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Emerging Markets Equity Portfolio

The Fund is intended to be a funding vehicle for variable annuity contracts and variable life insurance policies offered
by the separate accounts of certain life insurance companies.
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Morgan Stanley Variable Insurance Fund, Inc.

Expense Example
Emerging Markets Equity Portfolio

As a shareholder of the Emerging Markets Equity Portfolio (the “Fund”), you incur two types of costs: (1) insurance company
charges; and (2) ongoing costs, which may include advisory fees, administration fees, distribution (12b-1) fees and other Fund
expenses. This example is intended to help you understand your ongoing costs (in dollars) of investing in the Fund and to
compare these costs with the ongoing costs of investing in other mutual funds.

This example is based on an investment of $1,000 invested at the beginning of the six-month period ended June 30, 2020 and
held for the entire six-month period.

Actual Expenses

The table below provides information about actual account values and actual expenses. You may use the information in this
table, together with the amount you invested, to estimate the expenses that you paid over the period. Simply divide your account
value by $1,000 (for example, an $8,600 account value divided by $1,000 = 8.6), then multiply the result by the number in the
table under the heading entitled “Actual Expenses Paid During Period” to estimate the expenses you paid on your account
during this period.

Hypothetical Example for Comparison Purposes

The table below provides information about hypothetical account values and hypothetical expenses based on the Fund’s actual
expense ratio and an assumed rate of return of 5% per year before expenses, which is not the Fund’s actual return. The
hypothetical account values and expenses may not be used to estimate the actual ending account balance or expenses you paid
for the period. You may use this information to compare the ongoing costs of investing in the Fund and other funds. To do so,
compare this 5% hypothetical example with the 5% hypothetical examples that appear in the shareholder reports of the other
funds.

Please note that the expenses shown in the table are meant to highlight your ongoing costs only and do not reflect any insurance
company charges. Therefore, the table below is useful in comparing ongoing costs, but will not help you determine the relative
total cost of owning different funds. In addition, if these insurance company charges were included, your costs would have been

higher.

Beginning Actual Ending Hypothetical Actual Hypothetical Net Expense

Account Value Account Value Ending Expenses Paid Expenses Paid Ratio During

1/1/20 6/30/20 Account Value During Period* During Period* Period* *

Emerging Markets Equity Portfolio Class | $1,000.00 $878.00 $1,018.65 $5.84 $6.27 1.25%
Emerging Markets Equity Portfolio Class Il 1,000.00 877.60 1,018.40 6.07 6.52 1.30

* Expenses are calculated using each Fund Class’ annualized net expense ratio (as disclosed), multiplied by the average account value over the period and
multiplied by 182/366 (to reflect the most recent one-half year period).
** Annualized.



Morgan Stanley Variable Insurance Fund, Inc.

Portfolio of Investments
Emerging Markets Equity Portfolio

Value Value
Shares (000) Shares (000)
Common Stocks (97.9%) India (6.1%)
Argentina (0.9%) Bharti Airtel Ltd. (a) 238,726 1,773
Globant SA (a) 12,128 1,817 Eicher Motors Ltd. 3,447 837
Brazil (7.4%) HDFC Bank Ltd. ADR 29,965 1,362
Atacadao SA 460,541 1,673 ICICI Bank Ltd. 299,297 1,395
Hapvida Participacoes e Investimentos SA 155,697 1,780 ICICI Prudential Life Insurance Co., Ltd. 165,796 937
Localiza Rent a Car SA 254,761 1,917 Infosys Ltd. 169,337 1,646
Lojas Renner SA 242,377 1,863 Infosys Ltd. ADR 41,206 398
Pagseguro Digital Ltd., Class A (a) 59,585 2,106 Larsen & Toubro Ltd. 57,330 720
Petroleo Brasileiro SA 362,187 1,488 Marico Ltd. 24,269 113
Petroleo Brasileiro SA (Preference) 401,347 1,590 Reliance Industries Partly Paid (a) 21,678 229
Rumo SA (a) 455,669 1,884 Reliance Industries Ltd. 67,152 1,528
14,301 Shree Cement Ltd. 3,053 933
China (36.6%) 11,871
Alibaba Group Holding Ltd. (a)(b) 110,300 2,976  Indonesia (2.4%)
Alibaba Group Holding Ltd. ADR (a) 48,095 10,374 Astra International Tbk PT 2,383,000 806
Anhui Conch Cement Co., Ltd., Class A 280,084 2,107 Bank Central Asia Tbk PT 1,608,300 3,218
Bank of China Ltd. H Shares (b) 6,438,000 2,385 Bank Rakyat Indonesia Persero Thk PT 2,495,300 532
China Construction Bank Corp. H Shares (b) 4,441,230 3,612 4,556
China International Capital Corp., Ltd. Korea, Republic of (7.8%)

H Shares (a)(bl(c) 516,000 1,021 Hotel Shilla Co., Ltd. 10,015 59
Ch!na Mengnlu Dairy Co., Ltd. (a)(b) 798,000 3,060 Kakao Corp. 5,765 1,294
Ch!na Mobile Ltd. (b) 166,000 1,121 NCSoft Corp. 3135 2332
Ch!na Overseas Land & Invgstment Ltd. (b) 426,000 1,301 Samsung Biologics Co., Ltd. (a) 1,841 1,194
Chfna Resources Beer Holdings Co., Ltd. (b) 470,000 2,624 Samsung Electronics Co., Ltd. 200,582 8,879
China Resources L.and Ltd. (b) 238,000 910 SK Hynix, Inc. 12,416 887
CSPC Pharmaceutical Group Ltd. (b) 1,106,400 2,095
Hua Hong Semiconductor Ltd. (a)(b)(c) 568,000 1,991 15,182
Jiangsu Hengrui Medicine Co., Ltd., Class A 83,758 1,005  Mexico (2.4%)

Joincare Pharmaceutical Group Industry Co. Ltd. 352,400 810 Grupo Aeroportuario del Centro Norte
. ) SAB de CV (a) 176,315 820
Kweichow Moutai Co., Ltd., Class A 20,191 4,193 ) )
. ) Grupo Financiero Banorte SAB de CV
New Oriental Education & Technology Series O 1466814 1615

Group, Inc. ADR (a) 19,213 2,502 ) ! '
Ping An Insurance Group Co. of China Ltd., Wal-Mart de Mexico SAB de CV 945,486 2,261

Class A 130,889 1,325 4,696
Ping An Insurance Group Co. of China Ltd. Peru (1.2%)

ShH jhare\jv(l?) . Medical Pol 101,500 1,012 Cia de Minas Buenaventura SAA ADR 116,573 1,065
andong Weigao Grou i mer "

Cou Ltd. Honares &) 418,000 933 Credicorp Ltd. 2.647 1,290
Shenzhou International Group Holdings Ltd. (b) 194,200 2,361 2,355
Sino Biopharmaceutical Ltd. (b) 1,000,000 1,885 Philippines (0.4%)

TAL Education Group ADR (a) 26,677 1,824 Jollibee Foods Corp. 252,770 714
Tencent Holdings Ltd. (b) 230,800 14,789 Poland (2.8%)
Universal Scientific Industrial Shanghai Jeronimo Martins SGPS SA 92,295 1,615

Co., Ltd., Class A 415,195 1,291 LPP SA (a) 958 1,462
Yihai International Holding Ltd. (a)(b) 112,000 1,154 PLAY Communications SA 184,088 1,422

70,751 Santander Bank Polska SA (a) 23,931 1,068

Hong Kong (0.4%) 5,567
Budweiser Brewing Co. APAC Ltd. 276,900 811 Russia (6.7%)

Hungary (1.1%) LUKOIL PJSC ADR 32,848 2,442

Richter Gedeon Nyrt 102,600 2,129 Novatek PJSC GDR 16,670 2,363

Novolipetsk Steel PJSC GDR 58,418 1,163

The accompanying notes are an integral part of the financial statements.



Morgan Stanley Variable Insurance Fund, Inc.

Portfolio of Investments (cont'd)
Emerging Markets Equity Portfolio

Value Value
Shares (000) Shares (000)
TCS Group Holding PLC GDR S 72,311 $ 1,468 Investment Company (1.8%)
X5 Retail Group N.V. GDR 72,546 2,573 Morgan Stanley Institutional Liquidity
Yandex N.V., Class A (a) 56,751 2,838 Funds — Government Portfolio —
12847 Institutional Class (See Note H)
J (Cost $3,407) 3,406,889 S 3,407
H 0,
Soulth Africa (2.3%) Total Short-Term Investments (Cost $3,915) 3,915
Bidvest Group Ltd. (The) 160,585 1,318 Total 1 (99.9%) (Cost $146,792)

" . otal Investments (99.9%) (Cost ,

gﬁf:seziilkﬂgldmgs Ltd. 1?22;3 1132 Including $2,545 of Securities Loaned (d)(e) 193,443

' 4' 11g  Other Assets in Excess of Liabilities (0.1%) 150

Taiwan (1 1_90/0) Net Assets (1000%) 3193,593

ASE Technology Holding Co., Ltd. 546,738 1,259 Country assignments and aggregations are based generally on third party vendor

CTBC Financial Holding Co., Ltd. 1.552 000 1.076 classifications and information, and may be different from the assignments

. ' B ' and aggregations under the policies set forth in the Fund's prospectus and/or

Delta Elegtronlcs, Inc. 123,000 702 statement of additional information relating to geographic classifications.

Eclat Textile Co., Ltd. 54,000 629 i ) )

Largan Precision Co., Ltd. 3,000 417 (a) Non-income producing security.

MediaTek, Inc. 138,000 2,728 (b) Security trades on the Hong Kong exchange.

Mega Financial Holding Co., Ltd. 1,258,000 1,322 (c) All or a portion of this security was on loan at June 30, 2020.

Nanya Technology Corp. 322.000 672 (d) The approximate fair value and percentage of net assets,

: ) ' $138,417,000 and 71.5%, respectively, represent the securities that
Prgmdent Chaln Store Corp. ) 72,000 724 have been fair valued under the fair valuation policy for international
Taiwan Semiconductor Manufacturing Co., Ltd. 1,155,000 12,335 investments as described in Note A-1 within the Notes to the Financial
Vanguard International Semiconductor Corp. 427,000 1,136 Statements.

23,000 (e) At June 30, 2020, the aggregate cost for federal income tax purposes
approximates the aggregate cost for book purposes. The aggregate
gross unrealized appreciation is approximately $58,043,000 and the

Thailand (1.0%)

Central Retail Corp. PCL (a) 30,100 32 aggregate gross unrealized depreciation is approximately $11,392,000,
CP ALL PCL (Foreign Shares) (a) 508,100 1,120 resulting in net unrealized appreciation of approximately $46,651,000.
Muangthai Capital PCL (Foreign Shares) (a) 452,800 769 ADR American Depositary Receipt.

1,921 GDR  Global Depositary Receipt.
PJSC  Public Joint Stock Company.

Turkey (1.4%)

Akbank T.A.S. (a) 2,407,713 2,141 . ek
Migros Ticaret AS (a) 116,903 658 Portfolio ComDOSItIOI'I
2,799 Percentage of
United Kingdom (1.7%) Classification Total Investments
Avast PLC 180,429 1,179 Other** 47.6%
Mondi PLC 111,335 2,090 Banks 11.8
3,269 Semiconductors & Semiconductor Equipment 11.6
United States (3.4%) Interactive Media & Serv.ices ' 9.8
ASML Holding NV 3,383 1,245 Internet & Direct Mar.k.etlng Retail 8.0
EPAM Systems, Inc. (a) 4,056 1,022  Food &Staples Retaiing 6.2
MercadoLibre, Inc. () 2,140 2,09 Uil Gas & Consumable Fuels 50
NIKE, Inc., Class B 21,599 2,118 1ot Ivestments 100.0%
6,494 * Percentages indicated are based upon total investments (excluding Securities held
as Collateral on Loaned Securities) as of June 30, 2020.
Total Common Stocks (Cost $142,877) 189,528 ** Industries and/or investment types representing less than 5% of total investments.

Short-Term Investments (2.0%)
Securities held as Collateral on Loaned Securities (0.2%)
Investment Company (0.2%)

Morgan Stanley Institutional Liquidity
Funds — Government Portfolio —
Institutional Class (See Note H)
(Cost $508) 507,764 508

4 The accompanying notes are an integral part of the financial statements.



Morgan Stanley Variable Insurance Fund, Inc.

Emerging Markets Equity Portfolio

Stat t of Assets and Liabiliti one 30 500)
atement OT ASSetS an [aDIITES (000)
Assets:
Investments in Securities of Unaffiliated Issuers, at Value® (Cost $142,877) $189,528
Investment in Security of Affiliated Issuer, at Value (Cost $3,915) 3,915
Total Investments in Securities, at Value (Cost $146,792) 193,443
Foreign Currency, at Value (Cost $760) 760
Receivable for Investments Sold 1,342
Dividends Receivable 459
Tax Reclaim Receivable 67
Receivable for Fund Shares Sold 40
Receivable from Securities Lending Income 3
Receivable from Affiliate —@
Other Assets 29
Total Assets 196,143
Liabilities:
Payable for Investments Purchased 1,327
Collateral on Securities Loaned, at Value 508
Payable for Advisory Fees 343
Payable for Servicing Fees 89
Payable for Fund Shares Redeemed 77
Payable for Custodian Fees 53
Deferred Capital Gain Country Tax 50
Payable for Professional Fees 44
Payable for Administration Fees 13
Payable for Transfer Agency Fees 3
Payable for Distribution Fees — Class Il Shares —@
Other Liabilities 43
Total Liabilities 2,550
NET ASSETS $193,593
Net Assets Consist of:
Paid-in-Capital $156,673
Total Distributable Earnings 36,920
Net Assets $193,593
CLASS I:
Net Assets $134,479
Net Asset Value, Offering and Redemption Price Per Share Applicable to 9,579,268 Outstanding
$0.001 Par Value Shares (Authorized 500,000,000 Shares) S 14.04
CLASS II:
Net Assets $ 59,114
Net Asset Value, Offering and Redemption Price Per Share Applicable to 4,227,296 Outstanding
$0.001 Par Value Shares (Authorized 500,000,000 Shares) S 13.98
1 Including:
Securities on Loan, at Value: S 2,545

@ Amount is less than $500.

The accompanying notes are an integral part of the financial statements. 5



Morgan Stanley Variable Insurance Fund, Inc.

Emerging Markets Equity Portfolio

Statement of Operations

Six Months Ended
June 30, 2020

(000)
Investment Income:
Dividends from Securities of Unaffiliated Issuers (Net of $199 of Foreign Taxes Withheld) S 1,631
Dividends from Security of Affiliated Issuer (Note H) 9
Income from Securities Loaned — Net 9
Total Investment Income 1,649
Expenses:
Advisory Fees (Note B) 829
Servicing Fees (Note D) 155
Custodian Fees (Note G) 93
Administration Fees (Note C) 78
Distribution Fees — Class Il Shares (Note E) 74
Professional Fees 68
Shareholder Reporting Fees 23
Transfer Agency Fees (Note F) 7
Directors’ Fees and Expenses 4
Pricing Fees 4
Other Expenses 9
Total Expenses 1,344
Waiver of Distribution Fees — Class Il Shares (Note E) (59)
Waiver of Advisory Fees (Note B) (51)
Rebate from Morgan Stanley Affiliate (Note H) (2)
Net Expenses 1,232
Net Investment Income 417
Realized Loss:
Investments Sold (15,022)
Foreign Currency Forward Exchange Contracts (377)
Foreign Currency Translation (159)
Net Realized Loss (15,558)
Change in Unrealized Appreciation (Depreciation):
Investments (Net of Decrease in Deferred Capital Gain Country Tax of $75) (13,909)
Foreign Currency Forward Exchange Contracts 146
Foreign Currency Translation (16)
Net Change in Unrealized Appreciation (Depreciation) (13,779)
Net Realized Loss and Change in Unrealized Appreciation (Depreciation) (29,337)
Net Decrease in Net Assets Resulting from Operations $(28,920)

6 The accompanying notes are an integral part of the financial statements.



Emerging Markets Equity Portfolio

Six Months Ended

Morgan Stanley Variable Insurance Fund, Inc.

June 30, 2020 Year Ended
S .I: Ch : N A (unaudited) December 31, 2019
tatements of Changes in Net Assets (000) (000)
Increase (Decrease) in Net Assets:
Operations:
Net Investment Income S 417 S 3,148
Net Realized Gain (Loss) (15,558) 5,358
Net Change in Unrealized Appreciation (Depreciation) (13,779) 34,480
Net Increase (Decrease) in Net Assets Resulting from Operations (28,920) 42,986
Dividends and Distributions to Shareholders:
Class | — (12,545)
Class Il — (5,567)
Total Dividends and Distributions to Shareholders — (18,112)
Capital Share Transactions:""
Class I:
Subscribed 5,688 13,470
Distributions Reinvested — 12,545
Redeemed (14,863) (55,300)
Class II:
Subscribed 5,796 7,329
Distributions Reinvested — 5,567
Redeemed (9,564) (16,733)
Net Decrease in Net Assets Resulting from Capital Share Transactions (12,943) (33,122)
Total Decrease in Net Assets (41,863) (8,248)
Net Assets:
Beginning of Period 235,456 243,704
End of Period $193,593 $235,456
W Capital Share Transactions:
Class I:
Shares Subscribed 432 885
Shares Issued on Distributions Reinvested — 840
Shares Redeemed (1,097) (3,583)
Net Decrease in Class | Shares Outstanding (665) (1,858)
Class II:
Shares Subscribed 418 495
Shares Issued on Distributions Reinvested — 374
Shares Redeemed (689) (1,110)
Net Decrease in Class Il Shares Outstanding (271) (241)
The accompanying notes are an integral part of the financial statements. 7



Morgan Stanley Variable Insurance Fund, Inc.

Financial Highlights
Emerging Markets Equity Portfolio

Class |
Six Months Ended
June 30, 2020 Year Ended December 31,

Selected Per Share Data and Ratios (unaudited) 2019 2018 2017 20161 2015
Net Asset Value, Beginning of Period $15.99 $14.48 $17.65 $13.16 $12.39 $13.98
Income (Loss) from Investment Operations:

Net Investment Income®? 0.03 0.20 0.14 0.09 0.10 0.08

Net Realized and Unrealized Gain (Loss) (1.98) 2.56 (3.23) 4.52 0.73 (1.56)

Total from Investment Operations (1.95) 2.76 (3.09) 4.61 0.83 (1.48)

Distributions from and/or in Excess of:

Net Investment Income — (0.17) (0.08) (0.12) (0.06) (0.11)

Net Realized Gain — (1.08) — — — —

Total Distributions — (1.25) (0.08) (0.12) (0.06) (0.11)

Net Asset Value, End of Period $14.04 $15.99 $14.48 $17.65 $13.16 $12.39
Total Return®® (12.20)%® 19.59% (17.47)% 35.06% 6.74% (10.69)%
Ratios to Average Net Assets and Supplemental Data:
Net Assets, End of Period (Thousands) $134,479 $163,794 $175,300 $238,026 $174,423 $204,032
Ratio of Expenses Before Expense Limitation 1.30%9 1.27% N/A 1.32% 1.39% 1.64%
Ratio of Expenses After Expense Limitation 1.25%“19) 1.25%% 1.22%% 1.25%% 1.28%*6) 1.40%%®)
Ratio of Expenses After Expense Limitation Excluding

Non-Operating Expenses N/A 1.25%% 1.22%% N/A N/A N/A
Ratio of Net Investment Income 0.44%*©) 1.33%% 0.86%% 0.56% 0.74%% 0.55%4
Ratio of Rebate from Morgan Stanley Affiliates 0.00% 7@ 0.00%" 0.01% 0.00%" 0.00%" 0.00%7
Portfolio Turnover Rate 30%® 36% 42% 37% 34% 38%

(1) Reflects prior period custodian out-of-pocket expenses that were reimbursed in September 2016. The amount of the reimbursement was immaterial on a per share
basis and did not impact the total return of Class | shares. The Ratio of Expenses After Expense Limitation and the Ratio of Net Investment Income would be
unchanged as the reimbursement of custodian fees was offset against expense waivers/reimbursements with no impact to net expenses or net investment income.

(2) Per share amount is based on average shares outstanding.

(3) Calculated based on the net asset value as of the last business day of the period. Performance does not reflect fees and expenses imposed by your insurance
company's separate account. If performance information included the effect of these additional charges, the total return would be lower.

(4) The Ratio of Expenses After Expense Limitation and Ratio of Net Investment Income reflect the rebate of certain Fund expenses in connection with the
investments in Morgan Stanley affiliates during the period. The effect of the rebate on the ratios is disclosed in the above table as “Ratio of Rebate from Morgan
Stanley Affiliates.”

(5) Effective September 30, 2015, the Adviser has agreed to limit the ratio of expenses to average net assets to the maximum ratio of 1.35% for Class | shares.
Prior to September 30, 2015, the maximum ratio was 1.42% for Class | shares.

(6) Effective September 30, 2016, the Adviser has agreed to limit the ratio of expenses to average net assets to the maximum ratio of 1.25% for Class | shares.
Prior to September 30, 2016, the maximum ratio was 1.35% for Class | shares.

(7) Amount is less than 0.005%.

(8) Not annualized.

(9) Annualized.

8 The accompanying notes are an integral part of the financial statements.



Financial Highlights

Emerging Markets Equity Portfolio

Morgan Stanley Variable Insurance Fund, Inc.

Class Il

Six Months Ended
June 30, 2020

Year Ended December 31,

Selected Per Share Data and Ratios (unaudited) 2019 2018 2017 2016 2015
Net Asset Value, Beginning of Period $15.93 S14.44 $17.59 $13.11 $12.35 $13.93
Income (Loss) from Investment Operations:

Net Investment Income®? 0.03 0.19 0.13 0.08 0.09 0.07

Net Realized and Unrealized Gain (Loss) (1.98) 2.54 (3.21) 451 0.73 (1.55)

Total from Investment Operations (1.95) 2.73 (3.08) 4.59 0.82 (1.48)

Distributions from and/or in Excess of:

Net Investment Income — (0.16) (0.07) (0.11) (0.06) (0.10)

Net Realized Gain — (1.08) — — — —

Total Distributions — (1.24) (0.07) (0.11) (0.06) (0.10)

Net Asset Value, End of Period $13.98 $15.93 S14.44 $17.59 $13.11 $12.35
Total Return®® (12.24)%® 19.51% (17.51)% 35.06% 6.62% (10.71)%
Ratios to Average Net Assets and Supplemental Data:
Net Assets, End of Period (Thousands) $59,114 $71,662 $68,404 $89,249 $76,392 $73,325
Ratio of Expenses Before Expense Limitation 1.55%9 1.52% 1.48% 1.57% 1.64% 1.92%
Ratio of Expenses After Expense Limitation 1.30%“x) 1.30%% 1.27%% 1.30%% 1.33%“66) 1.45%*6)
Ratio of Expenses After Expense Limitation Excluding

Non- Operating Expenses N/A 1.30%% 1.27%% N/A N/A N/A
Ratio of Net Investment Income 0.39%“e 1.28%% 0.81%% 0.51%% 0.69%% 0.50%4
Ratio of Rebate from Morgan Stanley Affiliates 0.00% 7@ 0.00%" 0.01% 0.00%" 0.00%" 0.00%7
Portfolio Turnover Rate 30%® 36% 42% 37% 34% 38%

(1) Reflects prior period custodian out-of-pocket expenses that were reimbursed in September 2016. The amount of the reimbursement was immaterial on a per share
basis and did not impact the total return of Class Il shares. The Ratio of Expenses After Expense Limitation and the Ratio of Net Investment Income would be
unchanged as the reimbursement of custodian fees was offset against expense waivers/reimbursements with no impact to net expenses or net investment income.

(2) Per share amount is based on average shares outstanding.

(3) Calculated based on the net asset value as of the last business day of the period. Performance does not reflect fees and expenses imposed by your insurance
company's separate account. If performance information included the effect of these additional charges, the total return would be lower.

(4) The Ratio of Expenses After Expense Limitation and Ratio of Net Investment Income reflect the rebate of certain Fund expenses in connection with the
investments in Morgan Stanley affiliates during the period. The effect of the rebate on the ratios is disclosed in the above table as “Ratio of Rebate from Morgan

Stanley Affiliates.”

(5) Effective September 30, 2015, the Adviser has agreed to limit the ratio of expenses to average net assets to the maximum ratio of 1.40% for Class Il shares.
Prior to September 30, 2015, the maximum ratio was 1.47% for Class Il shares.
(6) Effective September 30, 2016, the Adviser has agreed to limit the ratio of expenses to average net assets to the maximum ratio of 1.30% for Class Il shares.
Prior to September 30, 2016, the maximum ratio was 1.40% for Class Il shares.

(7) Amount is less than 0.005%.
(8) Not annualized.
(9) Annualized.

The accompanying notes are an integral part of the financial statements.



Morgan Stanley Variable Insurance Fund, Inc.

Notes to Financial Statements

Morgan Stanley Variable Insurance Fund, Inc. (the “Com-
pany”) is registered under the Investment Company Act of
1940, as amended (the “Act”), as an open-end management
investment company. The Company is comprised of ten sepa-
rate active, diversified and non-diversified funds (individually
referred to as a “Fund,” collectively as the “Funds”). The
Company applies investment company accounting and re-
porting guidance.

The accompanying financial statements relate to the Emerg-
ing Markets Equity Portfolio. The Fund secks long-term capi-
tal appreciation by investing primarily in growth-oriented
equity securities of issuers in emerging market countries. The
Fund offers two classes of shares — Class I and Class I1. Both
classes of shares have identical voting rights (except that share-
holders of a Class have exclusive voting rights regarding any
matter relating solely to that Class of shares), dividend, liqui-
dation and other rights.

The Company is intended to be a funding vehicle for variable
annuity contracts and variable life insurance policies offered
by the separate accounts of certain life insurance companies.

A. Significant Accounting Policies: The following sig-
nificant accounting policies are in conformity with U.S. gen-
erally accepted accounting principles (“GAAP”). Such policies
are consistently followed by the Company in the preparation
of its financial statements. GAAP may require management to
make estimates and assumptions that affect the reported
amounts and disclosures in the financial statements. Actual
results may differ from those estimates.

In August 2018, the Financial Accounting Standards Board
(“FASB”) issued Accounting Standards Update (“ASU”)
2018-13, Fair Value Measurement (Topic 820) — Disclosures
Framework — Changes to Disclosure Requirements of Fair
Value Measurement (“ASU 2018-13”) which introduces new
fair value disclosure requirements as well as eliminates and
modifies certain existing fair value disclosure requirements.
ASU 2018-13 would be effective for fiscal years beginning af-
ter December 15, 2019 and for interim periods within those
fiscal years. The impact of the Fund’s adoption was limited to
changes in the Fund’s financial statement disclosures regard-
ing fair value, primarily those disclosures related to transfers
between levels of the fair value hierarchy and disclosure of the
range and weighted average used to develop significant unob-
servable inputs for Level 3 fair value measurements, when ap-

plicable.

1. Security Valuation: (1) An equity portfolio security
listed or traded on an exchange is valued at its latest re-
ported sales price (or at the exchange official closing price
if such exchange reports an official closing price), and if
there were no sales on a given day and if there is no offi-
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cial exchange closing price for that day, the security is val-
ued at the mean between the last reported bid and asked
prices if such bid and asked prices are available on the rel-
evant exchanges. If only bid prices are available then the
latest bid price may be used. Listed equity securities not
traded on the valuation date with no reported bid and
asked prices available on the exchange are valued at the
mean between the current bid and asked prices obtained
from one or more reputable brokers or dealers. In cases
where a security is traded on more than one exchange,
the security is valued on the exchange designated as the
primary market; (2) all other equity portfolio securities
for which over-the-counter (“OTC”) market quotations
are readily available are valued at the latest reported sales
price (or at the market official closing price if such mar-
ket reports an official closing price), and if there was no
trading in the security on a given day and if there is no
official closing price from relevant markets for that day,
the security is valued at the mean between the last re-
ported bid and asked prices if such bid and asked prices
are available on the relevant markets. An unlisted equity
security that does not trade on the valuation date and for
which bid and asked prices from the relevant markets are
unavailable is valued at the mean between the current bid
and asked prices obtained from one or more reputable
brokers or dealers; (3) certain portfolio securities may be
valued by an outside pricing service/vendor approved by
the Company’s Board of Directors (the “Directors”). The
pricing service/vendor may employ a pricing model that
takes into account, among other things, bids, yield
spreads and/or other market data and specific security
characteristics. Alternatively, if a valuation is not available
from an outside pricing service/vendor, and the security
trades on an exchange, the security may be valued at its
latest reported sale price (or at the exchange official clos-
ing price if such exchange reports an official closing
price), prior to the time when assets are valued. If there
are no sales on a given day and if there is no official ex-
change closing price for that day, the security is valued at
the mean between the last reported bid and asked prices
if such bid and asked prices are available in the relevant
exchanges. If only bid prices are available then the latest
bid price may be used. If Morgan Stanley Investment
Management Inc. (the “Adviser”) or Morgan Stanley In-
vestment Management Company (“MSIM Company”)
(the “Sub-Adviser”), each a wholly-owned subsidiary of
Morgan Stanley, determines that the price provided by
the outside pricing service/vendor or exchange does not
reflect the security’s fair value or is unable to provide a
price, prices from brokers or dealers may also be utilized.
In these circumstances, the value of the security will be



the mean of bid and asked prices obtained from brokers
or dealers; (4) when market quotations are not readily
available, including circumstances under which the Ad-
viser or the Sub-Adviser determines that the closing price,
last sale price or the mean between the last reported bid
and asked prices are not reflective of a security’s market
value, portfolio securities are valued at their fair value as
determined in good faith under procedures established by
and under the general supervision of the Directors. Occa-
sionally, developments affecting the closing prices of se-
curities and other assets may occur between the times at
which valuations of such securities are determined (that
is, close of the foreign market on which the securities
trade) and the close of business of the New York Stock
Exchange (“NYSE”). If developments occur during such
periods that are expected to materially affect the value of
such securities, such valuations may be adjusted to reflect
the estimated fair value of such securities as of the close
of the NYSE, as determined in good faith by the Direc-
tors or by the Adviser using a pricing service and/or pro-
cedures approved by the Directors; (5) quotations of
foreign portfolio securities, other assets and liabilities and
forward contracts stated in foreign currency are translated
into U.S. dollar equivalents at the prevailing market rates
prior to the close of the NYSE; and (6) investments in
mutual funds, including the Morgan Stanley Institutional

Liquidity Funds, are valued at the net asset value
(“NAV?) as of the close of each business day.

The Directors have responsibility for determining in
good faith the fair value of the investments, and the Di-
rectors may appoint others, such as the Company’s Ad-
viser or a valuation committee, to assist the Directors in
determining fair value and to make the actual calcula-
tions pursuant to the fair valuation methodologies previ-
ously approved by the Directors. Under procedures
approved by the Directors, the Company’s Adviser has
formed a Valuation Committee whose members are ap-
proved by the Directors. The Valuation Committee pro-
vides administration and oversight of the Company’s
valuation policies and procedures, which are reviewed at
least annually by the Directors. These procedures allow
the Company to utilize independent pricing services,
quotations from securities and financial instrument deal-
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sence of a principal market, the most advantageous mar-
ket for the investment or liability. ASC 820 establishes a
three-tier hierarchy to distinguish between (1) inputs that
reflect the assumptions market participants would use in
valuing an asset or liability developed based on market
data obtained from sources independent of the reporting
entity (observable inputs) and (2) inputs that reflect the
reporting entity’s own assumptions about the assump-
tions market participants would use in valuing an asset or
liability developed based on the best information avail-
able in the circumstances (unobservable inputs) and to
establish classification of fair value measurements for dis-
closure purposes. Various inputs are used in determining
the value of the Fund’s investments. The inputs are sum-
marized in the three broad levels listed below:

* Level 1 — unadjusted quoted prices in active markets
for identical investments

* Level 2 — other significant observable inputs (includ-
ing quoted prices for similar investments, interest
rates, prepayment speeds, credit risk, etc.)

* Level 3 — significant unobservable inputs including
the Fund’s own assumptions in determining the fair
value of investments. Factors considered in making
this determination may include, but are not limited
to, information obtained by contacting the issuer,
analysts, or the appropriate stock exchange (for
exchange-traded securities), analysis of the issuer’s fi-
nancial statements or other available documents and,
if necessary, available information concerning other
securities in similar circumstances.

The inputs or methodology used for valuing securities are
not necessarily an indication of the risk associated with
investing in those securities and the determination of the
significance of a particular input to the fair value meas-
urement in its entirety requires judgment and considers
factors specific to each security.

The following is a summary of the inputs used to value
the Fund’s investments as of June 30, 2020:

Level 2
Level 1 Other Level 3
Unadjusted significant  Significant
quoted observable unobservable

ers and other market sources to determine fair value. Investment Type '()5'38: '(%p(;gf '(?)'3'5)5 ('I(';)&a)l)
2. Fair Value Measurement: FASB Accounting Stan- Assets:
dards Codification™ (“ASC”) 820, “Fair Value Measure- Common Stocks
ment” (“ASC 8207), defines fair value as the value that Automobiles $ — S 1,643 S— S 1,643
the Fund would receive to sell an investment or pay to Banks 4,267 18477 - 22,744
transfer a liability in a timely transaction with an Bevgrages B 7,628 o 7,628
Capital Markets — 1,021 — 1,021

independent buyer in the principal market, or in the ab-
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Level 2 Level 2
Level 1 Other Level 3 Level 1 Other Level 3
Unadjusted significant  Significant Unadjusted significant  Significant
quoted observable unobservable quoted observable unobservable
prices inputs inputs Total prices inputs inputs Total
Investment Type (000) (000) (000) (000) Investment Type (000) (000) (000) (000)
Common Stocks (cont'd) Common Stocks (cont'd)
Commercial Banks S — S$ 1,468 S— S 1,468 Textiles, Apparel &
Construction & Luxury Goods $ 2118 § 4,452 S— $ 6,570

Engineering — 720 — 720 Transportation
Construction Materials — 3,040 — 3,040 Infrastructure 820 — — 820
Consumer Finance — 769 — 769 er_le_zlless cati
Diversified Consumer elecommunication

Services 4,326 — — 4,326 Services - 4,316 - 4,316
Electronic Equipment, Total Common Stocks 49,190 140,338 — 189,528

Instruments & Short-Term

Components — 2,410 — 2,410 Investments
Entertainment — 2,332 — 2,332 Investment Company 3,915 — — 3,915
Food & Staples _

Retailing 3.934 8,092 . 12,026 Total Assets $53,105 $140,338 S $193,443
Food Products — 4,214 — 4214 Transfers between investment levels may occur as the
Health Care markets fluctuate and/or the availability of data used in

Equipment & . > .

Supplies . 933 . 933 an investment’s valuation changes.

Health Care _ 3. Foreign Currency Translation and Foreign

Providers & Services 1,780 - - 1,780 Investments: The books and records of the Fund are

Hotels, Restaurants & maintained in U.S. dollars. Foreign currency amounts are

Leisure — 714 — 714
Industrial translated into U.S. dollars as follows:

Conglomerates - 1,318 - 1318 — investments, other assets and liabilities at the pre-
Im(’ggﬁggﬂ) o vailing rate of exchange on the valuation date;

Services 3,526 1,646 - 5,172 — investment transactions and investment income at
Insurance - 3,274 - 3,274 the prevailing rates of exchange on the dates of
Interactive Media & ;

Services 2,838 16,083 — 18,921 such transactions.

Internet & Direct Although the net assets of the Fund are presented at the
. Marketmg Retail 12,483 2,976 - 15,459 foreign exchange rates and market values at the close of
Life Sciences Tools & the period, the Fund does not isolate that portion of the

Services — 1,194 — 1,194 . L .
Metals & Mining 1,065 1163 _ 2208 results of operations arising as a result of changes in the
MultiLine Retail 1863 32 _ 1895 foreign exchange rates from the fluctuations arising from
Oil, Gas & Consumable changes in the market prices of securities held at period
Fuels 3,307 6,333 — 9,640 end. Similarly, the Fund does not isolate the effect of
Paper & Forest changes in foreign exchange rates from the fluctuations
Products — 2,090 — 2,090 .. . . ..
arising from changes in the market prices of securities
Personal Products — 113 — 113 1d durine th iod. A dinel lized and ]
Prarmaceuticals B 8014 B 8014 sold during the period. Accordingly, realized and unreal-
Real Estate ized foreign currency gains (losses) on investments in se-
Management & curities are included in the reported net realized and
Development — 2,211 — 2,211 unrealized gains (losses) on investment transactions and
Road & Rail 3,801 — — 3,801

balances. However, pursuant to U.S. federal income tax

Semiconductors & regulations, gains and losses from certain foreign currency

Semiconductor

Equipment 1,245 21,008 _ 22,253 transactions and the foreign currency portion of gains
Software 1,817 1,179 — 2,996 and losses realized on sales and maturities of foreign de-
Specialty Retail — 596 — 596 nominated debt securities are treated as ordinary income
Tech Hardware, for U.S. federal income tax purposes.

Storage &

Peripherals — 8,879 — 8,879
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Net realized gains (losses) on foreign currency transac-
tions represent net foreign exchange gains (losses) from
foreign currency forward exchange contracts, disposition
of foreign currencies, currency gains (losses) realized be-
tween the trade and settlement dates on securities trans-
actions, and the difference between the amount of
investment income and foreign withholding taxes
recorded on the Fund’s books and the U.S. dollar equiva-
lent amounts actually received or paid. The change in un-
realized currency gains (losses) on foreign currency
transactions for the period is reflected in the Statement of
Operations.

Foreign security and currency transactions may involve
certain considerations and risks not typically associated
with those of U.S. dollar denominated transactions as a
result of, among other factors, fluctuations of exchange
rates in relation to the U.S. dollar, the possibility of lower
levels of governmental supervision and regulation of for-
eign securities markets and the possibility of political or
economic instability.

Governmental approval for foreign investments may be
required in advance of making an investment under cer-
tain circumstances in some countries, and the extent of
foreign investments in domestic companies may be sub-
ject to limitation in other countries. Foreign ownership
limitations also may be imposed by the charters of indi-
vidual companies to prevent, among other concerns, vio-
lations of foreign investment limitations. As a result, an
additional class of shares (identified as “Foreign” in the
Portfolio of Investments) may be created and offered for
investment. The “local” and “foreign shares” market val-
ues may differ. In the absence of trading of the foreign
shares in such markets, the Fund values the foreign shares
at the closing exchange price of the local shares.

Derivatives: The Fund may, but is not required to, use
derivative instruments for a variety of purposes, including
hedging, risk management, portfolio management or to
earn income. Derivatives are financial instruments whose
value is based, in part, on the value of an underlying as-
set, interest rate, index or financial instrument. Prevailing
interest rates and volatility levels, among other things,
also affect the value of derivative instruments. A deriva-
tive instrument often has risks similar to its underlying
asset and may have additional risks, including imperfect
correlation between the value of the derivative and the
underlying asset, risks of default by the counterparty to
certain transactions, magnification of losses incurred due
to changes in the market value of the securities, instru-
ments, indices or interest rates to which the derivative in-
strument relates, risks that the transactions may not be

Morgan Stanley Variable Insurance Fund, Inc.

liquid and risks arising from margin requirements. The
use of derivatives involves risks that are different from,
and possibly greater than, the risks associated with other
portfolio investments. Derivatives may involve the use of
highly specialized instruments that require investment
techniques and risk analyses different from those associ-
ated with other portfolio investments. All of the Fund’s
holdings, including derivative instruments, are marked-
to-market each day with the change in value reflected in
unrealized appreciation (depreciation). Upon disposition,
a realized gain or loss is recognized.

Certain derivative transactions may give rise to a form of
leverage. Leverage magnifies the potential for gain and
the risk of loss. Leverage associated with derivative trans-
actions may cause the Fund to liquidate portfolio posi-
tions when it may not be advantageous to do so to satisfy
its obligations or to meet earmarking or segregation re-
quirements, pursuant to applicable Securities and Ex-
change Commission (“SEC”) rules and regulations, or
may cause the Fund to be more volatile than if the Fund
had not been leveraged. Although the Adviser and/or
Sub-Adpviser seek to use derivatives to further the Fund’s
investment objectives, there is no assurance that the use
of derivatives will achieve this result.

Following is a description of the derivative instruments
and techniques that the Fund used during the period and
their associated risks:

Foreign Currency Forward Exchange Contracts:
In connection with its investments in foreign securities,
the Fund also entered into contracts with banks, brokers
or dealers to purchase or sell securities or foreign curren-
cies at a future date. A foreign currency forward exchange
contract (“currency contract”) is a negotiated agreement
between the contracting parties to exchange a specified
amount of currency at a specified future time at a speci-
fied rate. The rate can be higher or lower than the spot
rate between the currencies that are the subject of the
contract. Currency contracts may be used to protect
against uncertainty in the level of future foreign currency
exchange rates or to gain or modify exposure to a particu-
lar currency. To the extent hedged by the use of currency
contracts, the precise matching of the currency contract
amounts and the value of the securities involved will not
generally be possible because the future value of such se-
curities in foreign currencies will change as a consequence
of market movements in the value of those securities be-
tween the date on which the contract is entered into and
the date it matures. Furthermore, such transactions may
reduce or preclude the opportunity for gain if the value
of the currency should move in the direction opposite to
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the position taken. There is additional risk to the extent
that currency contracts create exposure to currencies in
which the Fund’s securities are not denominated. Unan-
ticipated changes in currency prices may result in poorer
overall performance for the Fund than if it had not en-
tered into such contracts. The use of currency contracts
involves the risk of loss from the insolvency or bank-
ruptcy of the counterparty to the contract or the failure
of the counterparty to make payments or otherwise com-
ply with the terms of the contract. A currency contract is
marked-to-market daily and the change in market value is
recorded by the Fund as unrealized gain or loss. The
Fund records realized gains (losses) when the currency
contract is closed equal to the difference between the
value of the currency contract at the time it was opened
and the value at the time it was closed.

As of June 30, 2020, the Fund did not have any open for-
eign currency forward exchange contracts.

FASB ASC 815, “Derivatives and Hedging” (“ASC
815”), is intended to improve financial reporting about
derivative instruments by requiring enhanced disclosures
to enable investors to better understand how and why the
Fund uses derivative instruments, how these derivative
instruments are accounted for and their effects on the
Fund’s financial position and results of operations.

The following tables set forth by primary risk exposure
the Fund’s realized gains (losses) and change in unrealized
appreciation (depreciation) by type of derivative contract
for the six months ended June 30, 2020 in accordance
with ASC 815:

Realized Gain (Loss)

any interest earned or dividends declared on those securi-
ties during the term of the loan would remain in the
Fund. The Fund would receive cash or securities as collat-
eral in an amount equal to or exceeding 100% of the cur-
rent fair value of the loaned securities. The collateral is
marked-to-market daily by State Street Bank and Trust
Company (“State Street”), the securities lending agent, to
ensure that a minimum of 100% collateral coverage is
maintained.

Based on pre-established guidelines, the securities lending
agent invests any cash collateral that is received in an af-
filiated money market portfolio and repurchase agree-
ments. Securities lending income is generated from the
earnings on the invested collateral and borrowing fees,
less any rebates owed to the borrowers and compensation
to the lending agent, and is recorded as “Income from Se-
curities Loaned — Net” in the Fund’s Statement of
Operations. Risks in securities lending transactions are
that a borrower may not provide additional collateral
when required or return the securities when due, and that
the value of the short-term investments will be less than
the amount of cash collateral plus any rebate that is re-
quired to be returned to the borrower.

The Fund has the right under the securities lending
agreement to recover the securities from the borrower on
demand.

The following table presents financial instruments that
are subject to enforceable netting arrangements as of
June 30, 2020:

Gross Amounts Not Offset in the Statement of Assets and Liabilities

Derivative Value
Primary Risk Exposure Type (000)

Currency Risk Foreign Currency Forward

Gross Asset

Amounts
Presented in the
Statement of Net Amount
Assets and Financial Collateral (not less
Liabilities Instrument Received than $0)
(000) (000) (000) (000)
$2,545(a) S— $(2,545)(b)(c) S0

Exchange Contracts $(377)
Change in Unrealized Appreciation (Depreciation)
Derivative Value
Primary Risk Exposure Type (000)
Currency Risk Foreign Currency Forward
Exchange Contracts S146

For the six months ended June 30, 2020, the approxi-
mate average monthly amount outstanding for each de-
rivative type is as follows:

Foreign Currency Forward Exchange Contracts:

Average monthly principal amount ........... $28,542,000

Securities Lending: The Fund lends securities to
qualified financial institutions, such as broker-dealers, to
earn additional income. Any increase or decrease in the
fair value of the securities loaned that might occur and

(a) Represents market value of loaned securities at period end.

(b) The Fund received cash collateral of approximately $508,000,
which was subsequently invested in Morgan Stanley Institutional
Liquidity Funds as reported in the Portfolio of Investments. In
addition, the Fund received non-cash collateral of approximately
$2,126,000 in the form of U.S. Government obligations, which the
Fund cannot sell or repledge, and accordingly are not reflected in
the Portfolio of Investments.

(c) The actual collateral received is greater than the amount shown
here due to overcollateralization.

FASB ASC 860, “Transfers & Servicing: Repurchase-to-
Maturity Transactions, Repurchase Financings, and Dis-
closures”, is intended to provide increased transparency
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about the types of collateral pledged in securities lending
transactions and other similar transactions that are ac-
counted for as secured borrowing.

The following table displays a breakdown of transactions
accounted for as secured borrowings, the gross obliga-
tions by class of collateral pledged and the remaining
contractual maturity of those transactions as of June 30,
2020:

Remaining Contractual Maturity of the Agreements

Between
Overnight and 30 &
Continuous <30 days 90 days >90days Total
(000) (000) (000) (000) (000)
Securities Lending
Transactions
Common Stocks $508 S— $— $— $508
Total Borrowings $508 $— $— $— $508
Gross amount of
recognized liabilities
for securities lending
transactions $508

6. Indemnifications: The Company enters into contracts
that contain a variety of indemnifications. The Com-
pany’s maximum exposure under these arrangements is
unknown. However, the Company has not had prior
claims or losses pursuant to these contracts and expects
the risk of loss to be remote.

7. Security Transactions, Income and Expenses:
Security transactions are accounted for on the trade date
(date the order to buy or sell is executed). Realized gains
and losses on the sale of investment securities are deter-
mined on the specific identified cost method. Dividend
income and other distributions are recorded on the ex-
dividend date (except for certain foreign dividends which
may be recorded as soon as the Fund is informed of such
dividends) net of applicable withholding taxes. Interest
income is recognized on the accrual basis except where
collection is in doubt. Discounts are accreted and premi-
ums are amortized over the life of the respective securi-
ties. Most expenses of the Company can be directly
attributed to a particular Fund. Expenses which cannot
be directly attributed are apportioned among the Funds
based upon relative net assets or other appropriate meth-
ods. Income, expenses (other than class specific expenses)
and realized and unrealized gains or losses are allocated to
each class of shares based upon their relative net assets.

Settlement and registration of foreign securities transac-
tions may be subject to significant risks not normally as-
sociated with investments in the United States. In certain
markets, ownership of shares is defined according to en-
tries in the issuer’s share register. It is possible that a Fund

holding these securities could lose its share registration
through fraud, negligence or even mere oversight. In ad-
dition, shares being delivered for sales and cash being
paid for purchases may be delivered before the exchange
is complete. This may subject the Fund to further risk of
loss in the event of a failure to complete the transaction
by the counterparty.

8. Dividends and Distributions to Shareholders:
Dividends and distributions to shareholders are recorded
on the ex-dividend date. Dividends from net investment
income, if any, are declared and paid annually. Net real-
ized capital gains, if any, are distributed at least annually.

B. Advisory/Sub-Advisory Fees: The Adviser, a wholly-
owned subsidiary of Morgan Stanley, provides the Fund with
advisory services under the terms of an Investment Advisory
Agreement, paid quarterly, at the annual rate based on the
daily net assets as follows:

First $500 Next $500 Next$1.5 Over $2.5
million million billion billion

0.85% 0.75% 0.70% 0.65%

For the six months ended June 30, 2020, the advisory fee rate
(net of waiver/rebate) was equivalent to an annual effective
rate of 0.80% of the Fund’s average daily net assets.

The Adviser has agreed to reduce its advisory fee and/or reim-
burse the Fund so that total annual Fund operating expenses,
excluding certain investment related expenses, taxes, interest
and other extraordinary expenses (including litigation), will
not exceed 1.25% for Class I shares and 1.30% for

Class II shares. The fee waivers and/or expense reimburse-
ments will continue for at least one year from the date of the
Fund’s prospectus or until such time as the Directors act to
discontinue all or a portion of such waivers and/or reimburse-
ments when they deem such action is appropriate. For the six
months ended June 30, 2020, approximately $51,000 of advi-

sory fees were waived pursuant to this arrangement.

The Adviser has entered into a Sub-Advisory Agreement with
the Sub-Adviser, a wholly-owned subsidiary of Morgan Stan-
ley. The Sub-Adviser provides the Fund with advisory services
subject to the overall supervision of the Adviser and the
Fund’s Officers and Directors. The Adviser pays the Sub-
Adviser on a monthly basis a portion of the net advisory fees
the Adviser receives from the Fund.

C. Administration Fees: The Adviser also serves as Ad-
ministrator to the Company and provides administrative serv-
ices pursuant to an Administration Agreement for an annual
fee, accrued daily and paid monthly, of 0.08% of the Fund’s
average daily net assets.
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Under a Sub-Administration Agreement between the Admin-
istrator and State Street, State Street provides certain adminis-
trative services to the Company. For such services, the
Administrator pays State Street a portion of the fee the Ad-
ministrator receives from the Fund.

D. Servicing Fees: The Company accrues daily and pays
quarterly a servicing fee of up to 0.17% of the average daily
value of shares of the Fund held in an insurance company’s
account. Certain insurance companies have entered into a
servicing agreement with the Company to provide adminis-

trative and other contract-owner related services on behalf of
the Fund.

E. Distribution Fees: Morgan Stanley Distribution, Inc.
(“MSDI” or the “Distributor”), a wholly-owned subsidiary of
the Adviser and an indirect subsidiary of Morgan Stanley,
serves as the Distributor of the Fund and provides the Fund’s
Class II shareholders with distribution services pursuant to a
Distribution Plan (the “Plan”) in accordance with

Rule 12b-1 under the Act. Under the Plan, the Fund is au-
thorized to pay the Distributor a distribution fee, which is ac-
crued daily and paid monthly, at an annual rate of 0.25% of
the Fund’s average daily net assets attributable to Class 11
shares. The Distributor has agreed to waive 0.20% of the
0.25% distribution fee that it may receive. This fee waiver will
continue for at least one year from the date of the Fund’s
prospectus or until such time as the Directors act to discon-
tinue all or a portion of such waiver when they deem such ac-
tion is appropriate. For the six months ended June 30, 2020,
this waiver amounted to approximately $59,000.

F. Dividend Disbursing and Transfer Agent: The
Company’s dividend disbursing and transfer agent is DST As-
set Manager Solutions, Inc. (“DST”). Pursuant to a Transfer
Agency Agreement, the Company pays DST a fee based on
the number of classes, accounts and transactions relating to

the Funds of the Company.

G. Custodian Fees: State Street (the “Custodian”) also
serves as Custodian for the Company in accordance with a
Custodian Agreement. The Custodian holds cash, securities
and other assets of the Company as required by the Act. Cus-
tody fees are payable monthly based on assets held in custody,
investment purchases and sales activity and account mainte-
nance fees, plus reimbursement for certain out-of-pocket
expenses.

H. Security Transactions and Transactions with
Affiliates: For the six months ended June 30, 2020, purchases
and sales of investment securities for the Fund, other than
long-term U.S. Government securities and short-term invest-
ments were approximately $57,490,000 and $72,656,000, re-
spectively. There were no purchases and sales of long-term
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U.S. Government securities for the six months ended
June 30, 2020.

The Fund invests in the Institutional Class of the Morgan
Stanley Institutional Liquidity Funds — Government Portfo-
lio (the “Liquidity Funds”), an open-end management invest-
ment company managed by the Adviser, both directly and as a
portion of the securities held as collateral on loaned securities.
Advisory fees paid by the Fund are reduced by an amount
equal to its pro-rata share of the advisory and administration
fees paid by the Fund due to its investment in the Liquidity
Funds. For the six months ended June 30, 2020, advisory fees
paid were reduced by approximately $2,000 relating to the
Fund’s investment in the Liquidity Funds.

A summary of the Fund’s transactions in shares of affiliated
investments during the six months ended June 30, 2020 is as
follows:

Value

Affiliated December 31, Purchases Proceeds Dividend
Investment 2019 at Cost from Sales Income
Company (000) (000) (000) (000)
Liquidity Funds $3,605  $26,140  $25,830 $9

Change in

Unrealized Value
Affiliated Realized Appreciation June 30,
Investment Gain (Loss) (Depreciation) 2020
Company (cont'd) (000) (000) (000)
Liquidity Funds S— S— $3,915

The Fund is permitted to purchase and sell securities (“cross-
trade”) from and to other Morgan Stanley funds as well as
other funds and client accounts for which the Adviser or an
affiliate of the Adviser serves as investment adviser, pursuant
to procedures approved by the Directors in compliance with
Rule 17a-7 under the Act (the “Rule”). Each cross-trade is ex-
ecuted at the current market price in compliance with provi-
sions of the Rule. For the six months ended June 30, 2020,
the Fund did not engage in any cross-trade transactions.

The Fund has an unfunded Deferred Compensation Plan (the
“Compensation Plan”), which allows each independent Direc-
tor to defer payment of all, or a portion, of the fees he or she
receives for serving on the Board of Directors. Each eligible
Director generally may elect to have the deferred amounts
credited with a return equal to the total return on one or more
of the Morgan Stanley funds that are offered as investment op-
tions under the Compensation Plan. Appreciation/depreciation
and distributions received from these investments are recorded
with an offsetting increase/decrease in the deferred compensa-
tion obligation and do not affect the NAV of the Fund.
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l. Federal Income Taxes: It is the Fund’s intention to
continue to qualify as a regulated investment company and
distribute all of its taxable and tax-exempt income. Accord-
ingly, no provision for federal income taxes is required in the
financial statements.

The Fund may be subject to taxes imposed by countries in
which it invests. Such taxes are generally based on income
and/or capital gains earned or repatriated. Taxes are accrued
based on net investment income, net realized gains and net
unrealized appreciation as such income and/or gains are
earned. Taxes may also be based on transactions in foreign
currency and are accrued based on the value of investments
denominated in such currency.

FASB ASC 740-10, “Income Taxes — Overall”, sets forth a
minimum threshold for financial statement recognition of the
benefit of a tax position taken or expected to be taken in a tax
return. Management has concluded there are no significant
uncertain tax positions that would require recognition in the
financial statements. If applicable, the Fund recognizes inter-
est accrued related to unrecognized tax benefits in “Interest
Expense” and penalties in “Other Expenses” in the State-
ment of Operations. The Fund files tax returns with the

U.S. Internal Revenue Service, New York and various states.
Generally, each of the tax years in the four-year period ended
December 31, 2019 remains subject to examination by taxing
authorities.

The tax character of distributions paid may differ from the
character of distributions shown for GAAP purposes due to
short-term capital gains being treated as ordinary income for
tax purposes. The tax character of distributions paid during
fiscal years 2019 and 2018 was as follows:

2019 Distributions 2018 Distributions
Paid From: Paid From:
Ordinary  Long-Term Ordinary  Long-Term
Income Capital Gain Income Capital Gain
(000) (000) (000) (000)
$2,399 $15,713 $1,273 S—

The amount and character of income and gains to be distrib-
uted are determined in accordance with income tax regula-
tions which may differ from GAAP. These book/tax
differences are either considered temporary or permanent in
nature.

Temporary differences are attributable to differing book and
tax treatments for the timing of the recognition of gains
(losses) on certain investment transactions and the timing of
the deductibility of certain expenses.

Permanent differences, primarily due to equalization debits,
resulted in the following reclassifications among the compo-
nents of net assets at December 31, 2019:

Total
Distributable Paid-in-
Earnings Capital
(000) (000)
$(2,995) $2,995

At December 31, 2019, the components of distributable earn-
ings for the Fund on a tax basis were as follows:

Undistributed Undistributed
Ordinary Long-Term
Income Capital Gain

(000) (000)

$2,805 $3,447

J. Credit Facility: The Company and other Morgan Stan-
ley funds participated in a $300,000,000 committed, unse-
cured revolving line of credit facility (the “Facility”) with State
Street. This Facility is to be used for temporary emergency
purposes or funding of shareholder redemption requests. The
interest rate on borrowings is based on the federal funds rate
or 1 month LIBOR rate plus a spread. The Facility also has a
commitment fee of 0.25% per annum based on the unused
portion of the Facility. During the six months ended June 30,
2020, the Fund did not have any borrowings under the
Facility.

K. Other: At June 30, 2020, the Fund had record owners of
10% or greater. Investment activities of these shareholders
could have a material impact on the Fund. The aggregate per-
centage of such owners was 54.5%.

L. Subsequent Event: Certain impacts to public health
conditions particular to the coronavirus (COVID-19) out-
break could impact the operations and financial performance
of certain of the Fund’s investments. The extent of the impact
to the financial performance of the Fund’s Investments will
depend on future developments, including (i) the duration
and spread of the outbreak, (ii) the restrictions and advisories,
(iii) the effects on the financial markets, and (iv) the effects on
the economy overall, all of which are highly uncertain and
cannot be predicted. If the financial performance of the
Fund’s Investments is impacted because of these factors for an
extended period, the Fund’s investment results may be
adversely affected.
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Investment Advisory Agreement Approval

Nature, Extent and Quality of Services

The Board reviewed and considered the nature and extent of the investment advisory services provided by the Adviser under the
advisory agreement, including portfolio management, investment research and equity and fixed income securities trading. The
Board reviewed similar information and factors regarding the Sub-Adviser, to the extent applicable. The Board also reviewed and
considered the nature and extent of the non-advisory, administrative services provided by the Administrator under the
administration agreement, including accounting, operations, clerical, bookkeeping, compliance, business management and
planning, legal services and the provision of supplies, office space and udilities at the Adviser’s expense. The Board also considered
the Adviser’s investment in personnel and infrastructure that benefits the Fund. (The Adviser, Sub-Adviser and Administrator
together are referred to as the “Adviser” and the advisory, sub-advisory and administration agreements together are referred to as
the “Management Agreement.”) The Board also considered that the Adviser serves a variety of other investment advisory clients
and has experience overseeing service providers. The Board also compared the nature of the services provided by the Adviser with
similar services provided by non-affiliated advisers as prepared by Broadridge Financial Solutions, Inc. (“Broadridge”).

The Board reviewed and considered the qualifications of the portfolio managers, the senior administrative managers and other
key personnel of the Adviser who provide the advisory and administrative services to the Fund. The Board determined that the
Adpviser’s portfolio managers and key personnel are well qualified by education and/or training and experience to perform the
services in an efficient and professional manner. The Board concluded that the nature and extent of the advisory and
administrative services provided were necessary and appropriate for the conduct of the business and investment activities of the
Fund and supported its decision to approve the Management Agreement.

Performance, Fees and Expenses of the Fund

The Board reviewed the performance, fees and expenses of the Fund compared to its peers, as prepared by Broadridge, and to
appropriate benchmarks where applicable. The Board discussed with the Adviser the performance goals and the actual results
achieved in managing the Fund. When considering a fund’s performance, the Board and the Adviser place emphasis on trends
and longer-term returns (focusing on one-year, three-year and five-year performance, as of December 31, 2019, or since
inception, as applicable). When a fund underperforms its benchmark and/or its peer group average, the Board and the Adviser
discuss the causes of such underperformance and, where necessary, they discuss specific changes to investment strategy or
investment personnel. The Board noted that the Fund’s performance was below its peer group average for the one-, three- and
five-year periods. The Board discussed with the Adviser the level of the advisory and administration fees (together, the
“management fee”) for this Fund relative to comparable funds and/or other accounts advised by the Adviser and/or compared to
its peers as prepared by Broadridge. In addition to the management fee, the Board also reviewed the Fund’s total expense ratio.
The Board noted that the Fund’s management fee and total expense ratio were lower than its peer group averages. After
discussion, the Board concluded that the Fund’s (i) performance was acceptable and (ii) management fee and total expense ratio
were competitive with its peer group averages.

Economies of Scale

The Board considered the size and growth prospects of the Fund and how that relates to the Fund’s total expense ratio and
particularly the Fund’s management fee rate, which includes breakpoints. In conjunction with its review of the Adviser’s
profitability, the Board discussed with the Adviser how a change in assets can affect the efficiency or effectiveness of managing
the Fund and whether the management fee level is appropriate relative to current and projected asset levels and/or whether the
management fee structure reflects economies of scale as asset levels change. The Board has determined that its review of the
actual and/or potential economies of scale of the Fund supports its decision to approve the Management Agreement.

Profitability of the Adviser and Affiliates

The Board considered information concerning the costs incurred and profits realized by the Adviser and its affiliates during the
last year from their relationship with the Fund and during the last two years from their relationship with the Morgan Stanley
Fund Complex and reviewed with the Adviser the cost allocation methodology used to determine the profitability of the Adviser
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Investment Advisory Agreement Approval (cont'd)

and affiliates. The Board has determined that its review of the analysis of the Adviser’s expenses and profitability supports its
decision to approve the Management Agreement.

Other Benefits of the Relationship

The Board considered other direct and indirect benefits to the Adviser and/or its affiliates derived from their relationship with
the Fund and other funds advised by the Adviser. These benefits may include, among other things, fees for trading, distribution
and/or shareholder servicing and for transaction processing and reporting platforms used by securities lending agents, and
research received by the Adviser generated from commission dollars spent on funds’ portfolio trading. The Board reviewed with
the Adviser these arrangements and the reasonableness of the Adviser’s costs relative to the services performed. The Board has
determined that its review of the other benefits received by the Adviser or its affiliates supports its decision to approve the
Management Agreement.

Resources of the Adviser and Historical Relationship Between the Fund and the Adviser

The Board considered whether the Adviser is financially sound and has the resources necessary to perform its obligations under
the Management Agreement. The Board also reviewed and considered the historical relationship between the Fund and the
Adviser, including the organizational structure of the Adviser, the policies and procedures formulated and adopted by the Adviser
for managing the Fund’s operations and the Board’s confidence in the competence and integrity of the senior managers and key
personnel of the Adviser. The Board concluded that the Adviser has the financial resources necessary to fulfill its obligations
under the Management Agreement and that it is beneficial for the Fund to continue its relationship with the Adviser.

Other Factors and Current Trends

The Board considered the controls and procedures adopted and implemented by the Adviser and monitored by the Fund’s Chief
Compliance Officer and concluded that the conduct of business by the Adviser indicates a good faith effort on its part to adhere
to high ethical standards in the conduct of the Fund’s business.

As part of the Board’s review, the Board received information from management on the impact of COVID-19 on the firm
generally and the Adviser and the Fund in particular including, among other information, the pandemic’s current and expected
impact on the Fund’s performance and operations.

General Conclusion

After considering and weighing all of the above factors, with various written materials and verbal information presented by the
Adviser, the Board concluded that it would be in the best interest of the Fund and its shareholders to approve renewal of the
Management Agreement for another year. In reaching this conclusion the Board did not give particular weight to any single
piece of information or factor referenced above. The Board considered these factors and information over the course of the year
and in numerous meetings, some of which were in executive session with only the independent Board members and their
counsel present. It is possible that individual Board members may have weighed these factors, and the information presented,
differently in reaching their individual decisions to approve the Management Agreement.
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Liquidity Risk Management Program

In compliance with Rule 22e-4 under the Investment Company Act of 1940, as amended (the “Liquidity Rule”), the Fund has
adopted and implemented a liquidity risk management program (the “Program”), which is reasonably designed to assess and
manage the risk that the Fund could not meet requests to redeem shares issued by the Fund without significant dilution of
remaining investors interests in the Fund (i.e., liquidity risk). The Fund’s Board of Directors (the “Board”) previously approved
the designation of the Liquidity Risk Subcommittee (the “LRS”) as Program administrator. The LRS is comprised of

representatives from various divisions within Morgan Stanley Investment Management.

At a meeting held on April 22-23, 2020, the Board reviewed a written report prepared by the LRS that addressed the Program’s
operation and assessed its adequacy, and effectiveness of implementation for the period from December 1, 2018, through
December 31, 2019, as required under the Liquidity Rule. The report concluded that the Program operated effectively and was
adequately and effectively implemented in all material aspects, and that the relevant controls and safeguards were appropriately
designed to enable the LRS to administer the Program in compliance with the Liquidity Rule.

In accordance with the Program, the LRS assessed each Fund’s liquidity risk no less frequently than annually taking into
consideration certain factors, as applicable, such as (i) investment strategy and liquidity of portfolio investments, (ii) short-term
and long-term cash flow projections and (iii) holdings of cash and cash equivalents and borrowing arrangements and other
funding sources. Certain factors are considered under both normal and reasonably foreseeable stressed conditions.

Each Fund portfolio investment is classified into one of four liquidity categories, which classification is assessed at least monthly
by the LRS. The classification is based on a determination of the number of days it is reasonably expected to take to convert the
investment into cash, or sell or dispose of the investment, in current market conditions without significantly changing the
market value of the investment. Liquidity classification determinations take into account various market, trading and
investment-specific considerations, as well as market depth, and in some cases utilize third-party vendor data.

The Liquidity Rule limits a fund’s investments in illiquid investments to 15% of its net assets and requires funds that do not
primarily hold assets that are highly liquid investments to determine and maintain a minimum percentage of the fund’s net assets
to be invested in highly liquid investments (highly liquid investment minimum or “HLIM”). The LRS believes that the Program
includes provisions reasonably designed to review, monitor and comply with the 15% limit on illiquid investments and for
determining, periodically reviewing and complying with the HLIM requirement, as applicable.

There can be no assurance that the Program will achieve its objectives under all circumstances in the future. Please refer to the
Fund’s prospectus for more information regarding the Fund’s exposure to liquidity risk and other risks to which it may be
subject.
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Each Morgan Stanley fund provides a complete schedule of portfolio holdings in its Semi-Annual and the Annual Reports within 60 days of the end of the
fund’s second and fourth fiscal quarters. The Semi-Annual and Annual Reports are filed electronically with the Securities and Exchange Commission (“SEC”)
on Form N-CSRS and Form N-CSR, respectively. Morgan Stanley also delivers the Semi-Annual and Annual Reports to fund shareholders and makes these
reports available on its public website, www.morganstanley.com/im/shareholderreports. Each Morgan Stanley non-money market fund also files a complete
schedule of portfolio holdings with the SEC for the fund’s first and third fiscal quarters as an attachment to Form N-PORT. Morgan Stanley does not deliver
the reports for the first and third fiscal quarters to shareholders, nor are the reports posted to the Morgan Stanley public website. However, the holdings
for each money market fund are posted to the Morgan Stanley public website. You may obtain the Form N-PORT filings (as well as the Form N-CSR and
N-CSRS filings) by accessing the SEC’s website, www.sec.gov. You can also request copies of these materials, upon payment of a duplicating fee, by

electronic request at the SEC’s email address (publicinfo@sec.gov).

Proxy Voting Policies and Procedures and Proxy Voting Record

You may obtain a copy of the Company’s Proxy Voting Policy and Procedures and information regarding how the Company voted proxies relating to portfolio
securities during the most recent twelve-month period ended June 30, without charge, upon request, by calling toll free 1 (800) 548-7786 or by visiting our
website at www.morganstanley.com/im/shareholderreports. This information is also available on the SEC’s website at www.sec.gov.

This report is submitted for the general information of the shareholders of the Fund. For more detailed information about the Fund, its fees and expenses
and other pertinent information, please read its Prospectus. The Company’s Statement of Additional Information contains additional information about the
Fund, including its Directors. It is available, without charge, by calling 1 (800) 548-7786.

This report is not authorized for distribution to prospective investors in the Fund unless preceded or accompanied by an effective

Prospectus. Read the Prospectus carefully before investing.
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