist of hedge funds andmanaged futures. Standarddeviation(volatility) is a measureof the dispersionof a set of datafromits
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Theme 2: Managing Risk of Rising Rates

Manage Risk of Rising Rates andSpreadWidening:UseCredit Long/Short
and StructuredCredit FundsUtilizing Hedged, Low‐DurationStrategies

As of September 2015

The GIC believes interest rate normalizationwillmost likely be a slow andmeasuredaffair, but will provide a meaningfulheadwind for investors using bonds for 
principal preservation. In particular, as rates rise, the GIC expects prices of longer‐durationbonds to fall. Target zero/very low bonddurationandminimalequity beta.

Source: The Yield Book® Software andServices© 2015 CitigroupIndex LLC.All rights reserved.Bloomberg, FactSet; (1) Option‐adjusted spread (OAS) is ameasurement of the spread of a fixed income 
security rate and the risk‐free rateof return,which is adjusted to take into account an embedded option.

• The GIC believes interest rate normalizationcould limit returns in fixed 
income in 2015as the Fed prepares to officially hike rates

• Global quantitativeeasing could cause inflationexpectations to drift 
back up, taking nominalrateswith them

• This interest rate normalization is likely to spur increasedvolatility in 
both equities and fixed incomeagainst a backdropof subpar growth

• Credit spreads havewidenedmeaningfullyfrom their cycle lows, 
catalyzed in large part by the crash in oil prices

Context

• As the cycle has matured, investors have gotten more selective on
credit quality, creating dispersion in spreads and opportunities for
security selection

• However, corporate balancesheets remainhealthy and default rates 
are still well below historical peaks

• Given our expectations for rising rates and higher volatility in 2015 and
beyond, investors should pursue strategies with lower duration, which
can help reduce volatility in a rising rate environment

• Managers focused on credit‐sensitive bonds in corporateand 
structured credit can generate returns from security selection

• Long/short credit managers can seek to reduce interest rate and credit
risk utilizingmarket hedges

InvestmentThesis
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A BBB BB
OAS: 12/31/2014

B CCC
OAS: 12/31/2013

CreditCurve HasSteepenedSince 20131
As of September 11, 2015

As of September 2015

Investment Ideas
• Favormanagerswith low duration(between 0 and 3 years)
• Seek exposure to funds that aremore credit sensitive in their 

security selection
• Focus on structured creditmanagerswho are concentrated in 

CMBS and CLOs

Manage Risk of Rising Rates andSpreadWidening:UseCredit Long/Short
and StructuredCredit FundsUtilizing Hedged, Low‐DurationStrategies

Key Risks

• Interest rates do not normalizeas we believe theywill, making 
short‐durationstrategies less relevant

• Funds that increase credit risk often becomemore correlatedto 
equities in a risk‐off environment

• Housingmarket slowdown and changes in government policy can 
adversely impact structured creditmarkets

Source: MorganStanley& Co., The Yield Book,Bloomberg
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US Invest.Grade InterestCoverage Elevated—BalanceSheetsStrong
As of 2Q 2015
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FedWill Likely Raise Interest Rates as EconomyContinues to Expand

Fed Funds FuturesCurve (2015E – 2018E)
As of August 31, 2015

Source:Bloomberg,MorganStanleyWealthManagementGIC. Squares indicate Fedmembers’median projectionfor interest rates.

Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
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Long‐duration 
fixed income is 

sensitiveto rising 
ratesand is very 

volatile

Source: FactSet,MorganStanleyWealthManagementGIC. The followingBarclays indices were used for the sectors above : US Aggregatefor BroadMarket,US AggregateSecuritized–MBS Index forMBS, US Corporatesfor 
Corporate,Muni Bond 10‐year Index forMunicipals, CorporateHigh Yield Index forHigh Yield, US TIPS Index for TIPS, FRN (BBB) forFloatingRate, US ConvertiblesCompositefor Convertibles and BarclaysABS + CMBSfor
ABS. BarclaysUS Treasurybenchmark indices used forUS Treasury data. (1) Formore informationaboutthe risks to Durationplease refer to theRisk Considerationssection at the end of this material.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
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Manage Equity Exposure:Use Event‐Driven and Equity Long/Short Strategies 
to Diversify/AmplifyGlobal Equity Exposure

Source:MorganStanley & Co., MorganStanleyWealthManagement Bloomberg.MorganStanley’sAsset Co‐Movement Indicator Index tracksweekly returnsof 16 different asset classes and howmuch of their cross‐variation

As of September 2015

High corporate cash balances, low growth and low interest rates continue to nurture the backdrop forM&A, LBOs, IPOs and share repurchases. Success of activist 
investors has created increasedopportunities for proactive shareholdervalue creation,and event‐drivenmanagerscan take advantageof corporateactivity to 
unlock shareholdervalue. Equity long/shortmanagers should have proven capabilitieson the short side as dispersion in stocks increases.

• As the global economygrows stronger, correlationsbetween asset 
classes and securities remain low,making active strategies 
(particularlyequity long/short)more attractive

• M&A activity in the US has just started to pick up, offeringmore 
fertile ground for event‐drivenmanagers

• Rising volatility in global interest rates, currencies and 
commodities is creatingwinners and losers, a trend that can be 
exploited

Context

• As a result of low asset correlations, it makes sense to consider a 
more active investment approach in equities

• Shorting enables long/short funds to take bigger positions in 
higher‐convictionlong ideas, increasing potential alpha generation

• The improvingeconomic, earnings and corporate outlook should 
bodewell forM&A activity and overall equitymarket performance

• We do not think that recent rule proposals from the US Treasury 
limiting so‐called  “tax inversions”will impactmarketmomentum

• Wide currency divergences are likely to create incentives for
consolidation deals; this could make event‐driven strategies
especially relevant in 2015

MorganStanley&Co. Asset Co‐Movement Indicator
10‐Year Average

InvestmentThesis

USM&AActivity Is Elevated
As of August 31, 2015 (Billions of Dollars)
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CorrelationsCollapse—ActiveManagement MoreAttractive
As of August 28, 2015

can be explainedby a single factor.
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.
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Manage Equity Exposure:Use Event‐Driven and Equity Long/Short Strategies 
to Diversify/AmplifyGlobal Equity Exposure

As of September 2015

Investment Ideas
• Favormanagerswho have historically outperformedat this 

stage of the recovery cycle
• Seek exposure to stocks that could benefit fromM&A, LBOs 

and share repurchases
• Focus onmanagerswith expertise in our favoredequity 

markets—Japan,Europe and the US

Key Risks

• M&A activity declines, creating a less suitable environment for 
event‐drivenmanagers

• Geopolitical risks could create headwinds for equitymarkets in 
2015

• A string of disappointing economicdata could raise questions 
about the strength of the US economic recovery

Equity Long/Short FundsHaveGeneratedAttractiveRisk‐Adjusted Returns
As of August 31, 2o15
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Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
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Seek Private Market Opportunities
 Private Equity Outlook

 Commodity Companies (Energy, Metals)
 Secondaries

 Real Estate Outlook
 U.S. Residential Market Opportunities
 Niche Market Opportunities (College Campus, Senior Living)

 Private Debt Outlook – Bank Regulation Trade
 Middle Market
 Europe
 Real Estate
 Energy

 Impact Investing
 Socially responsible private equity
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Source:HFRGlobal Hedge Fund IndustryReport– Year End 2014, Bloomberg,PerTrac. Indexes are unmanagedand investors cannot directly invest in them. Composite index results are
shown for illustrative purposesand donot represent the performanceof a specific investment. Please see Referenced Indexes in Appendix for index descriptionsand key definitions.

HEDGEFUNDRISKRETURNCOMPARISON:LISTOF INDEXESUTILIZED

US Equity S&P 500

Global Equity MSCI EAFE – Net

US Bonds Barclays Aggregate Bond Index

Real Estate NCREIF Property Index

Private Equity PrEQIn All Private Equity Index

Equity Market Neutral HFRI EH: Equity Market Neutral Index

Event Driven HFRI Event‐Driven (Total) Index

Distressed HFRI ED: Distressed / Restructuring Index

Merger Arbitrage HFRI ED: Merger Arbitrage Index

Macro HFRI Macro (Total) Index

Long / Short Equity HFRI Equity Hedge (Total) Index

Hedge Funds HFRI FundWeighted Composite Index

Emerging Markets HFRI Emerging Markets (Total) Index

Fixed Income HFRI RV: Fixed Income‐Corporate Index

Relative Value HFRI Relative Value (Total) Index

Convertible Arbitrage HFRI RV: Fixed Income‐Convertible Arbitrage Index
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RISKCONSIDERATIONS
Investing in Alternative Investments can involve a highdegree of risk. These are speculative securities. Beforeyoudecide to invest, carefully consider a fund’s investment objective, 
risks, chargesand expenses. This and other informationcan be found in a fund’sconfidential offering memorandumorprospectus,which you should readcarefully before investing.

ALTERNTATIVEINVESTMENTS
ValuationRiskCertain alternative investment funds often trade in esoteric and/or illiquid securities. In normalmarkets it is sometimesdifficult to price these instruments, causing 
managersto estimatemarketvalues. In stressedmarketsthis problemmaybemagnified, leaving investors with an imprecise understandingof a portfolio'sNet Asset Value. Valuations 
for investments forwhichmarketquotationsare not availablemay at times be estimates, whichmay affect the amountof themanagementand incentive fees
SpecializedTradingSpecial investment techniques such as leveraging, short‐sellingand investing in derivatives, including optionsand futures,may result in significant losses
Manager Risk Investing in a fund exposes investors to risks particularto that fundmanager. These risks can include poordecisionmaking, key personnel departuresor fraud,among 
others. In the case of a fund of funds, althoughthe Investment Managerselects managers it believes areprudent and reliable,managers could performpoorlyor reach capacity
LiquidityRisk Interests in certain alternative investment fundsare generally not readilymarketableand not redeemable. Interests in a fund generally arenot transferableexcept in 
limited circumstances.Accordingly investors have to bear the risksof investing for the full durationof the lock‐upperiod
Investment Process /ModelRiskThe Investment Manager's investment processmay be heavily dependent on the Investment Manager's analysis of historicaldata. No assurancecan 
be given that these analyseswill accurately predict future results
MarketRiskThe value of securities, commodities,and currenciesmay fluctuate reflecting a variety of factors, including changes in investor outlookandpolitical and economic 
environments.
StrategyRisk Investments in diverse and sometimes complex strategiesare affected in differentways and at different times by changingmarketconditions. Strategiesmay at times be 
outofmarket favor for considerableperiods,with adverseconsequences for the portfolio.
Incentive CompensationManagerswill, in general, receive performancecompensation,whichmay give themanagers incentives tomake investments that carrygreater riskormore 
speculative thanmightbe the case if no performancecompensationwere paid.

HEDGEFUNDS
SpecializedTradingSpecial investment techniques such as leveraging, short‐sellingand investing in derivatives, including optionsand futures,may result in significant losses.
MarketRiskThe value of securities, commodities,and currenciesmay fluctuate reflecting a variety of factors, including changes in investor outlookandpolitical and economic 
environments.
StrategyRiskHedge Funds trade in diverse complex strategies that areaffected in differentways and at differenttimes by changingmarketconditions. Strategiesmay at times be out 
ofmarket favor for considerableperiods,with adverseconsequences for the portfolio.
Manager RiskAlthoughMorganStanley selects advisors it believes areprudent and reliable, advisorscould performpoorlyor reach capacity.
Incentive CompensationManagerswill, in general, receive performancecompensation,whichmay give themanagers incentives tomake investments that carrymorerisk ormore 
speculative thanmightbe the case if no performancecompensationwere paid.
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HEDGEFUNDS(cont’d)
LiquidityRiskFundsof Hedge Fundsmayhave limited redemptiondates. Underlying advisorsmay also have lock‐upperiodsand infrequent redemptiondates, thereby limiting the 
Investment Manager's ability to reallocateassets as marketand advisor performancechange.
ValuationRiskHedge Fundsmay tradein esoteric securities, often in illiquid markets. In normalmarkets it is sometimesdifficult to price these instruments, causingmanagersto 
estimatemarketvalues. In stressedmarketsthis problemmaybe compounded, leaving investors with an imprecise understandingof theNAV of a multi‐strategyportfolio.Valuations 
for investments forwhichmarketquotationsare not availablemay at times be estimates, whichmay affect the amountof theManagement and Incentive Fees.
Conflicts of InterestConflicts of InterestMorganStanley Smith Barney, LLC or its affiliates (collectively, “MorganStanley”)engage in ormay engage in business (in each case, subject 
to applicable law) with a particular fund, the general partner, themanager and / or the entities in which a particularfund invests, and as a result earns orwill earn currentor future fees 
and commissionsby providingcertain services, including butnot limited to: (i) financing or investment banking services; (ii) lending or arrangingcredit;and (iii) other financial services. 
The receipt or prospectof receiving such fees or commissionsmay present an actual or potential conflict of interest. In addition, in connection with an investment in a particularfund, 
themanager or its affiliatemay receive certainmanagement fees and its general partnermay receive carried interest frominvestors in a particularfund as described in the applicable 
fundmemorandum.
Relianceon IndustryDataMorganStanley utilizes and relies on dataand indices from3rdparties, and someof these are presented in this presentation.MorganStanley does not 
independently confirm the dataand indices fromthese 3rd partysources and doesnot makeany representationas to their accuracy.

MANAGEDFUTURES
LeverageTradingof commodity interests is speculative, volatile and involves a highdegree of leverage. A small change in themarketprice of a contract can producemajorlosses for   
the Fund.You could lose all of your investment. Leverage is inherent in futures trading. In order to enter into a futures contract,a traderneeds to postwith the exchangeonly a small 
security deposit, or 'margin', sufficient to cover any daily fluctuations in the value of the positions,which is adjusteddaily to account for changes in value. The low initial outlay, typically 
ranging fromabout5% to 20%of the value of the contract, allows the investor continued use ofmost ofhis capital for the durationof the contract, while at the same time controlling 
positionswithmuchgreatervalue than the initial amount invested. This inherent leverage amplifies the effect of price fluctuations, creatinggreater gains and losses, as a percent of the 
actual amount invested and resulting in increased volatility.
Fees &Expenses Regardlessof tradingperformance,the Fundswill incur fees andexpenses, including brokerageandmanagement fees. Substantial incentive fees maybe paid to one 
ormore tradingadvisorseven if the Fundexperiences a net loss for the full year.
Lackof LiquidityYourability to redeemunits is limited. In many cases, youmay only redeem units after an initial three‐monthholdingperiodand then only on amonthly basis. 
Conflicts of InterestThe Fundsmay be subject to conflicts of interest: the general partnerand brokermaybe affiliates; each of the tradingadvisors, the commoditybrokerand their 
principals and affiliatesmay trade in commodity interests for their own accounts; and yourMorganStanley Financial Advisor / PrivateWealthAdvisorwill receive ongoing 
compensationfor providingservices to your account.
DiversificationBenefit isUncertain The Fundswill not provideany benefit of diversificationof your overall portfoliounless it is profitableand producesreturns that are independent 
fromstockand bondmarket returns.
StrategyRiskThe advisors' tradingstrategiesmay not performasthey have performed in the past. The advisorshave fromtime to time incurred substantial losses in trading on behalf 
of clients.
Taxation Youwill be taxedon your shareof each Fund's income, even thoughthe Funddoes not intend tomake any distributions.
Manager RiskThe general partnerat any timemay select andallocate the Fund's assets to advisorsthatare not described in the prospectus.Youmay not be advised of such changes in 
advance. Youmust rely on the ability of the general partner to select advisorsand allocate assets among them.
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MANAGEDFUTURES(cont’d)
Lackof LiquidityYourability to redeemunits is limited. In many cases, youmay only redeem units after an initial three‐monthholdingperiodand then only on amonthly basis.
Competitionfor InvestmentsResults depend on the availability of real estate investments and theManager'sability to identify and consummatesuch transactions.There can be no 
assurance that theManagerwill be able to find attractive investments to invest all or substantially all of the Company's capital. In addition, the timing which an investor makes 
investments will have a significant impacton returns
DiversificationBenefit isUncertain The Fundswill not provideany benefit of diversificationof your overall portfoliounless it is profitableand producesreturns that are independent 
fromstockand bondmarket returns
StrategyRiskThe advisors' tradingstrategiesmay not performasthey have performed in the past. The advisorshave fromtime to time incurred substantial losses in trading on behalf 
of clients
Taxation Youwill be taxedon your shareof each Fund's income, even thoughthe Funddoes not intend tomake any distributions
Manager RiskThe general partnerat any timemay select andallocate the Fund's assets to advisorsthatare not described in the prospectus.Youmay not be advised of such changes in 
advance. Youmust rely on the ability of the general partner to select advisorsand allocate assets among them

PRIVATEEQUITY
ValuationAs Private Equity Fundsgenerally will invest in securities that are not readilymarketable, the securities generallywill be carriedat the values providedto the Fundor at cost. 
These valuation proceduresare subjective in nature, donot conformto any particular industrystandardandmay not reflect actual values atwhich investments areultimately realized
LiquidityRisk Interests in a Private Equity Fundare generally not readilymarketableand not redeemable. Interests in a Fundgenerally arenot transferableexcept in limited 
circumstances.Accordingly investorshave to bear the risksof investing in the Fund for the full durationof the Fund
Speculative InvestmentThe investment strategiesutilizedmay include highly speculative investment techniques, highlyconcentratedportfolios,control and non‐controlpositions 
and illiquid investments. Because of the specializednatureof the investment, it is not suitable for certain investors and, in any event, an investment in a Private Equity Fund should 
constitute only a limited partof an investor's total portfolio.Therecan be no assurancethat a Fundwill return investors' capital or that cash will be available for distributions
DefaultRemedies If an investor fails to Funda capitalcall froma fundwhen due, the Fundmay exercise various remedieswith respect to such investor and its interest including, but not 
limited to, causing the investor to forfeit or sell all or a portionof its interest in the Fund or requiring that the investor immediately pay up to the full amountof its remaining capital 
commitment

REALESTATE
Real EstateOwnershipReal estate historicallyhas experienced significant fluctuationsand cycles in value and localmarketconditionsmay result in reductions in the value and the 
income associatedwith real property interests, including possible loss of principal investment
LeverageMost real estate investments employ leverage. Leverage has the effect ofmagnifying bothgains and losses, including potential loss of principal
InterestRateRiskReal estate investments mayormaynot include the use of floating rate leverage. Floating rate leverage increases the volatility of real estate returns, including 
increasing the potential loss of principal.Other risks related to interest rates include the risk associatedwith refinancing properties
Illiquid InvestmentsMany non‐REIT real estate investments are illiquid, and are not listed on any exchange.  Investments shouldgenerally be regardedas fixed and  long‐term. 
Generally, thereare no liquidity provisionsand nomechanisms in place for sale of partial interests in non‐realizedreal estate funds. There are often significant restrictionson transfer
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REFERENCEDINDEXES

AmsterdamExchange (AEX)Exchange that comprisestheAEX‐Effectenbeurs, theAEX‐Optiebeurs(formerly the EuropeanOptions Exchangeor EOE) and theAEX‐Agrarische 
Termijnmarkt.

BarclaysAggregateBond IndexA market‐weighted,intermediate‐termbond index of over 6,500 intermediate‐termgovernmentbonds, investment gradecorporatedebt securities 
andmortgagebackedsecurities.

BarclayCTA IndexThis benchmark is representativeof performancefromcommodity tradingadvisors.There are currently 565 programsincluded in the calculationof theBarclayCTA 
Index for the year 2012, which is unweightedand rebalanced at the beginning of each year.

CAC40 IndexA broad‐based index of commonstocks composedof40 of the 100 largest companies listed on the forwardsegmentof the official list of the Paris Bourse.

DAX IndexThe Deutsche BoerseGermanStock Index is a total return index of 30 selected Germanblue chip stocks tradedon the FrankfurtStockExchange.

Dow Jones Industrial Average(Dow 30)A price‐weighted averageof 30 actively tradedblue‐chipstocks, primarily industrials including stocks that tradeon theNew YorkStock 
Exchange.The Dow, as it is called, is a barometerof howsharesof the largestUS companies are performing.

Dow Jones‐UBSCommodity Index (DJ‐UBSCI)Composedoffuturescontractson physical commodities.Unlike equities, which typically entitle the holder to a continuing stake in a 
corporation,commodity futurescontractsnormally specify a certain date for the delivery of the underlyingphysical commodity. In order to avoid the delivery process andmaintain a 
long futuresposition, nearby contractsmust be sold, and contracts thathave not yet reachedthe delivery periodmustbe purchased.This process is known as “rolling”a futures 
position.The DJ‐UBSCI is a “rolling index.”

EUROSTOXX 50 IndexProvides a Blue‐chip representationof supersectorleaders in the Eurozoneand covers 50 stocks.

EUROSTOXX 600 IndexRepresents large,mid and small capitalizationcompanies acrossthe Europeanregionwith a fixednumber of 600 components.

FTSE100 The Financial Times StockExchange100 ShareIndex measuresthe performanceof the sharesof the 100 largest companies listed on the LondonStockExchange, sometimes 
referredto as the LSE.

FTSEAll‐ShareThe Financial Times StockExchangeAll‐Share Index is a capitalization‐weighted index comprising the FTSE350 and the FTSESmallCap Indices.

FTSEMIB IndexThe Financial Times StockExchangeMIB Indexmeasures the performanceof the 40most liquid and capitalized Italian shares and seeks to replicate the broadsector 
weightsof the Italian stockmarket. It is the primarybenchmark index for the Italian equity market and represents the large cap componentof the FTSE Italia All‐ShareIndex.

FTSENAREIT US Real Estate Index SeriesDesigned to present investors with a comprehensivefamily ofREIT performanceindexes that span the commercial real estate space across 
theUS economy,offering exposureto all investment and propertysectors. In addition, themorenarrowly focusedpropertysector and subsector indexes providethe facility to 
concentrate commercial real estate exposure in moreselected markets.

Hang Seng IndexA free‐floatcapitalization‐weighted indexof a selection of companies fromthe StockExchangeof Hong Kong. The components of the index are divided into four 
subindexes: Commerceand Industry, Finance, Utilities, andProperties.



10/9/2015

26

Appendix (cont’d)

40 INTRODUCTIONTOALTERNATIVE INVESTMENTS

REFERENCEDINDEXES(cont’d)

HFRI IndexesWhile theHFRI Indexes are frequently used, they have limitations (someofwhich are typical of otherwidely used indexes). These limitations include survivorshipbias (the 
returnsof the indexesmay not be representative of all the hedge funds in the universe becauseof the tendency of lower performing fundsto leave the index); heterogeneity (not all 
hedge funds are alike or comparableto one another,and the index may not accurately reflect the performanceof a describedstyle); and limited data (manyhedge funds donot report    to
indexes, and the index mayomit funds, the inclusion ofwhichmight significantly affect the performanceshown.The HFRI Indices are basedon informationself‐reportedbyhedge fund
managersthatdecide on their own, at any time, whetheror not theywant to provide, or continue to provide, informationto HFRAsset Management, L.L.C. Results for funds that  goout
ofbusiness are included in the index until the date that they cease operations.Therefore, these indexes maynot be completeor accuraterepresentationsof the hedge fund universe, and
may be biased in several ways.

HFRI Distressed /RestructuringIndex Includes strategieswhich employ an investment processfocusedon corporatefixed income instruments, primarilyoncorporatecredit 
instruments of companies tradingat significant discounts to their value at issuance or obliged (parvalue) atmaturityas a result of either formalbankruptcyproceedingor financial 
marketperceptionof near term proceedings.

HFRI EmergingMarket Index (EmergingMarkets)EmergingMarkets funds invest in the securitiesof companies or the sovereign debtof developing or 'emerging' countries. The 
constituents of theHFRI EmergingMarkets Indexes are selected according to their Regional Investment Focusonly. There is no Investment Strategycriteria for inclusion in these 
indexes.

HFRI EquityHedge Index (Long / ShortEquity)Equity Hedge investing consists of a core holdingof long equities hedgedat all times with short sales of stocks and / or stock index 
options.

HFRI EquityMarketNeutral Index Includes strategieswhich employ sophisticatedquantitative techniques of analyzing price datato ascertain informationabout futureprice 
movement and relationshipsbetween securities, select securities forpurchaseand sale.

HFREvent‐Driven Investment managerswhomaintain positions in companies currently or prospectively involved in corporatetransactionsof a wide variety including but not limited to 
mergers, restructurings, financial distress, tender offers, shareholderbuybacks,debt exchanges, security issuance or other capital structureadjustments.

HFRI Fixed Income‐ConvertibleArbitrageIndex Includes strategies in which the investment thesis is predicatedon realizationof a spreadbetween related instruments in which one or 
multiple componentsof the spread is a convertible fixed income instrument.

HFRI Fixed Income‐Corporate Index includes strategies in which the investment thesis is predicatedon realizationof a spreadbetween related instruments in which one ormultiple 
componentsof the spread is a corporatefixed income instrument.

HFRI Fund of Funds Composite IndexAn equally weightedperformanceindex that accounts formore than800 hedgefunds of funds listed in theHFRDatabase.

HFRI Fund‐WeightedComposite IndexAn equally weighted composite index, which accounts for over 2,000 funds listed on the internal HFRI Database.The Funds included in the 
index must reportmonthly returns, net of all fees returns, assets in USD and have at least $50 million undermanagementor have been actively trading for at least 12months.
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REFERENCEDINDEXES(cont’d)

HFRIMacro Index (Global Macro)Macro involves investing bymaking leveragedbets on anticipatedpricemovements of stock markets, interest rates, foreignexchange and physical 
commodities.

HFRIMergerArbitrageIndex Includes strategieswhich employ an investment processprimarily focusedon opportunities in equity and equity related instrumentsof companieswhich 
are currentlyengaged in a corporatetransaction.

HFRI RelativeValue Index Investment Managerswhomaintain positions in which the investment thesis is predicatedon realizationof a valuationdiscrepancy in the relationship 
between multiple securities.Managersemploy a variety of fundamentaland quantitative techniques to establish investment theses, and security types rangebroadlyacrossequity, 
fixed income, derivative or other security types.

IBEX35 IndexOfficial index of the Spanish ContinuousMarket; comprisesthe 35 most liquid stocks tradedon the Continuousmarket.

MSCI EAFEIndexThe EAFE is a broadmarketcap‐weightedindex thatwas formulatedbyMorganStanley Capital International (MSCI)to represent equity marketperformancein the 
developedworld beyondNorthAmerica.

MSCI SingaporeFree Index A free‐floatadjustedmarketcapitalizationweighted index that is designed to track the equitymarketperformanceofSingapore securities listed on 
SingaporeStockExchange.

MSCI Taiwan IndexA free‐floatadjustedmarketcapitalizationweighted index that is designed to track the equity marketperformanceofTaiwanese securities listed on Taiwan Stock 
ExchangeandGreTai SecuritiesMarket.

MSCIWorld IndexAn index consisting of approximately1,500 stocks in 23 countries globallyand representing a significant portionof the totalmarketcapitalizationin thosecountries

NASDAQ 100 Index Includes 100 of the largest domestic and international non‐financial securities listed on The Nasdaq Stock Market based on market capitalization. The index
reflects companies across major industry groups including computer hardware and software, telecommunications, retail / wholesale trade and biotechnology. It does not contain
securities of financial companies including investment companies.

NCREIFProperty IndexReturns A quarterly time series compositetotal rateof return measureof investment performanceof a very largepool of individual commercial real estate 
propertiesacquired in the privatemarket for investment purposesonly. All properties in theNPI have been acquired, at least in part, on behalf of tax‐exempt institutional investors ‐ the 
greatmajoritybeing pension funds. As such, all propertiesare held in a fiduciaryenvironment.

NCREIFTownsend OpportunityFund Index Presents the performanceinformationof privateequity real estate funds pursuingcore, value‐addedand opportunisticinvestment 
strategiesusing both open‐endedand closed‐ended structures.The performancedata comprisesbothactive investments, as well as funds thathave completed their full lifecycle or 
discontinuedoperations.Return informationis representedboth in the time‐weightedformat,which is most appropriateforopen‐end vehicles and vintage year descriptive statistics, 
which aremost appropriateforclosed‐ended vehicles that exhibit performancepatternsdependent on their lifecycle.
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REFERENCEDINDEXES(cont’d)

NFI‐ODCEIndexOpen‐EndDiversified CoreEquity; it is the first of theNCREIFFundDatabaseproductsand is an index of investment returnsreportingon botha historicaland current 
basis the results of 31 open‐end commingled funds pursuing a core investment strategy, someofwhich have performancehistoriesdating back to the 1970s. The NFI‐ODCEIndex is 
capitalization‐weightedand is reportedgrossof fees. Measurement is time‐weighted.NCREIFwill calculate the overall aggregated Index return.

Nikkei 225 IndexA price‐weightedaverageof 225 top‐ratedJapanesecompanies listed in the First Section of the TokyoStockExchange.

NYSEComposite IndexCoverspricemovements of all new world commonstocks listed on theNew YorkStockExchange.The composite index is supplementedby separate indexes 
for four industry groups: industrial, transportation,utility, and finance.

OMXStockholm30 IndexConsists of the 30 most actively tradedstockson the StockholmStockExchangeand is amarketweightedprice index. The compositionof the OMXS30 
index is revised twice a year.
PrEQIn IndexesPrEQInis a quarterly index for the whole private equity industry, enabling comparison of the performance of private equity funds against other asset classes.This index 
tracks industry returns information fromDecember 31, 2000, to themost recent quarter‐end date available. The Index pools performance information across all private equity strategies 
including buyout, venture, private equity real estate, fund of funds and distressed private equity, and is calculated on a quarterly basis using data from Preqin’s PerformanceAnalyst 
database. The models use quarterly cash flow transactions and NAVsreported for individual private equity partnerships.

Russell2000 IndexMeasures the performanceof the small‐cap segment of theUS equity universe. The Russell 2000 Index is a subsetof theRussell 3000 Index representing 
approximately10%of the totalmarket capitalizationof that index. It includes approximately2000of the smallest securities basedon a combinationof theirmarketcap and current 
index membership.

S&P500A capitalization‐weighted indexof 500US large‐capstocks.

S&PCanada 60 (S&P / TSX 60)A capitalization‐weighted index of 60 of the largest andmost liquid (heavily traded)stocks listed on the TorontoStockExchange(TSX).

S&PCNX Nifty The leading index for largecompanies on the National StockExchangeof India; it is a free‐floatmarket‐capitalizationindex of 50 companies representing 24 sectorsof 
the economy.

S&PMidcap400 Provides investors with a benchmarkformid‐sizedcompanies. The index, which is distinct fromthe large‐capS&P 500,measures the performanceofmid‐sized 
companies, reflecting the distinctive risk and returncharacteristicsof thismarketsegment.

S&P / ASX200 Covers approximately80%of Australianequitymarket capitalizationand is recognizedas the institutional investable benchmark in Australia. Index constituents are 
drawnfromeligible companies listed on the AustralianSecurities Exchange.

TOPIX (TPX) The TokyoStockPrice Index is a capitalization‐weighted indexof all companies listed on the First Section of the TokyoStockExchange.
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GLOSSARYOFTERMS

AlphaA mathematicalvalue indicating an investment's excess return relative to a benchmark.Measures amanager'svalue addedrelative to a passive strategy, independent ofmarket 
movement.

BetaA quantitativemeasureof volatility of a security or strategyrelative to amarket index. An investment with a beta less than1.0 is less volatile than the market,while an investment 
with a beta greater than 1.0 is morevolatile than themarket.

CollateralizedDebtObligations (CDOs) A general inclusive term which covers CollateralizedBondObligations,CollateralizedLoanObligations,and CollateralizedMortgage 
Obligations.

CommercialMortgageBackedSecurities (CMBs)Similar toMortgage‐BackedSecurities butbackedby loans securedwith commercial, rather than residential, property.Commercial 
property includes, but is not limited to, multi‐family, retail, and office space. They are not standardized sothereare a lot of details associatedwith topics such as structure,credit 
enhancement, and diversification thatneed to be understoodwhenvaluing these instruments.

CorrelationAmeasureof the degree towhich two variablesmove in the samedirectionwith the same impact on performance,measured in a range of ‐1.0 to 1.0. A correlationof ‐1.0 
implies that the variablesmove inversely with one anotherwhile a correlationof 1.0 implies that the variablesmove in exactly the samemanner. A correlationof zero implies that there 
is no relationshipbetween the movements of the variables (therefore implying perfectdiversification).

Drawdown A measureof risk oftenexpressed as the percentage loss of a fund's or strategy'shighestvalue to its lowest valuewithin a specific time period.

ExchangeFunds:Privatevehicles which enable holdersof concentrated stockpositions to exchange thosestocks fora diversified portfolio.

Fund of Hedge Funds: Actively and professionallymanagedportfoliosconsistingofmultiple hedge funds offeringdiversificationacrossmanagers,strategies, styles, and / or sectors.

Hedge Funds Privatelymanaged investment funds thatutilize sophisticatedstrategies in both the international anddomesticmarkets. They're designed to potentially offset losses 
during amarketdownturnand often seek to generate returnshigher than traditionalstockand bond investments.

ManagedFutures:Employsprofessionalmoneymanagerscalled CommodityTradingAdvisorsto direct investments in global currencies, interest rates, equities, metals, energy and 
agriculturalmarketsthrough theuse of futures, forwardsandoptionson the basis of technical and fundamentalanalysis.

PrivateEquity:Typically invests globally in nonpublic entities with a value‐addapproach,seeking to acquire undervalued / underperformingentities or ones with significant growth 
potentialwith the objective of reselling at a higherprice in the future.Underlying asset classes include buyouts,venture capital, andmezzaninedebt.

Real Estate:Negotiatedprivate investments in real estate assetswith the objective of generating current incomeand / or reselling at a highervalue in the future.

Real Estate Investment Trust (REIT) Invests in real estate or loans securedby real estate and issue shares in such investments.  A REIT is similar to a closed‐endmutual fund.

Real EstateOperatingCompany (REOC) A firm whoseprimarybusiness is to own, acquire, develop andmanage real properties.

StandardDeviationA measureof the variationof returns aroundthemean return.Standarddeviation is themostwidely used approximationof the risk of an individual investment or 
portfolio.

SharpeRatioAmeasureof risk‐adjustedreturn calculatedby dividing an investment's returnover the risk‐freerate (i.e., Treasury bill yield) by the investment's standarddeviation.
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IMPORTANT DISCLOSURES

This material is not to be reproducedordistributedto any otherpersons (other thanprofessionaladvisorsof the investorsor prospective investors, as applicable, receiving thismaterial) 
and is intended solely for the use of the persons to whom it hasbeen delivered. This material is not for distributionto the general public.

The sole purposeof thismaterial is to inform,and it in no way is intended to be an offer or solicitationto purchaseor sell any security, other investment or service, or to attractany 
funds or deposits.  Investments mentionedmay not be suitable forall clients. Any productdiscussedhereinmay be purchasedonly after a client has carefully reviewed the offering 
memorandumandexecuted the subscriptiondocuments.MorganStanleyWealthManagementhas not consideredthe actual or desired investment objectives, goals, strategies, 
guidelines, or factual circumstancesof any investor in any fund(s).Beforemaking any investment, each investor shouldcarefullyconsider the risks associatedwith the investment, as 
discussed in the applicableofferingmemorandum,andmakea determinationbasedupon their own particularcircumstances, that the investment is consistent with their investment 
objectives and risk tolerance.

Alternative investments oftenare speculative and include a highdegreeof risk. Investors could lose all or a substantialamountof their investment. Alternative investments are suitable 
only for eligible, long‐terminvestors whoarewilling to forgo liquidity and put capital at risk for an indefinite periodof time. They maybe highly illiquid and can engage in leverage and 
otherspeculative practices thatmay increase the volatility and riskof loss. Alternative Investments typically have higher fees than traditional investments. Investors shouldcarefully 
review and consider potential risks before investing. Certainof these risksmay include but are not limited to:
• Lossof all or a substantialportionof the investment due to leveraging, short‐selling, or other speculative practices;
• Lackof liquidity in that there maybe no secondarymarket for a fund;
• Volatility of returns;
• Restrictionson transferring interests in a fund;
• Potential lack of diversificationand resulting higher riskdue to concentrationof tradingauthoritywhen a single advisor is utilized;
• Absence of informationregardingvaluationsand pricing;
• Complextax structuresanddelays in tax reporting;
• Less regulationand higherfees thanmutual funds; and
• Risks associatedwith the operations,personnel, and processesof themanager.

As a diversified global financial services firm,MorganStanleyWealthManagementengages in a broadspectrumofactivities including financial advisoryservices, investment 
managementactivities, sponsoringandmanaging private investment funds, engaging in broker‐dealer transactionsand principal securities, commoditiesand foreignexchange 
transactions, researchpublication, and otheractivities. In the ordinarycourseof its business,MorganStanley WealthManagement thereforeengages in activities whereMorgan 
Stanley WealthManagement’s interests may conflict with the interests of its clients, including the private investment funds it manages.MorganStanleyWealthManagement can give 
no assurance that conflicts of interest will be resolved in favorof its clients or any such fund.

All expressionsof opinion are subject to changewithoutnotice and arenot intended to be a forecastof futureevents or results. Further,opinions expressedherein may differ fromthe 
opinions expressedbyMorganStanleyWealthManagement and/orotherbusinesses/affiliatesofMorganStanley WealthManagement.
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IMPORTANT DISCLOSURES(cont’d)

This is not a "research report"as defined byNASD ConductRule 2711 and was not preparedby theResearchDepartmentsofMorganStanley Smith BarneyLLC orMorganStanley & 
Co. LLC or its affiliates.

Indexes are unmanagedand investors cannot directly invest in them. Composite index results are shownfor illustrative purposesanddo not represent the performanceof a specific 
investment.

While theHFRI indices are frequently used, they have limitations (someofwhich are typical of otherwidely used indices). These limitations include survivorshipbias (the returnsof the 
indices may not be representative of all the hedge funds in the universe because of the tendency of lower performing funds to leave the index); heterogeneity (not all hedge funds are 
alike or comparableto one another,and the index maynot accurately reflect the performanceof a describedstyle); and limited data (manyhedge funds donot report to indices, and  
the index may omit funds, the inclusion ofwhichmightsignificantly affect the performanceshown. The HFRI indices are based on informationself‐reportedbyhedge fundmanagers 
thatdecide on their own, at any time, whetheror not theywant to provide, orcontinue to provide, informationto HFRAsset Management, L.L.C. Results for funds thatgo outof 
business are included in the index until the date that they cease operations.Therefore, these indices may not be completeor accuraterepresentationsof the hedge fund universe, and 
may be biased in several ways.

Past performanceis no guaranteeof future results.Actual resultsmay vary. Diversificationdoes not assurea profitor protect against loss in a decliningmarket.

Any performanceor related informationpresentedhas not been adjustedto reflect the impact of the additionalfees paid to a placement agent by an investor (forMorganStanley  Wealth
Management placement clients, a one‐time upfrontPlacement Fee ofup to 3%, and forMorganStanleyWealthManagement ConsultingClients, an annual advisory fee ofup to 2.5%),
whichwould result in a substantial reduction in the returns if such fees were incorporated.

InmostMorganStanleyWealthManagement investment advisoryaccounts, fees are deductedquarterlyand have a compoundingeffect on performance.Forexample, on an advisory 
accountwith a 2% annual fee, if the grossannual performanceis 6.00%, the compoundingeffect of the fees will result in a net performanceof approximately3.93%after one year, 
12.25% after three years, and 21.23%after five years.

Alternative investments involve complex tax structures, tax inefficient investing, and delays in distributing importanttax information. Individual fundshave specific risks related to their 
investment programsthatwill vary fromfund to fund. Clients shouldconsult their own tax and legal advisorsas MorganStanley WealthManagement does not providetax or legal 
advice.

Interests in alternative investment productsareofferedpursuantto the terms of the applicableofferingmemorandum,aredistributedbyMorganStanley SmithBarney LLC and certain 
of its affiliates, and (1) are not FDIC‐insured, (2) are not deposits or other obligationsofMorganStanley or any of its affiliates, (3) are not guaranteedbyMorganStanley and its affiliates,
and (4) involve investment risks, including possible loss of principal.MorganStanley SmithBarney LLC is a registeredbroker‐dealer,not a bank.

© 2015MorganStanley Smith BarneyLLC CRC 12813309/15
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Important Notice RegardingComplex Products

**Please note that when sharing with clients, you must use this section in its entirety and should not remove individual slides. **
Past performanceis no guaranteeof future results. Estimates of futureperformancearebasedon assumptionsthatmay not be realized.This material is not a solicitationof any offer to buy or sell any security orother 
financial instrumentor to participate in any tradingstrategy.Please refer to important information,disclosuresand qualifications at the end of thismaterial.

GLOBAL INVESTMENTCOMMITTEE GIC CHARTBOOK

The type of mutual funds and ETFs discussed in this presentation utilizes nontraditional or complex investment strategies and/or derivatives.
Examples of these types of funds include those that utilize one or more of the below noted investment strategies or categories or which seek
exposure to the followingmarkets:

• Commodities (e.g., agricultural, energy andmetals),Currency, PreciousMetals
• Managed Futures
• Leveraged, Inverse or Inverse Leveraged
• BearMarket, Hedging, Long‐Short Equity,Market Neutral
• Real Estate
• Volatility (seeking exposure to theCBOEVIX Index)

You should keep in mind that while mutual funds and ETFs may, at times, utilize nontraditional investment options and strategies, they
should not be equated with unregistered privately offered alternative investments. Because of regulatory limitations, mutual funds and ETFs
that seek alternative‐like investment exposure must utilize a more limited investment universe. As a result, investment returns and portfolio
characteristics of alternative mutual funds and ETFs may vary from traditional hedge funds pursuing similar investment objectives.
Moreover, traditional hedge funds have limited liquidity with long “lock‐up” periods allowing them to pursue investment strategies without
having to factor in the need to meet client redemptions and ETFs trade on an exchange. On the other hand, mutual funds typically must
meet daily client redemptions. This differing liquidity profile can have a material impact on the investment returns generated by a mutual or
ETF pursuing an alternative investing strategy comparedwith a traditional hedge fundpursuing the same strategy.

Nontraditional investment options and strategies are often employed by a portfolio manager to further a fund’s investment objective and to
help offset market risks. However, these features may be complex, making it more difficult to understand the fund’s essential characteristics
and risks, and how it will perform in different market environments and over various periods of time. They may also expose the fund to
increased volatility and unanticipated risks particularly when used in complex combinations and/or accompanied by the use of borrowing or
“leverage.”
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HFRI Indices

While the HFRI Indices are frequently used, they have limitations (some of which are typical of other widely used indices). These limitations include survivorship bias
(the returns of the indices may not be representative of all the hedge funds in the universe because of the tendency of lower performing funds to leave the index);
heterogeneity (not all hedge funds are alike or comparable to one another, and the index may not accurately reflect the performance of a described style); and
limited data (many hedge funds do not report to indices, and the index may omit funds, the inclusion of which might significantly affect the performance shown.
The HFRI Indices are based on information self‐reported by hedge fund managers that decide on their own, at any time, whether or not they want to provide, or
continue to provide, information to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the index until the date that they cease
operations.Therefore, these indicesmaynot be complete or accurate representationsof the hedge fund universe, andmaybe biased in several ways.

Hedge Fund Index Performance Biases

It should be noted that the majority of hedge fund indexes are comprised of hedge fund manager returns. This is in contrast to traditional indexes, which are
comprised of individual securities in the various market segments they represent and offer complete transparency as to membership and construction
methodology. As such, some believe that hedge fund index returns have certain biases that are not present in traditional indexes. Some of these biases inflate index
performance, while others may skew performance negatively. However, many studies indicate that overall hedge fund index performance has been biased to the
upside. Some studies suggest performance has been inflated by up to 260 basis points or more annually depending on the types of biases included and the time
period studied. Although there are numerous potential biases that could affect hedge fund returns, we identify some of the more common ones throughout this
paper.

Self‐selection bias results when certain manager returns are not included in the index returns and may result in performance being skewed up or down. Because
hedge funds are private placements, hedge fund managers are able to decide which fund returns they want to report and are able to opt out of reporting to the
various databases. Certain hedge fund managers may choose only to report returns for funds with strong returns and opt out of reporting returns for weak
performers.Other hedge funds that closemay decide to stop reporting in order to retain secrecy, which may cause a downwardbias in returns.

Survivorship bias results when certain constituents are removed from an index. This often results from the closure of funds due to poor performance, “blow ups,” or
other such events. As such, this bias typically results in performance being skewed higher. As noted, hedge fund index performance biases can result in positive or
negative skew. However, it would appear that the skew is more often positive. While it is difficult to quantify the effects precisely, investors should be aware that
idiosyncratic factorsmay be giving hedge fund index returns an artificial “lift” or upwards bias.

AssetAllocationModels & Insurance Products Disclosures
GLOBAL INVESTMENTCOMMITTEE (GIC) ASSETALLOCATIONMODELS
TheAsset AllocationModels are created byMorganStanleyWealth Management’sGIC.
CLIENTS TO CONSIDERTHEIR OWN INVESTMENTNEEDS
The GIC Asset Allocation Models are formulated based on general client characteristics such as investable assets and risk tolerance. This report is not intended to be a client‐specific suitability analysis or
recommendation, or offer to participate in any investment. Therefore, do not use this reportas the solebasis for investment decisions.
Clients should consider all relevant information, including their existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. Such a suitability determination
may lead to asset allocation(s) results that are materially different from the asset allocation shown in this report. Clients should talk to their Financial Advisor about what would be a suitable asset
allocation for them.
HYPOTHETICALMODEL PERFORMANCE (GROSS)
Hypothetical model performance results do not reflect the investment or performance of an actual portfolio following a GIC Strategy, but simply reflect actual historical performance of selected indices
on a real‐time basis over the specified period of time representing the GIC’s strategic and tactical allocations as of the date of this report. The past performance shown here is simulated performance
based on benchmark indices, not investment results from an actual portfolio or actual trading. There can be large differences between hypothetical and actual performance results achieved by a
particularasset allocation or trading strategy.Hypotheticalperformance resultsdo not represent actual tradingand are generally designedwith thebenefit of hindsight.
Actual performance results of accounts vary due to, for example, market factors (such as liquidity) and client‐specific factors (such as investment vehicle selection, timing of contributions and
withdrawals, restrictions and rebalancing schedules). Clients would not necessarily have obtained the performance results shown here if they had invested in accordance with any GIC Asset Allocation
Model for theperiods indicated.
Despite the limitations of hypothetical performance, these hypothetical performance results allow clients and Financial Advisors to obtain a sense of the risk/return trade‐off of different asset allocation
constructs. The hypothetical performance results in this report are calculated using the returns of benchmark indices for the asset classes, and not the returns of securities, fund or other investment
products.
Performance of indices may be more or less volatile than any investment product. The risk of loss in value of a specific investment is not the same as the risk of loss in a broad market index. Therefore,
the historical returnsof an index will not be the same as thehistorical returns of a particular investment a client selects.
Models may contain allocations to Hedge Funds, Private Equity and Private Real Estate. The benchmark indices for these asset classes are not issued on a daily basis. When calculating model
performance on a day for which no benchmark index data is issued,we haveassumed straight line growthbetween the index levels issued before and after thatdate.
Fees reduce the performance of actual accounts None of the fees or other expenses (e.g. commissions, mark‐ups, mark‐downs, fees) associated with actual trading or accounts are reflected in the GIC
Asset Allocation Models. The GIC Asset Allocation Models and any model performance included in this presentation are intended as educational materials. Were a client to use these models in
connection with investing, any investment decisions made would be subject to transaction and other costs which, when compounded over a period of years, would decrease returns. Information
regarding Morgan Stanley’s standard advisory fees is available in the Form ADV Part 2, which is available at www.morganstanley.com/adv. The following hypothetical illustrates the compound effect
fees have on investment returns: For example, if a portfolio’s annual rate of return is 15% for 5 years and the account pays 50 basis points in fees per annum, the gross cumulative five‐year return would be
101.1% and the five‐year return net of fees would be 96.8%. Fees and/or expenses would apply to clients who invest in investments in an account based on these asset allocations, and would reduce
clients’ returns. The impact of fees and/orexpenses can bematerial.
INSURANCEPRODUCTS AND ETF DISCLOSURES
MorganStanleySmith Barney LLCoffers insuranceproducts in conjunctionwith its licensed insuranceagency affiliates.
An investment in an exchange‐traded fund involves risks similar to those of investing in a broadly based portfolio of equity securities traded on an exchange in the relevant securities market, such as
market fluctuationscaused by such factors as economic and political developments, changes in interest rates andperceived trends in stock andbondprices.
Variable annuities, mutual funds and ETFs are sold by prospectus only. The prospectus contains the investment objectives, risks, fees, charges and expenses, and other
information regarding the variable annuity contract and the underlying investments, or the ETF, which should be considered carefully before investing. Prospectuses for both
the variable annuity contract and the underlying investments, or the ETF, are available fromyour Financial Advisor. Please read the prospectus carefully before you invest.
Variable annuities are long‐term investments designed for retirement purposes and may be subject to market fluctuations, investment risk, and possible loss of principal. All guarantees, including
optionalbenefits, are based on thefinancial strengthand claims‐payingability of the issuing insurance company anddo not apply to the underlying investment options.
Optional riders may not be able to be purchased in combination and are available at an additional cost. Some optional riders must be elected at time of purchase. Optional riders may be subject to
specific limitations, restrictions,holdingperiods, costs,and expenses as specified by the insurance company in the annuity contract.
If you are investing in a variable annuity through a tax‐advantaged retirement plan such as an IRA, you will get no additional tax advantage from the variable annuity. Under these circumstances, you
shouldonly consider buying a variableannuity because of its other features, such as lifetime income payments and death benefits protection.
Taxable distributions (and certain deemed distributions) are subject to ordinary income tax and, if taken prior to age 59½, may be subject to a 10% federal income tax penalty. Early withdrawals will
reduce thedeath benefit and cash surrender value.
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AssetClass RiskConsiderations
For index definitions to the indices referenced in this report please visit the following: http://www.morganstanleyfa.com/public/projectfiles/id.pdf
Equity securitiesmay fluctuate in responseto news on companies, industries,market conditionsandgeneral economic environment.
Investing in foreign markets entails risks not typically associated with domestic markets, such as currency fluctuations and controls, restrictions on foreign investments, less governmental supervision
and regulation, and the potential for political instability. These risks may be magnified in countries with emerging markets and frontier markets, since these countries may have relatively unstable
governmentsand less establishedmarkets and economies.
Investing in small‐ to medium‐sized companies entails special risks, such as limited product lines, markets and financial resources, and greater volatility than securities of larger, more established
companies.

The value of fixed income securities will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value. Bonds are subject to interest rate risk, call risk, reinvestment
risk, liquidity risk, and credit risk of the issuer.

High yield bonds (bonds rated below investment grade) may have speculative characteristics and present significant risks beyond those of other securities, including greater credit risk, price
volatility,and limited liquidity in the secondarymarket. Highyield bonds should compriseonly a limited portionof a balanced portfolio.

Interest on municipal bonds is generally exempt from federal income tax; however, some bonds may be subject to the alternative minimum tax (AMT). Typically, state tax‐exemption applies if
securities are issuedwithin one's stateof residence and, if applicable, local tax‐exemption applies if securities are issued withinone's city of residence.

Treasury Inflation Protection Securities’ (TIPS) coupon payments and underlying principal are automatically increased to compensate for inflation by tracking the consumer price index (CPI). While
the real rate of return is guaranteed, TIPS tend to offer a low return. Because the return of TIPS is linked to inflation, TIPS may significantly underperform versus conventional U.S. Treasuries in times of
low inflation.

Ultrashort‐term fixed income asset class is comprised of fixed income securities with high quality, very short maturities. They are therefore subject to the risks associated with debt securities such as
credit and interest rate risk.

Alternative investments may be either traditional alternative investment vehicles, such as hedge funds, fund of hedge funds, private equity, private real estate and managed futures or, non‐traditional
products such as mutual funds and exchange‐traded funds that also seek alternative‐like exposure but have significant differences from traditional alternative investments. The risks of traditional
alternative investments may include: can be highly illiquid, speculative and not suitable for all investors, loss of all or a substantial portion of the investment due to leveraging, short‐selling, or other
speculative practices, volatility of returns, restrictions on transferring interests in a fund, potential lack of diversification and resulting higher risk due to concentration of trading authority when a single
advisor is utilized, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than open‐end mutual funds, and risks
associated with the operations, personnel and processes of the manager. Non‐traditional alternative strategy products may employ various investment strategies and techniques for both hedging and
more speculative purposes such as short‐selling, leverage, derivatives and options, which can increase volatility and the risk of investment loss. Master Limited Partnerships (MLPs) Individual MLPs are
publicly traded partnerships that have unique risks related to their structure. These include, but are not limited to, their reliance on the capital markets to fund growth, adverse ruling on the current tax
treatment of distributions (typically mostly tax deferred), and commodity volume risk. The potential tax benefits from investing in MLPs depend on their being treated as partnerships for federal
income tax purposes and, if the MLP is deemed to be a corporation, then its income would be subject to federal taxation at the entity level, reducing the amount of cash available for distribution to the
fund which could result in a reduction of the fund’s value. MLPs carry interest rate risk and may underperform in a rising interest rate environment. Investing in commodities entails significant risks.
Commodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships, (ii) governmental programs and policies, (iii) national
and international political and economic events, war and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in commodities and related contracts, (vi) pestilence,
technological change and weather, and (vii) the price volatility of a commodity. In addition, the commodities markets are subject to temporary distortions or other disruptions due to various factors,
including lack of liquidity, participation of speculators and government intervention. Physical precious metals are non‐regulated products. Precious metals are speculative investments, which may
experience short‐term and long term price volatility. The value of precious metals investments may fluctuate and may appreciate or decline, depending on market conditions. Unlike bonds and stocks,
precious metals do not make interest or dividend payments. Therefore, precious metals may not be suitable for investors who require current income. Precious metals are commodities that should be
safely stored, which may impose additional costs on the investor. REITs investing risks are similar to those associated with direct investments in real estate: property value fluctuations, lack of liquidity,
limited diversificationand sensitivity to economic factors such as interest rate changesandmarket recessions.

Risks of private real estate include: illiquidity; a long‐term investment horizonwith a limited or nonexistent secondarymarket; lack of transparency;volatility (risk of loss); and leverage.

Principal is returned on a monthly basis over the life of a mortgage‐backed security. Principal prepayment can significantly affect the monthly income stream and the maturity of any type of MBS,
including standardMBS,CMOs andLotteryBonds.

Asset‐backed securities generally decrease in value as a result of interest rate increases, but may benefit less than other fixed‐income securities from declining interest rates, principally because of
prepayments.
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AssetClass RiskConsiderations (cont’d)
Floating‐rate securities The initial interest rate on a floating‐rate security may be lower than that of a fixed‐rate security of the same maturity because investors expect to receive additional income
due to future increases in the floating security’s underlying reference rate. The reference rate could be an index or an interest rate. However, there can be no assurance that the reference rate will
increase. Some floating‐ratesecuritiesmay be subject to call risk.

Yields are subject to changewith economic conditions.Yield is only one factor that shouldbe considered whenmaking an investment decision.

Credit ratings are subject to change.

Companiespayingdividendscan reduce or cut payoutsat any time.

Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.
The indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment.
The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes. Morgan Stanley Wealth Management retains the right to change
representative indices at any time.
Because of their narrowfocus, sector investments tend to be more volatile than investments that diversify acrossmany sectors and companies.
Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock can
be more risky than an investment in a company withmore modest growthexpectations.
Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn their business around or successfully employ corrective
strategieswhich would result in stock prices thatdo not rise as initially expected.

Rebalancing does not protect against a loss in declining financial markets. There may be a potential tax implication with a rebalancing strategy. Investors should consult with their tax advisor before
implementing such a strategy.

Duration, the most commonly used measure of bond risk, quantifies the effect of changes in interest rates on the price of a bond or bond portfolio. The longer the duration, themore sensitive the bond or
portfoliowould be to changes in interest rates.

Besides the general risk of holding securities that may decline in value, closed‐end funds may have additional risks related to declining market prices relative to net asset values (NAVs), active manager
underperformance, and potential leverage. Some funds also invest in foreign securities,whichmay involvecurrency risk.

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker‐dealer in the United States. This material has been prepared for informational
purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or other financial instrument or to participate in any trading strategy. Past performance is not
necessarily a guide to futureperformance.

The securities/instruments discussed in this material may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor’s individual
circumstances and objectives. Morgan Stanley Wealth Management recommends that investors independently evaluate specific investments and strategies, and encourages investors to seek the
advice of a financial advisor.

This material is based on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We and our third‐party data
providersmake no representationorwarrantywith respect to the accuracy or completeness of thismaterial. Past performance is no guaranteeof future results.

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This information is not intended to, and should not, form a primary basis
for any investment decisions that you may make. Morgan Stanley Wealth Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or
under section4975 of the InternalRevenue Codeof 1986 as amended in providing thismaterial.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client should always consult his/her personal tax and/or legal
advisor for informationconcerninghis/her individual situationand to learn about anypotential tax or other implicationsthatmay result fromacting on a particular recommendation.
Thismaterial is disseminated in theUnited Statesof America byMorganStanley Smith Barney LLC.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the “Municipal
AdvisorRule”) and the opinionsor views containedherein are not intended to be, anddo not constitute,advicewithin themeaning of theMunicipal AdvisorRule.

Third‐party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of
any kind relating to such data.

Thismaterial, or any portionthereof,may not be reprinted, sold or redistributedwithoutthewritten consentofMorganStanleySmith Barney LLC.

© 2015MorganStanleySmith Barney LLC.Member SIPC.
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