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If any of the securities being registered on this form are offered on a
delayed or continuous basis in reliance on Rule 415 under the Securities Act of
1933, other than securities offered in connection with a dividend reinvestment
plan, check the following box. [ ]

It is proposed that this filing will become effective (check appropriate
box)

[ 1] when declared effective pursuant to section 8(c)

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THIS REGISTRATION STATEMENT
SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (A) OF THE
SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATES AS THE COMMISSION, ACTING PURSUANT TO SAID SECTION 8 (A),
MAY DETERMINE.

This information in this Prospectus is not complete and may be changed. We may
not sell these securities until the Registration Statement filed with the
Securities and Exchange Commission is effective. This Prospectus 1is not an offer
to sell these securities and is not soliciting an offer to buy these securities
in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED , 2004

PROSPECTUS
(NUVEEN INVESTMENTS LOGO)
$400, 000,000
NUVEEN FLOATING RATE INCOME FUND

FUNDPREFERRED (TM) SHARES
4,000 SHARES, SERIES M
4,000 SHARES, SERIES T
4,000 SHARES, SERIES W
4,000 SHARES, SERIES F

LIQUIDATION PREFERENCE $25,000 PER SHARE
Nuveen Floating Rate Income Fund ("the Fund") is a recently organized,
diversified, closed-end management investment company. The Fund's investment
objective is to achieve a high level of current income.

Under normal market circumstances, the Fund will invest at least 80% of its
Managed Assets (as defined on page 2 of the prospectus) in adjustable rate
secured senior loans and adjustable rate unsecured senior loans, which unsecured
senior loans will be, at the time of investment, investment grade quality.

The Fund will invest at least 65% of its Managed Assets in adjustable rate
senior loans that are secured by specific collateral. Senior loans are made to
U.S. or non-U.S. corporations, partnerships and other business entities that
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operate in various industries and geographical regions. Senior loans pay
interest at rates that are redetermined periodically at short-term intervals on
the basis of an adjustable base lending rate plus a premium. The Fund may invest
a substantial portion of its Managed Assets in senior loans and other debt
instruments that are, at the time of investment, rated below investment grade or
unrated but judged to be of comparable quality. Securities of below investment
grade quality are regarded as having predominately speculative characteristics
with respect to capacity to pay interest and repay principal and are commonly
referred to as junk bonds. Because of the protective features of senior loans
(being senior in a borrower's capital structure and, in certain instances,
secured by specific collateral), the Fund's subadviser believes, based on its
experience, that senior loans tend to have more favorable loss recovery rates
compared to most other types of below investment grade obligations that are
subordinated and unsecured.

Nuveen Institutional Advisory Corp., the Fund's investment adviser, is
responsible for determining the Fund's overall investment strategy and its
implementation, including the use of leverage and hedging. Symphony Asset
Management, LLC is the Fund's subadviser responsible for managing the Fund's
Managed Assets.

The Fund's principal office is located at 333 West Wacker Drive, Chicago,
Illinois 60606, and its telephone number is (312) 917-7900. You should read this
prospectus, which contains important information about the Fund, before deciding
whether to invest and retain it for future reference. A Statement of Additional
Information, dated , 2004, and as it may be amended or supplemented,
containing additional information about the Fund, has been filed with the
Securities and Exchange Commission and is incorporated by reference in its
entirety into this prospectus. You may request a free copy of the Statement of
Additional Information, the table of contents of which is on page 55 of this
prospectus, by calling (800) 257-8787 or by writing to the Fund, or you may
obtain a copy (and other information regarding the Fund) from the Securities and
Exchange Commission's web site (http://www.sec.gov).

INVESTING IN FUNDPREFERRED SHARES INVOLVES CERTAIN RISKS. SEE "RISK
FACTORS" BEGINNING ON PAGE 23.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

PER SHARE TOTAL
Public Offering PricCe. .. .i i it e ettt teeeeeeeneeeeeneeennns $25,000
1= == T Y Y=o A (0 S
Proceeds to the FUuNA (Z2) v v v ittt ittt ettt et teeeeeeneenns S

(1) One-half of the sales load from this offering will be paid to certain
underwriters based on their participation in the Fund's offering of common
shares.

(2) Does not include offering expenses payable by the Fund estimated to be

$



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

The underwriters expect to deliver the FundPreferred shares in book-entry
form, through the facilities of The Depository Trust Company, to purchasers on
or about , 2004.

CITIGROUP NUVEEN INVESTMENTS, LLC
A.G. EDWARDS WACHOVIA SECURITIES

, 2004

The Fund is offering 4,000, 4,000, 4,000 and 4,000 shares of Series M,
Series T, Series W and Series F FundPreferred shares, respectively. The shares
are referred to in this prospectus as "FundPreferred shares." The FundPreferred
have a ligquidation preference of $25,000 per share, plus any accumulated, unpaid
dividends. The FundPreferred shares also have priority over the Fund's common
shares as to distribution of assets as described in this prospectus. The
dividend rate for the initial dividend rate period will be %, %,

% and % for FundPreferred shares Series M, Series T, Series W and
Series F, respectively. The initial rate period is from the date of issuance
through , 200 , , 200 , , 200 and , 200
for FundPreferred shares Series M, Series T, Series W and Series F,
respectively. For subsequent rate periods, FundPreferred shares pay dividends
based on a rate set at auction, usually held weekly. Prospective purchasers
should carefully review the auction procedures described in the prospectus and

should note: (1) a buy order (called a "bid order") or sell order is a
commitment to buy or sell FundPreferred shares based on the results of an
auction; (2) auctions will be conducted by telephone, electronically or in

writing; and (3) purchases and sales will be settled on the next business day
after the auction. FundPreferred shares are not listed on an exchange. You may
only buy or sell FundPreferred shares through an order placed at an auction with
or through a broker-dealer that has entered into an agreement with the auction
agent and the Fund, or in a secondary market maintained by certain
broker-dealers. These broker-dealers are not required to maintain this market,
and it may not provide you with liquidity.

The FundPreferred shares do not represent a deposit or obligation of, and
are not guaranteed or endorsed by, any bank or other insured depository
institution, and are not federally insured by the Federal Deposit Insurance
Corporation, the Federal Reserve Board or any other government agency.

YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED OR INCORPORATED BY
REFERENCE IN THIS PROSPECTUS. THE FUND HAS NOT AUTHORIZED ANYONE TO PROVIDE YOU
WITH DIFFERENT INFORMATION. THE FUND IS NOT MAKING AN OFFER OF THESE SECURITIES
IN ANY STATE WHERE THE OFFER IS NOT PERMITTED. YOU SHOULD NOT ASSUME THAT THE
INFORMATION CONTAINED IN THIS PROSPECTUS IS ACCURATE AS OF ANY DATE OTHER THAN
THE DATE ON THE FRONT OF THIS PROSPECTUS.
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PROSPECTUS SUMMARY

This is only a summary. You should review the more detailed information
contained elsewhere in this prospectus and in the Statement of Additional
Information (the "SAI"), including the Fund's Statement Establishing and Fixing
the Rights and Preferences of FundPreferred Shares (the "Statement") attached as
Appendix A to the SAI. Capitalized terms used but not defined in this prospectus
shall have the meanings given to such terms in the Statement.

The Fund. ......ouoeeeeeeneennnn Nuveen Floating Rate Income Fund (the "Fund")
is a recently organized, diversified,
closed-end management investment company. The
Fund's common shares, $.01 par value, are
traded on the New York Stock Exchange (the
"Exchange") under the symbol "JFR." See
"Description of Common Shares." As of May 11,
2004, the Fund had 47,157,000 common shares
outstanding and net assets applicable to common
shares of $672,274,243.

Investment Objective and

Policies....viiiiiiiiiiinn The Fund's investment objective is to achieve a
high level of current income. The Fund's
investment objective and certain investment
policies are considered fundamental and may not
be changed without shareholder approval. The
Fund cannot assure you that it will attain its
investment objective. See "The Fund's
Investments" and "Risk Factors."

Under normal market circumstances, the Fund
will invest at least 80% of its Managed Assets
in adjustable rate secured senior loans and
adjustable rate unsecured senior loans
(collectively referred to as "Senior Loans"),
which unsecured Senior Loans will be, at the
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time of investment, investment grade quality.
The Fund will invest at least 65% of its
Managed Assets in Senior Loans that are secured
by specific collateral. Senior Loans pay
interest at rates that are redetermined
periodically at short-term intervals by
reference to a base lending rate, primarily the
London-Interbank Offered Rate ("LIBOR"), plus a
premium. The Fund may invest a substantial
portion of its Managed Assets in Senior Loans
and other debt instruments that are, at the
time of investment, rated below investment
grade or unrated but judged to be of comparable
quality. Securities (which term for purposes of
this prospectus includes Senior Loans) of below
investment grade quality are regarded as having
predominately speculative characteristics with
respect to capacity to pay interest and repay
principal and are commonly referred to as "junk

bonds." Senior Loans are made to U.S. or
non-U.S. corporations, partnerships and other
business entities ("Borrowers") that operate in

various industries and geographical regions. It
is anticipated that the proceeds of the Senior
Loans in which the Fund will invest will be
used by Borrowers to finance leveraged buyouts,
recapitalizations, mergers, acquisitions, stock
repurchases, refinancings, internal growth and
for other corporate purposes.

The Fund may invest up to 20% of its Managed
Assets in (i) other debt securities such as
investment and non-investment grade debt
securities, convertible securities and
structured notes (other than structured notes
that are designed to provide returns and risks
that emulate those of Senior Loans, which may
be treated as an investment in Senior Loans for
purposes of the 80% requirement set forth

above), (ii) mortgage-related and other
asset-backed securities (including
collateralized loan obligations and
collateralized debt obligations), and (iii)
debt securities and other instruments issued by
government, government-related or supranational
issuers (commonly referred to as sovereign debt
securities). No more than 5% of the Fund's
Managed Assets may be invested in each of
convertible securities, mortgage-related and
other asset-backed securities, and sovereign
debt securities. The debt securities in which
the Fund may invest may have short-term,
intermediate-term or long-term maturities. The
Fund also may receive warrants and equity
securities issued by a Borrower or its
affiliates in connection with the Fund's other
investments in such entities.
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Investment grade quality securities are those
securities that, at the time of investment, are
(1) rated by at least one nationally recognized
statistical rating organization ("NRSRO")
within the four highest grades (BBB- or Baa3 or
better by Standard & Poor's Corporation, a

division of The McGraw-Hill Companies ("S&P"),
Moody's Investors Service, Inc. ("Moody's") or
Fitch Ratings ("Fitch")), or (ii) unrated but

judged to be of comparable quality. The Fund
may purchase Senior Loans and other debt
securities that are rated below investment
grade or that are unrated but judged to be of
comparable quality. No more than 10% of the
Fund's Managed Assets may be invested in Senior
Loans and other debt securities that are, at
the time of investment, rated CCC+ or Caa or
below by S&P, Moody's or Fitch or that are
unrated but judged to be of comparable quality.

See "The Fund's Investments —-- Investment
Objectives and Policies" and "Risk
Factors —-—- General Risks of the Fund —-- Below

Investment Grade Risk."

The Fund's assets, including assets
attributable to any FundPreferred shares that
may be outstanding and the principal amount of
any Borrowings (as defined below), are called
"Managed Assets."

Nuveen Institutional Advisory Corp. ("NIAC"),
the Fund's adviser, 1s responsible for
determining the Fund's overall investment
strategy and its implementation, including the
use of leverage and hedging. Symphony Asset
Management, LLC ("Symphony") is the Fund's
subadviser responsible for managing the Fund's
Managed Assets.

Under normal circumstances:

— The Fund expects to maintain an average
duration of one year or less for its
portfolio investments in Senior Loans and
other debt instruments. See "The Fund's
Investments —-- Investment Objective and
Policies" for a description of duration.

— The Fund will not invest in inverse floating
rate securities.

— The Fund may invest up to 20% of its Managed
Assets in securities of non-U.S. issuers
(which term for purposes of this prospectus
includes Borrowers) that are U.S. dollar or
non-U.S. dollar denominated. Initially, the
Fund does not intend to invest in non-U.S.
dollar denominated securities. The Fund's
Managed Assets to be invested in Senior Loans
and other debt
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instruments of non-U.S. issuers may include
debt securities of issuers located, or
conducting their business in, emerging
markets countries. Initially, the Fund does
not intend to invest in securities of
emerging markets issuers.

— The Fund may not invest more than 20% of its
Managed Assets in securities from an industry
which (for the purposes of this prospectus)
generally refers to the classification of
companies in the same or similar lines of
business such as the automotive, textiles and
apparel, hotels, media production and
consumer retailing industries.

— The Fund may invest more than 20% of its
Managed Assets in sectors which (for the
purposes of this prospectus) generally refers
to broader classifications of industries,
such as the consumer discretionary sector
which includes the automotive, textiles and
apparel, hotels, media production and
consumer retailing industries, provided the
Fund's investment in a particular industry
within the sector does not exceed the
industry limitation.

— The Fund may invest up to 50% of its Managed
Assets in securities and other instruments
that, at the time of investment, are illiquid
(i.e., securities that are not readily
marketable) .

In pursuing its objective of high current
income, the Fund will invest in Senior Loans
and other debt instruments that may involve
significant credit risk. As part of its efforts
to manage this risk and the potential impact of
such risk on the overall value and returns of
the Fund's portfolio, Symphony will implement
its credit management strategy that includes

(1) a focus on Senior Loans that are secured by
specific assets, (ii) rigorous and on-going
bottom-up fundamental analysis of issuers, and
(1iii) overall portfolio diversification.
Symphony will perform its own credit and
research analysis of issuers, taking into
consideration, among other things, the entity's
financial resources and operating history, its
sensitivity to economic conditions and trends,
the ability of its management, its debt
maturity schedules and borrowing requirements,
its anticipated cash flow, interest and asset
coverage, and its earnings prospects. Even with
these efforts, because of the greater degree of
credit risk within the portfolio, the Fund's
net asset value could decline over time. In an
effort to help preserve the Fund's overall
capital, Symphony will seek to enhance
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Investment
Subadviser

Adviser and

portfolio value by investing in securities it
believes to be undervalued, which, if
successful, can mitigate the potential loss of
value due to credit events over time.

During temporary defensive periods or in order
to keep the Fund's cash fully invested, the
Fund may deviate from its investment objective
and invest all or a portion of its assets in
investment grade debt securities, including
obligations issued or guaranteed by the U.S.
government, its agencies and instrumentalities.
In addition, upon Symphony's recommendation
that a change would be in the best interests of
the Fund and upon concurrence by NIAC, and
subject to approval of the Board of Trustees of
the Fund, Symphony may deviate from its
investment guidelines noted above. For

3

a more complete discussion of the Fund's
portfolio composition, see "The Fund's
Investments."

NIAC is the Fund's investment adviser,
responsible for determining the Fund's overall
investment strategy and its implementation,
including the use of leverage and hedging.

NIAC, a registered investment adviser, is a
wholly owned subsidiary of Nuveen Investments,
Inc. Founded in 1898, Nuveen Investments, Inc.
and its affiliates had approximately $100.9
billion of assets under management as of March
31, 2004. According to Thomson Wealth
Management, Nuveen is the leading sponsor of
closed-end exchange-traded funds as measured by
the number of funds (108) and the amount of
fund assets under management (approximately
$48.8 billion) as of March 31, 2004.

Symphony, a registered investment adviser, is
an indirect wholly owned subsidiary of Nuveen
Investments, Inc. Founded in 1994, Symphony had
approximately $3.8 billion in assets under
management as of March 31, 2004. Symphony
specializes in the management of market neutral
equity and debt strategies and Senior Loan and
other debt portfolios.

NIAC and Symphony will sometimes individually
be referred to as an "Adviser" and collectively
be referred to as the "Advisers."

NIAC will receive an annual fee, payable
monthly, in a maximum amount equal to .85% of
the Fund's average daily Managed Assets (as
previously defined, Managed Assets include
assets attributable to any FundPreferred shares
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Use of Leverage.....

Hedging Transactions

that may be outstanding and the principal
amount of any Borrowings), with lower fee
levels for assets that exceed $500 million.
NIAC will pay a portion of that fee to
Symphony. The Advisers have contractually
agreed to reimburse the Fund for fees and
expenses in the amount of .32% of average daily
Managed Assets of the Fund for the first five
full years of the Fund's operations (through
March 31, 2009), and in a declining amount for
an additional three years (through March 31,
2012) . For more information on fees and
expenses, including fees attributable to common
shares, see "Management of the Fund."

The Fund intends to use financial leverage,
including issuing the FundPreferred shares, for
investment purposes. The Fund currently
anticipates its use of leverage will represent
approximately 38% of its total assets,
including the proceeds of such leverage. In
addition to the issuance of FundPreferred
shares, the Fund may make further use of
financial leverage through borrowing, including
the issuance of commercial paper or notes.
Throughout this prospectus, commercial paper,
notes or other borrowings sometimes may be
collectively referred to as "Borrowings." Any
Borrowings will have seniority over the
FundPreferred shares. Payments to holders of
FundPreferred shares in liquidation or
otherwise will be subject to the prior payment
of all outstanding indebtedness, including
Borrowings.

Because both Senior Loans and the Fund's
FundPreferred shares and Borrowings generally
pay interest or dividends based on

short-term market interest rates, the Fund's
investments in Senior Loans may potentially
offset the leverage risks borne by the Fund
relating to the fluctuations on common share
income due to variations in the FundPreferred
share dividend rate and/or the interest rate on
Borrowings. See "Use of Leverage."

The Fund may use derivatives or other
transactions for the purpose of hedging the
portfolio's exposure to common stock risk, high
yield credit risk, foreign currency exchange
rate risk and the risk of increases in interest
rates. The specific derivative instruments to
be used, or other transactions to be entered
into, each for hedging purposes may include (i)
options and futures contracts, including
options on common stock, stock indexes, bonds
and bond indexes, stock index futures, bond
index futures and related instruments, (ii)

10
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The Offering........

Risk Factors Summary

structured notes and similar instruments, (iii)
credit derivative instruments, and (iv)
currency exchange transactions. Some, but not
all, of the derivative instruments may be
traded and listed on an exchange.

The positions in derivatives will be
marked-to-market daily at the closing price
established on the relevant exchange or at a
fair value. See "The Fund's

Investments —-- Portfolio Composition and Other
Information -- Hedging Transactions" and "Risk
Factors —-- General Risks of the Fund -- Hedging
Risk and -- Counterparty Risk."

The Fund is offering 4,000, 4,000, 4,000 and
4,000 shares of FundPreferred shares Series M,
Series T, Series W and Series F, respectively,
at a purchase price of $25,000 per share.
FundPreferred shares are being offered by the
underwriters listed under "Underwriting."

Risk is inherent in all investing. Therefore,
before investing in the Fund you should
consider certain risks carefully. The primary
risks of investing in FundPreferred shares are:

- if an auction fails you may not be able to
sell some or all of your shares;

- because of the nature of the market for
FundPreferred shares, you may receive less
than the price you paid for your shares if
you sell them outside of the auction,
especially when market interest rates are
rising;

- a rating agency could downgrade FundPreferred
shares, which could affect liquidity;

— the Fund may be forced to redeem your shares
to meet regulatory or rating agency
requirements or may voluntarily redeem your
shares in certain circumstances;

— 1in extraordinary circumstances the Fund may
not earn sufficient income from its
investments to pay dividends;

- any Borrowings may constitute a substantial
lien and burden on the FundPreferred shares
by reason of its prior claim against the
income of the Fund and against the net assets
of the Fund in liquidation; and

5

- if the Fund leverages through Borrowings, the
Fund may not be permitted to declare
dividends or other distributions with respect
to the FundPreferred shares or purchase
FundPreferred shares unless at the time

11
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Trading Market

thereof the Fund meets certain asset coverage
requirements and the payment of principal and
interest on any such Borrowings are not in
default.

For additional general risks of investing in
the FundPreferred shares and general risks of
investing in the Fund, see "Risk Factors."

FundPreferred shares are not listed on an
exchange. Instead, you may buy or sell
FundPreferred shares at an auction that
normally is held weekly by submitting orders to
a broker-dealer that has entered into an
agreement with the auction agent and the Fund
(a "Broker-Dealer"), or to a broker-dealer that
has entered into a separate agreement with a
Broker-Dealer. In addition to the auctions,
Broker-Dealers and other broker-dealers may
maintain a secondary trading market in
FundPreferred shares outside of auctions, but
may discontinue this activity at any time.
There is no assurance that a secondary market
will be established, or, if established, will
provide shareholders with liquidity. You may
transfer shares outside of auctions only to or
through a Broker-Dealer, or a broker-dealer
that has entered into a separate agreement with
a Broker-Dealer.

The table below shows the first auction date
for each series of FundPreferred shares and the
day on which each subsequent auction will
normally be held for each series of
FundPreferred shares. The first auction date
for the series of FundPreferred shares will be
the Business Day before the dividend payment
date for the initial dividend period for each
series of FundPreferred shares.

The start date for subsequent rate periods
normally will be the Business Day following the
auction date unless the then-current rate
period is a special rate period, or the day
that normally would be the auction date or the
first day of the subsequent rate period is not
a Business Day.

FIRST AUCTION SUBSEQUENT
SERIES DATE* AUCTION DA
M. e e e Monday
Tt e e e e e e e e e Tuesday
W e e e e e e e e e e e Wednesday
B o e e e e e Friday

12
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Dividends and Rate Periods....

* All dates are 2004.

The table below shows the dividend rate for the
initial rate period of the FundPreferred shares
offered in this prospectus. For subsequent rate
periods, FundPreferred shares will pay
dividends based on a rate set at auctions,
normally held every seven (7) days. In most
instances, dividends are also paid every seven
(7) days, on the day following the end of the
rate period. See "Description of FundPreferred
Shares -- Dividends and Dividend

Periods —-- Determination of Dividend Rate" and
"The Auction."

The table below also shows the date from which
dividends on the FundPreferred shares will
accumulate at the initial rate, the dividend
payment date for the initial rate period and
the day on which dividends will normally be
paid. If dividends are payable on a Monday or
Friday and that day is not a Business Day, then
your dividends will generally be paid on the
first Business Day that falls after that. If
dividends are payable on a Tuesday, Wednesday
or Thursday and that day is not a Business Day,
then your dividends generally will be paid on
the first Business Day prior to that day.

Finally, the table below shows the number of
days of the initial dividend period for the
FundPreferred shares. Subsequent rate periods
generally will be seven (7) days. The dividend
payment date for special rate periods of other
than seven (7) days will be set out in the
notice designating a special dividend period.
See "Description of FundPreferred

Shares —-- Dividends and Dividend
Periods —-- Determination of Dividend Rate."
DATE OF
INITIAL ACCUMULATION
DIVIDEND AT INITIAL
SERIES RATE RATE*
M. et e e et e
et et e e e e et e et e e
W et et e e et e et e e eeenn
Foo i e e e e

* All dates are 2004.
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Determination of Maximum
Applicable Rates..............

Restrictions on Dividend
Redemption and Other

Payments

Except during a dividend default period, the
applicable rate for any dividend period for
FundPreferred shares will not be more than the
maximum rate. The maximum rate for the
FundPreferred shares will depend on the credit
rating assigned to such FundPreferred shares
and on the duration of the dividend period. The
maximum rate will be the higher of the
applicable percentage of the reference rate or
the applicable spread plus the reference rate.
The reference rate is the applicable LIBOR Rate
(for a dividend period of fewer than 365 days)
or the applicable Treasury Rate Index (for a
dividend period of 365 days or more). The
applicable percentage or applicable spread as
so determined is further subject to upward but
not downward adjustment in the discretion of
the Board of Trustees after consultation with
the Broker-Dealers. There is no minimum rate in
respect of any dividend period. See
"Description of FundPreferred

Shares -- Dividends and Dividend

Periods —-—- Determination of Dividend Rate."

It is a condition of the underwriters'
obligation to purchase the FundPreferred shares
that shares of each series of FundPreferred
receive a rating of "Aaa" from Moody's and
"AAA" from S&P.

If the Fund issues any Borrowings that
constitute senior securities representing
indebtedness (as defined in the 1940 Act),
under the 1940 Act, the Fund would not be
permitted to declare any dividend on
FundPreferred shares unless, after giving
effect to such

dividend, asset coverage with respect to such
Borrowings that constitute senior securities
representing indebtedness, if any, 1is at least
200%. In addition, the Fund would not be
permitted to declare any other distribution on
or purchase or redeem FundPreferred shares
unless, after giving effect to such
distribution, purchase or redemption, asset
coverage with respect to such Borrowings that
constitute senior securities representing
indebtedness, if any, is at least 300%.
Dividends or other distributions on, or
redemptions or purchases of, FundPreferred
shares would also be prohibited at any time
that an event of default under any Borrowings
has occurred and is continuing. See
"Description of FundPreferred

Shares —-- Restrictions on Dividend, Redemption

14
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Asset Maintenance.............

Redemption...

Liquidation Preference........

Voting Rights

and Other Payments."

The Fund must maintain the FundPreferred Shares
Basic Maintenance Amount as of each Valuation
Date. The Fund also must maintain asset
coverage for the FundPreferred shares on a non-
discounted basis of at least 200% as of the
last business day of each month. See
"Description of FundPreferred Shares —- Asset
Maintenance."

The guidelines for calculating whether the
FundPreferred Shares Basic Maintenance Amount
has been satisfied have been established by
Moody's and S&P in connection with the Fund's
receipt from Moody's and S&P of the "Aaa" and
"AAA" Credit Ratings, respectively, with
respect to the FundPreferred shares on their
Date of Original Issue.

The Fund estimates that on the Date of Original
Issue, the 1940 Act FundPreferred Shares Asset
Coverage, based on the composition of its
portfolio as of April 30, 2004, assuming the
issuance of 2,350,000 Common Shares as of May
11, 2004, less the offering costs related
thereto, and after giving effect to the
issuance of the FundPreferred shares offered
hereby ($400,000,000) and the deduction of
sales loads and estimated offering expenses for
such FundPreferred shares ($8,425,000), will be
267%.

In addition, there may be additional asset
coverage requirements imposed in connection
with any Borrowings. See "Description of
Borrowings."

Although the Fund will not ordinarily redeem
FundPreferred shares, it may be required to
redeem shares if, for example, the Fund does
not meet an asset coverage ratio required by
law or in order to correct a failure to meet
rating agency guidelines in a timely manner.
The Fund may voluntarily redeem FundPreferred
shares in certain circumstances. See
"Description of FundPreferred

Shares —-- Redemption."

The liquidation preference of the shares of
each series of FundPreferred shares will be
$25,000 per share plus accumulated but unpaid
dividends, if any, thereon. See "Description of
FundPreferred Shares -- Liquidation Rights."

Except as otherwise indicated, holders of
FundPreferred shares have one vote per share
and vote together with holders of common shares
as a single class.

15
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In connection with the election of the Board of
Trustees, the holders of outstanding preferred
shares of beneficial interest ("Preferred
Shares"), including FundPreferred shares, as a
class, shall be entitled to elect two trustees
of the Fund. The holders of outstanding shares
of common shares and Preferred Shares,
including FundPreferred shares, voting
together, shall elect the remainder. However,
upon the Fund's failure to pay dividends on the
Preferred Shares in an amount equal to two full
years of dividends, the holders of Preferred
Shares have the right to elect, as a class, the
smallest number of additional Trustees as shall
be necessary to assure that a majority of the
Trustees has been elected by the holders of
Preferred Shares. The terms of the additional
Trustees shall end when the Fund pays or
provides for all accumulated and unpaid
dividends. See "Description of FundPreferred
Shares —-- Voting Rights."

Federal Income TaxeS.......... Distributions with respect to the FundPreferred
shares will generally be subject to U.S.
federal income taxation. The Fund anticipates
that all or substantially all of its dividends
will be subject to federal income taxation at
ordinary income tax rates. Dividends will
generally not constitute "qualified dividend
income" subject to reduced rates of federal
income tax for individual and other
noncorporate shareholders. Distributions
designated by the Fund as net capital gains, 1if
any, will be subject to rates applicable to
long-term capital gains. The Internal Revenue
Service ("IRS") currently requires that a
regulated investment company, which has two or
more classes of stock, allocate to each such
class proportionate amounts of each type of its
income (such as ordinary income and net capital
gain) based upon the percentage of total
dividends distributed to each class for the tax
year. Accordingly, the Fund intends each year
to allocate ordinary income dividends, capital
gain distributions, dividends qualifying for
the corporate dividends received deduction, if
any, and "qualified dividend income," if any,
between its common shares and FundPreferred
shares in proportion to the total dividends
paid to each class during or with respect to
such year. See "Federal Income Tax Matters."

FINANCIAL HIGHLIGHTS

Information contained in the table below under the headings "Per Share
Operating Performance" and "Ratios/Supplemental Data" shows the unaudited
operating performance of the Fund's common shares from the commencement of the
Fund's operations on March 25, 2004 until April 30, 2004. Since the Fund
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commenced operations on March 25, 2004, the table covers approximately five
weeks of operations, during which a substantial portion of the Fund's assets
were held in cash pending investment in Senior Loans and other debt instruments
that meet the Fund's investment objective and policies. Accordingly, the
information presented may not provide a meaningful picture of the Fund's
operating performance.

MARCH 25, 2004 ——
APRIL 30, 2004

(UNAUDITED)
PER SHARE OPERATING PERFORMANCE:

Common Share Net Asset Value, Beginning of Period......... $ 14.33
Net Investment INCOME. ..ttt i ittt et enneeeeeeeanneneeeenns .01
Net Gains on Securities (Realized and Unrealized)...... ——

Total from Investment Operations..................... .01

Offering CoSt S . ittt ittt et e ettt et et eee et eeaeenns (.03)

Common Share Net Asset Value, End of Period............... S 14.31

Per Share Market Value, End of Period........uuuiiuunnnenn. $ 14.96

Total Return on Common Share Net Asset Value(a)........... (.14)%

Total Investment Return on Market Value(a) ......oeeweeeenn. (.27)%

RATIOS/SUPPLEMENTAL DATA:

Net Assets Applicable to Common Shares, End of Period (In
0 W XS R=15 o ¥ =1 $641,287

Ratio of Expenses to Average Net Assets Applicable to
Common Shares Before Reimbursement..................... .96%*

Ratio of Net Investment Income to Average Net Assets
Applicable to Common Shares Before Reimbursement....... .69%%*

Ratio of Expenses to Average Net Assets Applicable to
Common Shares After Reimbursement..............oeeeen.. .64%*

Ratio of Net Investment Income to Average Net Assets
Applicable to Common Shares After Reimbursement........ 1.01%%*

Portfolio Turnover Rate...... ...ttt ittt eennenns 3%

* Annualized.

(a) Total investment return on market value is the combination of reinvested
dividend income, reinvested capital gains distributions, if any, and changes in
stock price per share. Total return on common share net asset value is the
combination of reinvested dividend income at net asset value, reinvested capital
gains distributions at net asset value, if any, and changes in common share net
asset value per share. Total returns are not annualized.

10

THE FUND

The Fund is a recently organized, diversified, closed-end management
investment company registered under the 1940 Act. The Fund was organized as a
Massachusetts business trust on January 15, 2004, pursuant to a Declaration
governed by the laws of The Commonwealth of Massachusetts. On March 25, 2004,

17



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

the Fund issued an aggregate of 41,800,000 common shares of beneficial interest,
par value $0.01 per share pursuant to the initial public offering thereof. On
April 14, 2004 and May 11, 2004, the Fund issued an additional 3,000,000 and
2,350,000 common shares, respectively, pursuant to partial exercises by the
underwriters of their over-allotment option. The Fund's common shares are listed
on the Exchange under the symbol "JFR." The Fund's principal office is located
at 333 West Wacker Drive, Chicago, Illinois 60606, and its telephone number is
(800) 257-8787.

The following provides information about the Fund's outstanding shares as
of May 11, 2004:

AMOUNT
HELD BY THE
AMOUNT FUND OR FOR AMOUNT
TITLE OF CLASS AUTHORIZED ITS ACCOUNT OUTSTANDING

[ 111 51T ) o O unlimited
FundPreferred Shares. ......ui ittt tenneneeennn unlimited
11l R = S (S 4,000
£ 1=l = 4,000
L1t R = Y 4,000
11l = Y 4,000

47,157,000

O O O O O o
O O O O o

USE OF PROCEEDS

The net proceeds of the offering of FundPreferred shares will be
approximately $391,575,000 after payment of the sales load and estimated
offering costs. The Fund will invest the net proceeds of the offering in
accordance with the Fund's investment objective and policies as described under
"The Fund's Investments" as soon as practicable. It is presently anticipated
that the Fund will be able to invest substantially all of the net proceeds in
Senior Loans and other securities that meet the Fund's investment objective and
policies within approximately 1 1/2 to 3 months after the completion of the
offering. Pending such investment, it is anticipated that the proceeds will be
invested in short-term or long-term securities issued by the U.S. government or
its agencies or instrumentalities or in high quality, short-term money market
instruments.

11

CAPITALIZATION

The following table sets forth the capitalization of the Fund as of April
30, 2004, and as adjusted to give effect to the issuance of 2,350,000 additional
common shares on May 11, 2004, as well as the issuance of the shares of
FundPreferred offered hereby.

ACTUAL AS ADJUSTED

(UNAUDITED) (UNAUDITED)
FUNDPREFERRED SHARES:

FundPreferred Shares, $25,000 stated value per share, at
liquidation value; unlimited shares authorized (no

18
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shares issued and 16,000 shares issued, as adjusted),
TeSPECLIVE LY ittt ittt ittt e ettt e et S - $ 400,000,000

COMMON SHAREHOLDERS' EQUITY:
Common Shares, $.01 par value per share; unlimited shares
authorized, 44,807,000 shares outstanding and
47,157,000 shares outstanding as adjusted,

TeSPECLIVE LY ittt ittt et e ettt e e S 448,070 $ 471,570
Paid—dn sSUrPlUSH . . ittt ittt ettt ettt e e 640,204,562 665,349,312
Undistributed net investment income..........c.iiuiuieneeenn.. 550,706 550,706
Net unrealized appreciation (depreciation) of

INVESEMENE S . i vttt it et e e e e et e e e e e et e e e 121,366 121,366
Net unrealized appreciation (depreciation) of SAMI........ (37,500) (37,500)
Net assets applicable to Common Shares........eeeeeeeeee.. $641,287,204 $ 666,455,454

* None of these outstanding shares are held by or for the account of the Fund.

** As adjusted, paid-in surplus reflects the proceeds of the issuance of the
common shares ($33,663,750) less $.01 par value per common share ($23,500)
and the offering costs of $.03 per common share ($70,500) as well as a
reduction for the sales load and estimated offering costs of the
FundPreferred shares' issuance ($8,425,000).

PORTFOLIO COMPOSITION

As of April 30, 2004, 41.61% of the market value of the Fund's portfolio
was invested in Senior Loans and other debt instruments and 58.39% of the market
value of the Fund's portfolio was invested in short-term investments.

12

THE FUND'S INVESTMENTS
INVESTMENT OBJECTIVE AND POLICIES

The Fund's investment objective is to achieve a high level of current
income. There can be no assurance that the Fund's investment objective will be
achieved.

In pursuing its objective of high current income, the Fund will invest in
Senior Loans and other debt instruments that may involve significant credit
risk. As part of its efforts to manage this risk and the potential impact of
such risk on the overall value and returns of the Fund's portfolio, Symphony
will implement its credit management strategy that includes (i) a focus on
Senior Loans that are secured by specific assets, (ii) rigorous and on-going
bottom-up fundamental analysis of issuers, and (iii) overall portfolio
diversification. Symphony will perform its own credit and research analysis of
issuers, taking into consideration, among other things, the entity's financial
resources and operating history, its sensitivity to economic conditions and
trends, the ability of its management, its debt maturity schedules and borrowing
requirements, its anticipated cash flow, interest and asset coverage, and its
earnings prospects. Even with these efforts, because of the greater degree of
credit risk within the portfolio, the Fund's net asset value could decline over
time. In an effort to help preserve the Fund's overall capital, Symphony will
seek to enhance portfolio value by investing in securities it believes to be
undervalued, which, if successful, can mitigate the potential loss of value due

19
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to credit events over time.

NIAC is responsible for determining the Fund's overall investment strategy
and its implementation, including the use of leverage and hedging. Symphony is
the Fund's subadviser responsible for managing the Fund's Managed Assets. See
"Management of the Fund."

Under normal market circumstances, the Fund will invest at least 80% of its
Managed Assets in secured Senior Loans and unsecured Senior Loans, which
unsecured Senior Loans will be, at the time of investment, investment grade
quality. The Fund will invest at least 65% of its Managed Assets in Senior Loans
that are secured by specific collateral. Investment in adjustable rate
instruments such as Senior Loans is expected to minimize changes in the
underlying principal value of such investments, and therefore, the Fund's net
asset value, resulting from changes in market interest rates. The Fund may
invest up to 20% of its Managed Assets in (i) other debt securities such as
investment and non-investment grade debt securities, convertible securities and
structured notes (other than Structured notes that are designed to provide
returns and risks that emulate those of Senior Loans, which may be treated as an
investment in Senior Loans for purposes of the 80% requirement set forth above),
(ii) mortgage-related and other asset-backed securities (including
collateralized loan obligations and collateralized debt obligations), and (iii)
debt securities and other instruments issued by government, government-related
or supranational issuers. No more than 5% of the Fund's Managed Assets may be
invested in each of convertible securities, mortgage-related and other
asset-backed securities, and sovereign debt securities. The debt securities in
which the Fund may invest may have short-term, intermediate-term or long-term
maturities. The Fund also may receive warrants and equity securities issued by a
Borrower or its affiliates in connection with the Fund's other investments in
such entities. The Fund may invest a substantial portion of its Managed Assets
in Senior Loans and other debt instruments that are, at the time of investment,
rated below investment grade or unrated but judged to be of comparable quality.

Investment grade quality securities are those securities that, at the time
of investment, are (i) rated by at least one NRSRO within the four highest
grades (BBB- or Baa3 or better by S&P, Moody's or Fitch), or (ii) unrated but
judged to be of comparable quality. No more than 10% of the Fund's Managed
Assets may be invested in Senior Loans and other debt securities rated CCC+ or
Caa or below by S&P, Moody's or Fitch or that are unrated but judged to be of
comparable quality. Securities of below investment grade quality are regarded as
having predominately speculative characteristics with respect to capacity to pay
interest and repay principal, and are commonly referred to as "junk bonds." See
Appendix B in the Statement of Additional Information for a description of
security ratings.

The Fund's policy under normal circumstances of investing at least 80% of
its Managed Assets in secured Senior Loans and unsecured Senior Loans, which
unsecured Senior Loans will be, at the time of investment, investment grade
quality, is not considered to be fundamental by the Fund and can be changed
without a vote

13

of the shareholders. However, this policy may only be changed by the Fund's
Board following the provision of 60 days prior written notice to shareholders.

Under normal market circumstances, Symphony expects to maintain an average
duration of one year or less for the Fund's portfolio investments in Senior
Loans and other debt instruments. In comparison to maturity (which is the date
on which a debt instrument ceases and the issuer is obligated to repay the
principal amount), duration is a measure of the price volatility of a debt

20
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instrument as a result of changes in market rates of interest, based on the
weighted average timing of the instrument's expected principal and interest
payments. Duration differs from maturity in that it considers a security's
yield, coupon payments, principal payments and call features in addition to the
amount of time until the security finally matures. As the value of a security
changes over time, so will its duration. Prices of securities with shorter
durations (such as the anticipated average duration of one year or less for the
Fund's portfolio investments as described above) tend to be less sensitive to
interest rate changes than securities with longer durations. In general, the
value of a portfolio of securities with a shorter duration can be expected to be
less sensitive to interest rate changes than a portfolio with a longer duration.

The Fund may invest up to 20% of its Managed Assets in securities of
non-U.S. issuers that are U.S. dollar or non-U.S. dollar denominated. Initially,
the Fund does not intend to invest in non-U.S. dollar denominated securities.
The Fund may not invest more than 20% of its Managed Assets in securities from
an industry which (for the purposes of this prospectus) generally refers to the
classification of companies in the same or similar lines of business such as the
automotive, textiles and apparel, hotels, media production and consumer
retailing industries. The Fund may invest more than 20% of its Managed Assets in
sectors which (for the purposes of this prospectus) generally refers to broader
classifications of industries, such as the consumer discretionary sector which
includes the automotive, textiles and apparel, hotels, media production and
consumer retailing industries, provided the Fund's investment in a particular
industry within the sector does not exceed the industry limitation. In addition,
the Fund may invest up to 50% of its Managed Assets in securities and other
instruments that, at the time of investment, are illiquid (i.e., securities that
are not readily marketable).

For a more complete discussion of the Fund's portfolio composition, see
"-— Portfolio Composition and Other Information."

The Fund cannot change its investment objective without the approval of the
holders of a "majority of the outstanding" common shares and FundPreferred
shares voting together as a single class, and of the holders of a "majority of
the outstanding” FundPreferred shares voting as a separate class. When used with
respect to particular shares of the Fund, a "majority of the outstanding" shares
means (i) 67% or more of the shares present at a meeting, if the holders of more
than 50% of the shares are present or represented by proxy or (ii) more than 50%
of the shares, whichever is less. See "Description of FundPreferred
Shares ——- Voting Rights" for additional information with respect to the voting
rights of holders of FundPreferred shares.

OVERALL FUND MANAGEMENT

NIAC is the Fund's investment adviser, responsible for the Fund's overall
investment strategy and its implementation.

NIAC will oversee Symphony in its management of the Fund's portfolio. This
oversight will include ongoing evaluation of Symphony's investment performance,
portfolio allocations, quality of investment process and personnel, compliance
with Fund and regulatory guidelines, trade allocation and execution, and other
factors.

NIAC will also oversee the Fund's use of leverage, and efforts to minimize
the costs and mitigate the risks to Common Shareholders associated with using
financial leverage. See "Use of Leverage" and "Hedging Transactions" below. This
effort may involve making adjustments to investment policies in an attempt to
minimize costs and mitigate risks.
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SYMPHONY INVESTMENT PHILOSOPHY AND PROCESS

Investment Philosophy. Symphony believes that managing risk, particularly
for volatile assets such as Senior Loans and other forms of high yield debt, is
of paramount importance. Symphony believes that a combination of fundamental
credit analysis and valuation information that is available from the equity
markets provide a means of identifying what it believes to be superior
investment candidates. Additionally, Symphony focuses primarily on liquid
securities to help ensure that exit strategies remain available under different
market conditions.

Investment Process. In identifying Senior Loans and other securities for
potential purchase, Symphony combines quantitative screening and fundamental and
relative value analysis. Symphony screens the identified investment candidates
for ligquidity constraints and favorable capital structures. The investment team
then performs rigorous bottom-up fundamental analysis to identify investments
with sound industry fundamentals, cash flow sufficiency and asset quality. The
final portfolio is constructed using risk management and monitoring systems to
ensure proper diversification.

PORTFOLIO COMPOSITION AND OTHER INFORMATION

The Fund's portfolio is composed principally of the following investments.
A more detailed description of the Fund's investment policies and restrictions
and more detailed information about the Fund's portfolio investments are
contained in the SATI.

Senior Loans. The Fund may invest (i) in Senior Loans made by banks or
other financial institutions to Borrowers, (ii) assignments of such interests in
Senior Loans or (iii) participation interests in Senior Loans. Senior Loans hold
the most senior position in the capital structure of a Borrower, are typically
secured with specific collateral and have a claim on the assets and/or stock of
the Borrower that is senior to that held by subordinated debt holders and
stockholders of the Borrower. The capital structure of a Borrower may include
Senior Loans, senior and junior subordinated debt, preferred stock and common
stock issued by the Borrower, typically in descending order of seniority with
respect to claims on the Borrower's assets. The proceeds of Senior Loans
primarily are used by Borrowers to finance leveraged buyouts, recapitalizations,
mergers, acquisitions, stock repurchases, refinancings, internal growth and for
other corporate purposes. A Senior Loan is typically originated, negotiated and
structured by a U.S. or non-U.S. commercial bank, insurance company, finance
company or other financial institution ("Agent") for a lending syndicate of
financial institutions which typically includes the Agent ("Lenders"). The Agent
typically administers and enforces the Senior Loan on behalf of the other
Lenders in the syndicate. In addition, an institution, typically but not always
the Agent, holds any collateral on behalf of the Lenders. The Fund normally will
rely primarily on the Agent to collect principal of and interest on a Senior
Loan. Also, the Fund usually will rely on the Agent to monitor compliance by the
Borrower with the restrictive covenants in a loan agreement.

Senior Loans in which the Fund will invest generally pay interest at rates
that are redetermined periodically at short-term intervals by reference to a
base lending rate, plus a premium. Senior Loans typically have rates of interest
that are redetermined either daily, monthly, quarterly or semi-annually by
reference to a base lending rate plus a premium or credit spread. These base
lending rates are primarily LIBOR, and secondarily the prime rate offered by one
or more major U.S. banks (the "Prime Rate") and the certificate of deposit
("CD") rate or other base lending rates used by commercial lenders. As
adjustable rate loans, the frequency of how often a Senior Loan resets its
interest rate will impact how closely such Senior Loans track current market
interest rates. The Senior Loans held by the Fund will have a dollar-weighted
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average period until the next interest rate adjustment of approximately 90 days
or less. As a result, as short-term interest rates increase, interest payable to
the Fund from its investments in Senior Loans should increase, and as short-term
interest rates decrease, interest payable to the Fund from its investments in
Senior Loans should decrease. The Fund may utilize derivative instruments to
shorten the effective interest rate redetermination period of Senior Loans in
its portfolio. Senior Loans typically have a stated term of between one and
eight years. In the experience of Symphony, the average life of Senior Loans in
recent years has been approximately two years because of prepayments.

15

The Fund expects primarily to purchase Senior Loans by assignment from a
participant in the original syndicate of lenders or from subsequent assignees of
such interests. The purchaser of an assignment typically succeeds to all the
rights and obligations under the loan agreement with the same rights and
obligations as the assigning Lender. Assignments may, however, be arranged
through private negotiations between potential assignees and potential
assignors, and the rights and obligations acquired by the purchaser of an
assignment may differ from, and be more limited than, those held by the
assigning Lender.

The Fund also may purchase participation interests in the original
syndicate making Senior Loans. Loan participation interests typically represent
direct participations in a loan to a corporate borrower, and generally are
offered by banks or other financial institutions or lending syndicates. The Fund
may participate in such syndications, or can buy part of a Senior Loan, becoming
a part Lender. When purchasing a participation interest, the Fund assumes the
credit risk associated with the corporate Borrower and may assume the credit
risk associated with an interposed bank or other financial intermediary. The
participation interests in which the Fund intends to invest may not be rated by
any NRSRO. See "Risk Factors —-- General Risks of the Fund -- Senior Loan Risks
and —-- Participation Risk."

The Fund may purchase and retain in its portfolio Senior Loans where the
Borrowers have experienced, or may be perceived to be likely to experience,
credit problems, including involvement in or recent emergence from bankruptcy
reorganization proceedings or other forms of debt restructuring. Such
investments may provide opportunities for enhanced income as well as capital
appreciation. At times, in connection with the restructuring of a Senior Loan
either outside of bankruptcy court or in the context of bankruptcy court
proceedings, the Fund may determine or be required to accept equity securities
or junior debt securities in exchange for all or a portion of a Senior Loan. See
"-— Non-Senior Loan Investments —-- Warrants and Equity Securities."

Non-Senior Loan Investments. The Fund may invest in debt instruments and
other securities as described below:

Corporate Bonds. Corporate bonds generally are used by corporations to
borrow money from investors. The issuer pays the investor a fixed or variable
rate of interest and normally must repay the amount borrowed on or before
maturity. Certain bonds are "perpetual” in that they have no maturity date. The
Fund may invest in bonds and other debt securities of any quality.

Structured Notes. The Fund may utilize structured notes and similar
instruments for investment purposes and also for hedging purposes. Structured
notes are privately negotiated debt obligations or economically equivalent
instruments where the principal and/or interest is determined by reference to
the performance of a benchmark asset, market or interest rate (an "embedded
index"), such as selected securities or loans, an index of securities or loans,
or specified interest rates, or the differential performance of two assets or
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markets. The interest and/or principal payments that may be made on a structured
product may vary widely, depending on a variety of factors, including the
volatility of the embedded index and the effect of changes in the embedded index
on principal and/or interest payments. If the Fund invests in structured notes
that are designed to provide returns and risks that emulate those of Senior
Loans, the Fund may treat the value of (or, if applicable, the notional amount
of) such investment as an investment in Senior Loans for purposes of determining
compliance with the requirement set forth above that at least 80% of the Fund's
Managed Assets be invested under normal market circumstances in Senior Loans,
except to the extent that the value (or notional amount) of such investments
exceeds 5% of the Fund's Managed Assets. Any such investment amounts that exceed
5% of the Fund's Managed Assets will be treated as a type of "other debt
instruments" which, in the aggregate, are limited to 20% of the Fund's Managed
Assets.

U.S. Government Securities. U.S. Government securities include (1) U.S.
Treasury obligations, which differ in their interest rates, maturities and times
of issuance: U.S. Treasury bills (maturities of one year or less), U.S. Treasury

notes (maturities of one year to ten years) and U.S. Treasury bonds (generally
maturities of greater than ten years) and (2) obligations issued or guaranteed
by U.S. Government agencies and instrumentalities that are supported by any of
the following: (i) the full faith and credit of the U.S. Treasury, (ii) the
right of the issuer to borrow an amount limited to a specific line of credit

from the U.S. Treasury, (iii) discretionary authority of the U.S. Government to
purchase certain obligations of the U.S. Government
16

agency or instrumentality or (iv) the credit of the agency or instrumentality.
The Fund also may invest in any other security or agreement collateralized or
otherwise secured by U.S. Government securities. Agencies and instrumentalities
of the U.S. Government include but are not limited to: Federal Land Banks,
Federal Financing Banks, Banks for Cooperatives, Federal Intermediate Credit
Banks, Farm Credit Banks, Federal Home Loan Banks, FHLMC, FNMA, GNMA, Student
Loan Marketing Association, United States Postal Service, Small Business
Administration, Tennessee Valley Authority and any other enterprise established
or sponsored by the U.S. Government. Because the U.S. Government generally is
not obligated to provide support to its instrumentalities, the Fund will invest
in obligations issued by these instrumentalities only if Symphony determines
that the credit risk with respect to such obligations is minimal.

The principal of and/or interest on certain U.S. Government securities
which may be purchased by the Fund could be (i) payable in non-U.S. currencies
rather than U.S. dollars or (b) increased or diminished as a result of changes
in the value of the U.S. dollar relative to the value of non-U.S. currencies.
The value of such portfolio securities may be affected by changes in the
exchange rate between foreign currencies and the U.S. dollar.

Commercial Paper. Commercial paper represents short-term unsecured
promissory notes issued in bearer form by corporations such as banks or bank
holding companies and finance companies. The rate of return on commercial paper
may be linked or indexed to the level of exchange rates between the U.S. dollar
and a foreign currency or currencies.

Warrants and Equity Securities. The Fund may acquire equity securities and
warrants issued by a Borrower or its affiliates as part of a package of
investments in the Borrower or its affiliates issued in connection with a Senior
Loan of the Borrower. The Fund also may convert a warrant so acquired into the
underlying security. Investments in warrants and equity securities entail
certain risks in addition to those associated with investments in Senior Loans.
The value of these securities may be affected more rapidly, and to a greater
extent, by company-specific developments and general market conditions. These
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risks may increase fluctuations in the Fund's net asset value. The Fund may
possess material non-public information about a Borrower as a result of its
ownership of a Senior Loan of such Borrower. Because of prohibitions on trading
in securities of issuers while in possession of such information the Fund might
be unable to enter into a transaction in a security of such a Borrower when it
would otherwise be advantageous to do so.

Repurchase Agreements. The Fund may enter into repurchase agreements (the
purchase of a security coupled with an agreement to resell that security at a
higher price) with respect to its permitted investments. The Fund's repurchase
agreements will provide that the value of the collateral underlying the
repurchase agreement will always be at least equal to the repurchase price,
including any accrued interest earned on the agreement, and will be marked to
market daily.

Other Securities. The Fund may invest in convertible securities,
mortgage-related and other asset-backed securities, and sovereign debt
securities, each of which are discussed in more detail in the SATI.

Securities Issued by Non-U.S. Issuers. The Fund may invest up to 20% of
its Managed Assets in securities of non-U.S. issuers that are U.S. dollar or
non-U.S. dollar denominated. Initially, the Fund does not intend to invest in
non-U.S. dollar denominated securities. The Fund's Managed Assets to be invested
in Senior Loans and other debt instruments of non-U.S. issuers may include debt
securities of issuers located, or conducting their business in, emerging markets
countries. Initially, the Fund does not intend to invest in securities of
emerging market issuers. The Fund may invest in any region of the world and
invest in companies operating in developed countries such as Canada, Japan,
Australia, New Zealand and most Western European countries. As used in this
prospectus, an "emerging market" country is any country determined to have an
emerging markets economy, considering, among other things, factors such as
whether the country has a low-to-middle-income economy according to the World
Bank or its related organizations, the country's credit rating, its political
and economic stability and the development of its financial and capital markets.
These countries generally include countries located in Latin America, the
Caribbean, Asia, Africa, the Middle East and Eastern and Central Europe.
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Zero Coupon Bonds. The Fund's investments in debt securities may be in the
form of a zero coupon bond. A zero coupon bond is a bond that does not pay
interest for the entire life of the obligation. Zero coupon bonds allow an
issuer to avoid or delay the need to generate cash to meet current interest
payments and, as a result, may involve greater credit risk than bonds that pay
interest currently. The Fund would be required to distribute the income on any
of these instruments as it accrues, even though the Fund will not receive any of
the income on a current basis. Thus, the Fund may have to sell other
investments, including when it may not be advisable to do so, to make income
distributions to its common and preferred shareholders.

When-Issued and Delayed Delivery Transactions. The Fund may buy and sell
securities on a when-issued or delayed delivery basis, making payment or taking
delivery at a later date, normally within 15 to 45 days of the trade date. This
type of transaction may involve an element of risk because no interest accrues
on the securities prior to settlement and, because securities are subject to
market fluctuations, the value of the securities at time of delivery may be less
(or more) than their cost. A separate account of the Fund will be established
with its custodian consisting of cash equivalents or liquid securities having a
market value at all times at least equal to the amount of any delayed payment
commitment.
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No Inverse Floating Rate Securities. The Fund will not invest in inverse
floating rate securities, which are securities that pay interest at rates that
vary inversely with changes in prevailing interest rates and which represent a
leveraged investment in an underlying security.

Hedging Transactions. The Fund may use derivatives or other transactions
for the purpose of hedging the portfolio's exposure to high yield credit risk,
foreign currency exchange rate risk and the risk of increases in interest rates.
The specific derivative instruments to be used, or other transactions to be
entered into, each for hedging purposes may include the purchase or sale of
futures contracts on securities, credit-linked notes, securities indices, other
indices or other financial instruments; options on futures contracts;
exchange-traded and over-the-counter options on securities or indices;
index-linked securities; swaps; and currency exchange transactions. Some, but
not all, of the derivative instruments may be traded and listed on an exchange.
The positions in derivatives will be marked-to-market daily at the closing price

established on the exchange or at a fair value. See "Risk Factors —-- General
Risks of the Fund -- Hedging Risk and —-- Counterparty Risk" and "Hedging
Transactions" below and "Other Investment Policies and Techniques —-- Hedging

Transactions" in the Fund's SAI for further information on hedging transactions.

Illigquid Securities. The Fund may invest up to 50% of its Managed Assets
in securities and other instruments that, at the time of investment, are
illiquid (i.e., securities that are not readily marketable). For this purpose,
illiquid securities may include, but are not limited to, restricted securities
(securities the disposition of which is restricted under the federal securities
laws), securities that may only be resold pursuant to Rule 144A under the
Securities Act of 1933, as amended (the "Securities Act"), that are deemed to be
illiquid, and certain repurchase agreements. The Board of Trustees or its
delegate has the ultimate authority to determine which securities are liquid or
illiquid for purposes of this 50% limitation. The Board of Trustees has
delegated to the Advisers the day-to-day determination of the illiquidity of any
security held by the Fund, although it has retained oversight and ultimate
responsibility for such determinations. No definitive liquidity criteria are
used. The Board of Trustees has directed the Advisers when making liquidity
determinations to look for such factors as (i) the nature of the market for a
security (including the institutional private resale market; the frequency of
trades and quotes for the security; the number of dealers willing to purchase or
sell the security; the amount of time normally needed to dispose of the
security; and the method of soliciting offers and the mechanics of transfer),
(ii) the terms of certain securities or other instruments allowing for the
disposition to a third party or the issuer thereof (e.g., certain repurchase
obligations and demand instruments), and (iii) other relevant factors.

Restricted securities may be sold only in privately negotiated transactions
or in a public offering with respect to which a registration statement is in
effect under the Securities Act. Where registration is required, the Fund may be
obligated to pay all or part of the registration expenses and a considerable
period may elapse between the time of the decision to sell and the time the Fund
may be permitted to sell a security under an effective registration statement.
If, during such a period, adverse market conditions were to develop, the Fund
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might obtain a less favorable price than that which prevailed when it decided to
sell. Illiquid securities will be priced at fair value as determined in good
faith by the Board of Trustees or its delegate. If, through the appreciation of
illiquid securities or the depreciation of liquid securities, the Fund should be
in a position where more than 50% of the value of its Managed Assets is invested
in illiquid securities, including restricted securities that are not readily
marketable, the Fund will take such steps as are deemed advisable, if any, to
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Short-Term/Long—-Term Debt Securities; Defensive Position; Invest-Up
Period. During temporary defensive periods or in order to keep the Fund's cash
fully invested, including the period during which the net proceeds of the
offering of common shares or FundPreferred shares are being invested, the Fund
may deviate from its investment objective and invest all or any portion of its
assets in investment grade debt securities, including obligations issued or
guaranteed by the U.S. government, its agencies and instrumentalities. In such a
case, the Fund may not pursue or achieve its investment objective. In addition,
upon Symphony's recommendation that a change would be in the best interests of
the Fund and upon concurrence by NIAC, and subject to approval by the Board of
Trustees of the Fund, Symphony may deviate from its investment guidelines
discussed herein.

Other Investment Companies. The Fund may invest up to 10% of its Managed
Assets in securities of other open- or closed-end investment companies that
invest primarily in securities of the types in which the Fund may invest
directly. In addition, the Fund may invest a portion of its Managed Assets in
pooled investment vehicles (other than investment companies) that invest
primarily in securities of the types in which the Fund may invest directly. The
Fund generally expects that it may invest in other investment companies and/or
pooled investment vehicles either during periods when it has large amounts of
uninvested cash, such as the period shortly after the Fund receives the proceeds
of the offering of its common shares or FundPreferred shares and/or Borrowings,
or during periods when there is a shortage of attractive securities of the types
in which the Fund may invest in directly available in the market. As an investor
in an investment company, the Fund will bear its ratable share of that
investment company's expenses, and would remain subject to payment of the Fund's
advisory and administrative fees with respect to assets so invested. Common
shareholders would therefore be subject to duplicative expenses to the extent
the Fund invests in other investment companies. Symphony will take expenses into
account when evaluating the investment merits of an investment in the investment
company relative to available securities of the types in which the Fund may
invest directly. In addition, the securities of other investment companies also
may be leveraged and therefore will be subject to the same leverage risks
described herein. The net asset value and market value of leveraged shares will
be more volatile and the yield to shareholders will tend to fluctuate more than
the yield generated by unleveraged shares.

The Fund will treat its investments in such investment companies as
investments in Senior Loans for all purposes, such as for purposes of
determining compliance with the requirement set forth above that at least 80% of
the Fund's Managed Assets be invested under normal market circumstances in
Senior Loans.

Lending of Portfolio Securities. The Fund may lend its portfolio
securities to broker-dealers and banks. Any such loan must be continuously
secured by collateral in cash or cash equivalents maintained on a current basis
in an amount at least equal to the market value of the securities loaned by the
Fund. The Fund would continue to receive the equivalent of the interest or
dividends paid by the issuer on the securities loaned through payments from the
borrower, although such amounts received from the borrower would not be eligible
to be treated as tax—advantaged dividends. The Fund would also receive an
additional return that may be in the form of a fixed fee or a percentage of the
collateral. The Fund may pay reasonable fees to persons unaffiliated with the
Fund for services in arranging these loans. The Fund would have the right to
call the loan and obtain the securities loaned at any time on notice of not more
than five Business Days. The Fund would not have the right to vote the
securities during the existence of the loan but would call the loan to permit
voting of the securities, if, in an Adviser's judgment, a material event
requiring a shareholder vote would otherwise occur before the loan was repaid.
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In the event of bankruptcy or other default of the borrower, the Fund could
experience both delays in liquidating the loan collateral or recovering the
loaned securities and losses, including (a) possible decline in the value of the
collateral or in the value of the securities loaned during the
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period while the Fund seeks to enforce its rights thereto, (b) possible
subnormal levels of income and lack of access to income during this period, and
(c) expenses of enforcing its rights.

Portfolio Turnover. The Fund may engage in portfolio trading when
considered appropriate, but short-term trading will not be used as the primary
means of achieving the Fund's investment objective. Although the Fund cannot
accurately predict its annual portfolio turnover rate, it is not expected to
exceed 50% under normal circumstances. However, there are no limits on the rate
of portfolio turnover, and investments may be sold without regard to length of
time held when, in the opinion of Symphony, investment considerations warrant
such action. A higher portfolio turnover rate results in correspondingly greater
brokerage commissions and other transactional expenses that are borne by the
Fund. High portfolio turnover may result in the realization of net short-term
capital gains by the Fund which, when distributed to shareholders, will be
taxable as ordinary income.

USE OF LEVERAGE

The Fund intends to use leverage through the issuance of FundPreferred
Shares, for investment purposes. The Fund currently anticipates its use of
leverage to represent approximately 38% of the Fund's Managed Assets. In
addition to issuing FundPreferred shares, the Fund may make further use of
financial leverage through borrowing, including the issuance of commercial paper
or notes. The Fund employs financial leverage for the purpose of acquiring
additional investments. The amount of outstanding Borrowings and/or
FundPreferred shares may vary with prevailing market or economic conditions. The
timing and terms of any leverage transactions will be determined by the Fund's
Board of Trustees. Leverage entails special risks. See "Risk Factors -- Risks of
Investing in FundPreferred Shares —-- Leverage Risk." The management fee paid to
the Advisers will be calculated on the basis of the Fund's Managed Assets (which
includes the proceeds of any financial leverage), so the fee will be higher when
leverage is used.

Because both Senior Loans and the Fund's FundPreferred shares and
Borrowings, if any, generally pay interest or dividends based on short-term
market interest rates, the Fund's investments in Senior Loans may potentially
offset the leverage risks borne by the Fund relating to the fluctuations on
common share income due to variations in the FundPreferred share dividend rate
and/or the interest rate on Borrowings, if any.

HEDGING TRANSACTIONS

The Fund may use derivatives or other transactions for the purpose of
hedging a portion of its portfolio holdings or in connection with the Fund's
anticipated use of leverage through its sale of FundPreferred shares or
Borrowings.

Portfolio Hedging Transactions. The Fund may use derivatives or other
transactions solely for purposes of hedging the portfolio's exposure to high
yield credit risk, foreign currency exchange rate risk and the risk of increases
in interest rates. The specific derivative instruments to be used, or other
transactions to be entered into, each for hedging purposes, may include the
purchase or sale of futures contracts on securities, credit-linked notes,
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securities indices, other indices or other financial instruments; options on
futures contracts; exchange-traded and over-the-counter options on securities or
indices; index-linked securities; swaps; and currency exchange transactions.
Some, but not all, of the derivative instruments may be traded and listed on an
exchange. The positions in derivatives will be marked-to-market daily at the
closing price established on the relevant exchange or at a fair value. For a
complete discussion of these derivative securities, see the SAI.

There may be an imperfect correlation between changes in the value of the
Fund's portfolio holdings and hedging positions entered into by the Fund, which
may prevent the Fund from achieving the intended hedge or expose the Fund to
risk of loss. In addition, the Fund's success in using hedging instruments is
subject to Symphony's ability to predict correctly changes in the relationships
of such hedge instruments to the Fund's portfolio holdings or other factors, and
there can be no assurance that Symphony's judgment in this respect will be
correct. Consequently, the use of hedging transactions might result in a poorer
overall performance for the Fund, whether or not adjusted for risk, than if the
Fund had not hedged its portfolio holdings. In addition,
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there can be no assurance that the Fund will enter into hedging or other
transactions at times or under circumstances in which it which it would be
advisable to do so. See "Risk Factors —-- General Risks of the Fund -- Hedging
Risk."

Futures Contracts and Options on Futures Contracts. The Fund's use of
derivative instruments may include (i) U.S. Treasury security or U.S. Government
Agency security futures contracts and (ii) options on U.S. Treasury security or
U.S. Government Agency security futures contracts. All such instruments must be
traded and listed on an exchange. U.S. Treasury and U.S. Government Agency
futures contracts are standardized contracts for the future delivery of a U.S.
Treasury Bond or U.S. Treasury Note or a U.S. Government Agency security or
their equivalent at a future date at a price set at the time of the contract. An
option on a U.S. Treasury or U.S. Government Agency futures contract, as
contrasted with the direct investment in such a contract, gives the purchaser of
the option the right, in return for the premium paid, to assume a position in a
U.S. Treasury or U.S. Government Agency futures contract at a specified exercise
price at any time on or before the expiration date of the option. Upon exercise
of an option, the delivery of the futures position by the writer of the option
to the holder of the option will be accompanied by delivery of the accumulated
balance in the writer's future margin account, which represents the amount by
which the market price of the futures contract exceeds the exercise price of the
option on the futures contract.

The Fund may purchase and sell various other kinds of financial futures
contracts and options thereon. Futures contracts may be based on various debt
securities and securities indices (such as the Municipal Bond Index traded on
the Chicago Board of Trade). Such transactions involve a risk of loss or
depreciation due to unanticipated adverse changes in securities prices, which
may exceed the Fund's initial investment in these contracts. The Fund will only
purchase or sell futures contracts or related options in compliance with the
rules of the Commodity Futures Trading Commission. These transactions involve
transaction costs. There can be no assurance that the Fund's use of futures will
be advantageous to the Fund. Guidelines established by one or more NRSROs that
rate any FundPreferred shares issued by the Fund may limit use of these
transactions.

Credit-Linked Notes. The Fund may invest in credit-linked notes ("CLN")

for risk management purposes, including diversification. A CLN is a derivative
instrument that is a synthetic obligation between two or more parties where the
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payment of principal and/or interest is based on the performance of some
obligation (a reference obligation). In addition to credit risk of the reference
obligation and interest rate risk, the buyer/seller of the CLN is subject to
counterparty risk. See "Risk Factors —-- General Risks of the

Fund —-- Counterparty Risk."

Swaps. Swap contracts may be purchased or sold to hedge against
fluctuations in securities prices, interest rates or market conditions, to
change the duration of the overall portfolio, or to mitigate default risk. In a
standard "swap" transaction, two parties agree to exchange the returns (or
differentials in rates of return) to be exchanged or "swapped" between the
parties, which returns are calculated with respect to a "notional amount," i.e.,
the return on or increase in value of a particular dollar amount invested at a
particular interest rate or in a "basket" of securities representing a
particular index.

Credit Default Swaps. The Fund may enter into credit default swap
contracts for risk management purposes, including diversification. When the Fund
is the buyer of a credit default swap contract, the Fund is entitled to receive
the par (or other agreed-upon) value of a referenced debt obligation from the
counterparty to the contract in the event of a default by a third party, such as
a U.S. or non-U.S. corporate issuer, on the debt obligation. In return, the Fund
would pay the counterparty a periodic stream of payments over the term of the
contract provided that no event of default has occurred. If no default occurs,
the Fund would have spent the stream of payments and received no benefit from
the contract. When the Fund is the seller of a credit default swap contract, it
receives the stream of payments, but is obligated to pay upon default of the
referenced debt obligation. As the seller, the Fund would effectively add
leverage to its portfolio because, in addition to its total net assets, the Fund
would be subject to investment exposure on the notional amount of the swap. The
Fund will segregate assets in the form of cash and cash equivalents in an amount
equal to the aggregate market value of the credit default swaps of which it is
the seller, marked to market on a daily basis. These transactions involve
certain risks, including the risk that the seller may be unable to fulfill the
transaction.
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Interest Rate Swaps. The Fund will enter into interest rate and total
return swaps only on a net basis, i.e., the two payment streams are netted out,
with the Fund receiving or paying, as the case may be, only the net amount of
the two payments. Interest rate swaps involve the exchange by the Fund with
another party of their respective commitments to pay or receive interest (e.g.,
an exchange of fixed rate payments for floating rate payments). The Fund will
only enter into interest rate swaps on a net basis. If the other party to an
interest rate swap defaults, the Fund's risk of loss consists of the net amount
of payments that the Fund is contractually entitled to receive. The net amount
of the excess, if any, of the Fund's obligations over its entitlements will be
maintained in a segregated account by the Fund's custodian. The Fund will not
enter into any interest rate swap unless the claims-paying ability of the other
party thereto is considered to be investment grade by the Advisers. If there is
a default by the other party to such a transaction, the Fund will have
contractual remedies pursuant to the agreements related to the transaction.
These instruments are traded in the over-the-counter market.

The Fund may use interest rate swaps for risk management purposes only and
not as a speculative investment and would typically use interest rate swaps to
shorten the average interest rate reset time of the Fund's holdings. Interest
rate swaps involve the exchange by the Fund with another party of their
respective commitments to pay or receive interest (e.g., an exchange of fixed
rate payments for floating rate payments). The use of interest rate swaps is a
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highly specialized activity which involves investment techniques and risks
different from those associated with ordinary portfolio securities transactions.
If Symphony is incorrect in its forecasts of market values, interest rates and
other applicable factors, the investment performance of the Fund would be
unfavorably affected.

Total Return Swaps. As stated above, the Fund will enter into total return
swaps only on a net basis. Total return swaps are contracts in which one party
agrees to make payments of the total return from the underlying asset(s), which
may include securities, baskets of securities, or securities indices during the
specified period, in return for payments equal to a fixed or floating rate of
interest or the total return from other underlying asset(s).

Currency Exchange Transactions. The Fund may enter into currency exchange
transactions to hedge the Fund's exposure to foreign currency exchange rate risk
in the event the Fund invests in non-U.S. dollar denominated securities of
non-U.S. issuers as described in this prospectus. The Fund's currency
transactions will be limited to portfolio hedging involving portfolio positions.
Portfolio hedging is the use of a forward contract with respect to a portfolio
security position denominated or quoted in a particular currency. A forward
contract is an agreement to purchase or sell a specified currency at a specified
future date (or within a specified time period) and price set at the time of the
contract. Forward contracts are usually entered into with banks, foreign
exchange dealers or broker-dealers, are not exchange-traded, and are usually for
less than one year, but may be renewed.

It is impossible to forecast with absolute precision the market value of
portfolio securities at the expiration of a forward contract. Accordingly, it
may be necessary for the Fund to purchase additional currency on the spot market
(and bear the expense of such purchase) if the market value of the security is
less than the amount of currency that the Fund is obligated to deliver and if a
decision is made to sell the security and make delivery of the currency.
Conversely, it may be necessary to sell on the spot market some of the currency
received upon the sale of the portfolio security if its market value exceeds the
amount of currency the Fund is obligated to deliver.

Other Hedging Transactions. The Fund also may invest in relatively new
instruments without a significant trading history for purposes of hedging the
Fund's portfolio risks. See "Other Investment Policies and Techniques —-- Hedging
Transactions" in the Fund's SAI for further information on hedging transactions.

Interest Rate Transactions. The Fund expects that the Fund's portfolio
investments in Senior Loans and other adjustable rate debt instruments will
serve as a hedge against the risk that common share net income and/or returns
may decrease due to rising market dividend or interest rates on FundPreferred
shares or Borrowings.

22

RISK FACTORS

The Fund is a diversified, closed-end management investment company
designed primarily as a long-term investment and not as a trading vehicle. The
Fund is not intended to be a complete investment program and, due to the
uncertainty inherent in all investments, there can be no assurance that the Fund
will achieve its investment objective. Risk is inherent in all investing.
Investing in any investment company security involves risk, including the risk
that you may receive little or no return on your investment or even that you may
lose part or all of your investment. Therefore, before investing you should
consider carefully the following risks that you assume when you invest in
FundPreferred shares.
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RISKS OF INVESTING IN FUNDPREFERRED SHARES

Interest Rate Risk. The Fund issues FundPreferred shares, which pay
dividends based on short-term interest rates. If short-term interest rates rise,
dividend rates on the FundPreferred shares may rise so that the amount of
dividends paid to holders of FundPreferred shares exceeds the income from the
Fund's portfolio securities. While the Fund intends to manage this risk through
its portfolio investments in floating rate senior secured loans, there is no
guarantee these strategies will be implemented or will be successful in reducing
or eliminating this interest rate risk. In addition, rising market interest
rates could negatively impact the value of the Fund's investment portfolio,
reducing the amount of assets serving as asset coverage for the FundPreferred
shares.

Auction Risk. You may not be able to sell your FundPreferred shares at an
auction if the auction fails; that is, if there are more FundPreferred shares
offered for sale than there are buyers for those shares. Also, if you place hold
orders (orders to retain FundPreferred shares) at an auction only at a specified
rate, and that bid rate exceeds the rate set at the auction, you will not retain
your FundPreferred shares. Finally, if you buy shares or elect to retain shares
without specifying a rate below which you would not wish to continue to hold
those shares, and the auction sets a below-market rate, you may receive a lower
rate of return on your shares than the market rate. See "Description of
FundPreferred Shares" and "The Auction -- Auction Procedures."

Secondary Market Risk. A secondary market may not exist. To the extent
that a secondary market does exist, and you try to sell your FundPreferred
shares between auctions, you may not be able to sell any or all of your shares,
or you may not be able to sell them for $25,000 per share or $25,000 per share
plus accumulated dividends. If the Fund has designated a special dividend period
(a rate period other than seven (7) days), changes in interest rates could
affect the price you would receive if you sold your shares in the secondary
market. Broker-dealers that maintain a secondary trading market for
FundPreferred shares are not required to maintain this market, and the Fund is
not required to redeem shares either if an auction or an attempted secondary
market sale fails because of a lack of buyers. FundPreferred shares are not
registered on a stock exchange or the Nasdag stock market. If you sell your
FundPreferred shares to a broker-dealer between auctions, you may receive less
than the price you paid for them, especially when market interest rates have
risen since the last auction.

Ratings and Asset Coverage Risk. While Moody's and S&P assign ratings of
"Aaa" and "AAA," respectively, to FundPreferred shares, the ratings do not
eliminate or necessarily mitigate the risks of investing in FundPreferred
shares. A rating agency could downgrade FundPreferred shares, which may make
your shares less liquid at an auction or in the secondary market, though
probably with higher resulting dividend rates. If a rating agency downgrades the
rating assigned to FundPreferred shares, the Fund will alter its portfolio or
redeem FundPreferred shares. The Fund may voluntarily redeem FundPreferred
shares under certain circumstances. See "Description of FundPreferred
Shares —-- Asset Maintenance" for a description of the asset maintenance tests
the Fund must meet.

Inflation Risk. Inflation is the reduction in the purchasing power of
money resulting from the increase in the price of goods and services. Inflation
risk is the risk that the inflation adjusted (or "real") wvalue of your
FundPreferred shares investment or the income from that investment will be worth
less in the future. As inflation occurs, the real value of the FundPreferred
shares and distributions declines. In an inflationary period, however, it is
expected that, through the auction process, FundPreferred shares dividend rates
would
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increase, tending to offset this risk. For additional general risks that
inflation may pose to investors in the Fund see "Risk Factors —-- General Risks
of the Fund —-- Inflation Risk."

Decline in Net Asset Value Risk. A material decline in the Fund's net
asset value may impair the Fund's ability to maintain required levels of asset
coverage. For a description of risks affecting the Fund, please see "-- General
Risks of the Fund" below.

Payment Restrictions. The Fund is prohibited from declaring, paying or
making any dividends or distributions on FundPreferred shares unless it
satisfies certain conditions. See "Description of FundPreferred
Shares ——- Restrictions on Dividend, Redemption and Other Payments." The Fund is
also prohibited from declaring, paying or making any dividends or distributions
on common shares unless it satisfies certain conditions. These prohibitions on
the payment of dividends or distributions might impair the Fund's ability to
maintain its qualification as a regulated investment company for federal income
tax purposes. While the Fund intends to redeem FundPreferred shares if necessary
to comply with the asset coverage requirements, there can be no assurance that
such redemptions can be effected in time to permit the Fund to distribute its
income as required to maintain its qualification as a regulated investment
company under the Internal Revenue Code of 1986, as amended (the "Code"). See
"Federal Income Tax Matters —-- Federal Income Tax Treatment of the Fund."

Leverage Risk. The Fund uses financial leverage in an amount currently
anticipated to represent approximately 38% of its total assets (including the
proceeds from such financial leverage). In addition to issuing FundPreferred
shares, the Fund will make further use of financial leverage through borrowing,
including the issuance of commercial paper or notes. In addition, the Fund may
also borrow funds (a) in connection with a loan made by a bank or other party
that is privately arranged and not intended to be publicly distributed or (b) in
an amount equal to up to 5% of its total assets for temporary purposes only.

If the Fund issues any senior securities representing indebtedness (as
defined in the 1940 Act) under the requirements of the 1940 Act, the value of
the Fund's total assets, less all liabilities and indebtedness of the Fund not
represented by such senior securities, must be at least equal, immediately after
any such senior securities representing indebtedness, to 300% of the aggregate
value of such senior securities. Upon the issuance of FundPreferred shares, the
value of the Fund's total assets, less all liabilities and indebtedness of the
Fund not represented by senior securities must be at least equal, immediately
after the issuance of the FundPreferred shares, to 200% of the aggregate value
of any senior securities and the FundPreferred shares.

If the Fund seeks an investment grade rating from one or more nationally
recognized statistical rating organizations for any commercial paper and notes
(which the Fund expects to do if it issues any such commercial paper or notes),
asset coverage or portfolio composition provisions in addition to and more
stringent than those required by the 1940 Act may be imposed in connection with
the issuance of such a rating. In addition, restrictions may be imposed on
certain investment practices in which the Fund may otherwise engage. Any lender
with respect to borrowings by the Fund may require additional asset coverage and
portfolio composition provisions as well as restrictions on the Fund's
investment practices.

The money borrowed pursuant to any Borrowings may constitute a substantial
lien and burden on the FundPreferred shares by reason of their prior claim
against the income of the Fund and against the net assets of the Fund in
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liquidation. The Fund may not be permitted to declare dividends or other
distributions, including with respect to FundPreferred shares, or purchase or
redeem shares, including FundPreferred shares, unless (i) at the time thereof
the Fund meets certain asset coverage requirements and (ii) there is no event of
default under any Borrowings, that is continuing. See "Description of
FundPreferred Shares —-- Restrictions on Dividend, Redemption and Other
Payments." In the event of a default under any Borrowings, the lenders may have
the right to cause a liquidation of the collateral (i.e., sell portfolio
securities) and if any such default is not cured, the lenders may be able to
control the liquidation as well.

The Fund reserves the right at any time, if it believes that market
conditions are appropriate, to increase its level of debt or other senior
securities to maintain or increase the Fund's current level of leverage to the
extent permitted by the 1940 Act and existing agreements between the Fund and
third parties.

Because the fee paid to the Advisers will be calculated on the basis of
Managed Assets, the fee will be higher when leverage is utilized, giving the
Advisers an incentive to utilize leverage.

24

GENERAL RISKS OF THE FUND

Limited Operating History. The Fund is a recently organized, diversified,
closed-end management investment company with a limited history.

Investment and Market Risk. An investment in the Fund is subject to
investment risk, including the possible loss of the entire principal amount that
you invest. An investment in common shares and FundPreferred shares represents
an indirect investment in the securities owned by the Fund, most of which are
not traded on a national securities exchange, Nasdag or in the over-the-counter
markets. The value of these securities, like other market investments, may move
up or down, sometimes rapidly and unpredictably.

Below Investment Grade Risk. The Fund may purchase Senior Loans and other
debt instruments that are rated below investment grade or that are unrated but
judged to be of comparable quality by Symphony. No more than 10% of the Fund's
Managed Assets may be invested in securities rated CCC+ or Caa or below by S&P,
Moody's or Fitch or that are unrated but judged to be of comparable quality.
Securities of below investment grade quality are regarded as having
predominately speculative characteristics with respect to capacity to pay
interest and repay principal, and are commonly referred to as "junk bonds."
Issuers of lower grade securities may be highly leveraged and may not have
available to them more traditional methods of financing. The prices of these
lower grade securities are typically more sensitive to negative developments,
such as a decline in the issuer's revenues or a general economic downturn, than
are the prices of higher grade securities. The secondary market for lower grade
securities, including some Senior Loans, may not be as liquid as the secondary
market for more highly rated securities, a factor which may have an adverse
effect on the Fund's ability to dispose of a particular security. There are
fewer dealers in the market for lower grade securities than for investment grade
obligations. The prices quoted by different dealers for lower grade securities
may vary significantly and the spread between the bid and ask price for such
securities is generally much larger than for higher quality instruments. Under
adverse market or economic conditions, the secondary market for lower grade
securities could contract further, independent of any specific adverse changes
in the condition of a particular issuer, and these instruments may become
illiquid. As a result, the Fund could find it more difficult to sell these
securities or may be able to sell the securities only at prices lower than if
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such securities were widely traded. Prices realized upon the sale of such lower
rated or unrated securities, under these circumstances, may be less than the
prices used in calculating the Fund's net asset value.

Non-U.S. Issuer Risk. The Fund may invest up to 20% of its Managed Assets
in Senior Loans and other debt instruments of non-U.S. issuers that are U.S.
dollar or non-U.S. dollar denominated. Initially, the Fund does not intend to
invest in non-U.S. dollar denominated securities. The Fund's Managed Assets to
be invested in debt securities of non-U.S. issuers may include debt securities
of issuers located, or conducting their business in, emerging markets countries.
Initially, the Fund does not intend to invest in securities of emerging markets
issuers. Investments in securities of non-U.S. issuers involve special risks not
presented by investments in securities of U.S. issuers, including the following:
(1) less publicly available information about non-U.S. issuers or markets due to
less rigorous disclosure or accounting standards or regulatory practices; (ii)
many non-U.S. markets are smaller, less liquid and more volatile, meaning that,
in a changing market, Symphony may not be able to sell the Fund's portfolio
securities at times, in amounts or at prices it considers reasonable; (iii)
potential adverse effects of fluctuations in currency exchange rates or controls
on the value of the Fund's investments; (iv) the economies of non-U.S. countries
may grow at slower rates than expected or may experience a downturn or
recession; (v) the impact of economic, political, social or diplomatic events;
(vi) possible seizure, expropriation or nationalization of the company or its
assets; (vii) certain non-U.S. countries may impose restrictions on the ability
of non-U.S. issuers to make payments of principal and/or interest to investors
located outside the U.S., due to blockage of foreign currency exchanges or
otherwise; and (viii) withholding and other non-U.S. taxes may decrease the
Fund's return. These risks are more pronounced to the extent that the Fund
invests a significant amount of its assets in companies located in one region
and to the extent that the Fund invests in securities of issuers in emerging
markets. Although the Fund may hedge its exposure to certain of these risks,
including the foreign currency exchange rate risk, there
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can be no assurance that the Fund will enter into hedging transactions at any
time or at times or under circumstances in which it might be advisable to do so.

Economies and social and political climates in individual countries may
differ unfavorably from the United States. Non-U.S. economies may have less
favorable rates of growth of gross domestic product, rates of inflation,
currency valuation, capital reinvestment, resource self-sufficiency and balance
of payments positions. Many countries have experienced substantial, and in some
cases extremely high, rates of inflation for many years. Unanticipated economic,
political and social developments may also affect the values of the Fund's
investments and the availability to the Fund of additional investments in such
countries.

Currency Risk. The Fund may invest up to 20% of its Managed Assets in
securities of non-U.S. issuers that are non-U.S. dollar denominated. However,
initially the Fund does not intend to invest in such securities. Investments by
the Fund in non-U.S.-dollar denominated securities will be subject to currency
risk. Currency risk is the risk that fluctuations in the exchange rates between
the U.S. dollar and non-U.S. currencies may negatively affect an investment. The
value of securities denominated in non-U.S. currencies may fluctuate based on
changes in the value of those currencies relative to the U.S. dollar, and a
decline in applicable foreign exchange rates could reduce the value of such
securities held by the Fund. The values of non-U.S. investments and the
investment income derived from them also may be affected unfavorably by changes
in currency exchange control regulations. In addition, although a portion of the
Fund's investment income may be received or realized in non-U.S. currencies, the
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Fund will be required to compute and distribute its income in U.S. dollars. This
means that if the exchange rate for any such non-U.S. currency declines after
the Fund's income has been earned and translated into U.S. dollars but before
the Fund receives payment, the Fund could be required to liquidate portfolio
securities to make such distributions.

Illiguid Securities Risk. The Fund may invest up to 50% of its Managed
Assets in securities and other instruments that, at the time of investment, are
illiquid. Illiquid securities are securities that are not readily marketable and
may include some restricted securities, which are securities that may not be
resold to the public without an effective registration statement under the
Securities Act or, if they are unregistered, may be sold only in a privately
negotiated transaction or pursuant to an exemption from registration. Illiquid
securities involve the risk that the securities will not be able to be sold at
the time desired by the Fund or at prices approximating the value at which the
Fund 1is carrying the securities on its books.

Interest Rate Risk. Interest rate risk is the risk that fixed-income
securities will decline in value because of changes in market interest rates.
When market interest rates rise, the market value of such securities generally
will fall. The Fund's investment in such securities means that the net asset
value and market price of Common Shares will tend to decline if market interest
rates rise. Market interest rates in the U.S. and certain other countries in
which the Fund may invest currently are near historically low levels. Because
the Fund will invest at least 80% of its Managed Assets in Senior Loans and will
maintain an average portfolio duration of one year or less, the Fund is intended
to have a relatively low level of interest rate risk. However, because interest
rates on most Senior Loans and other adjustable rate instruments typically only
reset periodically (e.g., monthly or quarterly), changes in prevailing interest
rates (and particularly sudden and significant changes) can be expected to cause
some fluctuation in the market value of these securities, including declines in
market value as interest rates rise.

Regulatory Risk. To the extent that legislation or state or federal
regulators that regulate certain financial institutions impose additional
requirements or restrictions with respect to the ability of such institutions to
make loans, particularly in connection with highly leveraged transactions, the
availability of Senior Loans for investment may be adversely affected. Further,
such legislation or regulation could depress the market value of Senior Loans.

Hedging Risk. The Fund may use derivatives or other transactions for
purposes of hedging the portfolio's exposure to high yield credit risk, foreign
currency exchange rate risk and the risk of increases in interest rates that
could result in poorer overall performance for the Fund. There may be an
imperfect correlation between the Fund's portfolio holdings and such
derivatives, which may prevent the Fund from achieving the intended consequences
of the applicable transaction or expose the Fund to risk of loss. Further, the
Fund's use of derivatives or other transactions to reduce risk involves costs
and will be subject to
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Symphony's ability to predict correctly changes in the relationships of such
hedging instruments to the Fund's portfolio holdings or other factors. No
assurance can be given that Symphony's Jjudgment in this respect will be correct.
Consequently, the use of hedging transactions might result in a poorer overall
performance for the Fund, whether or not adjusted for risk, than if the Fund had
not hedged its portfolio holdings. In addition, no assurance can be given that
the Fund will enter into hedging transactions at times or under circumstances in
which it would be advisable to do so.

There are several risks associated with the use of futures contracts and
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options on futures contracts. A purchase or sale of a futures contract may
result in losses in excess of the amount invested in the futures contract. There
may be an imperfect correlation between the Fund's portfolio holdings and
futures contracts or options on futures contracts entered into by the Fund,
which may prevent the Fund from achieving the intended hedge or expose the Fund
to risk of loss. The degree of imperfection of correlation depends on
circumstances such as: variations in speculative market demand for futures,
futures options and the related securities, including technical influences in
futures and futures options trading and differences between the securities
markets and the securities underlying the standard contracts available for
trading. Further, the Fund's use of futures contracts and options on futures
contracts to reduce risk involves costs and will be subject to Symphony's
ability to predict correctly changes in interest rate relationships or other
factors. See "Hedging Transactions" and "Other Investment Policies and
Techniques -- Hedging Transactions" in the Fund's SAI. The Fund will use
derivatives or other transactions described above for purposes of hedging the
Fund's portfolio risks.

Counterparty Risk. The Fund may be subject to credit risk with respect to
the counterparties to certain derivative agreements entered into by the Fund. If
a counterparty becomes bankrupt or otherwise fails to perform its obligations
under a derivative contract due to financial difficulties, the Fund may
experience significant delays in obtaining any recovery under the derivative
contract in a bankruptcy or other reorganization proceeding. The Fund may obtain
only a limited recovery or may obtain no recovery in such circumstances.

Repurchase Agreement Risk. With respect to repurchase agreements, if the
party agreeing to repurchase specific securities should default, the Fund may
seek to sell the securities which it holds. This could involve transaction costs
or delays in addition to a loss on the securities if their value should fall
below their repurchase price. Repurchase agreements maturing in more than seven
days are considered to be illiquid securities.

Market Disruption Risk. Certain events have a disruptive effect on the
securities markets, such as terrorist attacks (including the terrorist attacks
in the U.S. on September 11, 2001), war and other geopolitical events. The Fund
cannot predict the effects of similar events in the future on the U.S. economy.
Lower rated securities tend to be more volatile than higher rated securities so
that these events and any actions resulting from them may have a greater impact
on the prices and volatility of lower rated securities than on higher rated
securities.

Inflation Risk. Inflation risk is the risk that the value of assets or
income from investment will be worth less in the future as inflation decreases
the value of money. As inflation increases, the real value of the common shares
and distributions can decline. In addition, during any periods of rising
inflation, FundPreferred share dividend rates and interest rates on Borrowings
would likely increase, which, without a corresponding increase in the interest
rates on investments in the Fund's portfolio, would reduce returns to common
shareholders. Inflation risk is mitigated to a certain degree by the Fund's
investments in Senior Loans and other adjustable rate debt instruments because
increases in inflation have historically been accompanied by increases in the
adjustable rates of interest of such securities.

Deflation Risk. Deflation risk is the risk that prices throughout the
economy decline over time, which may have an adverse effect on the market
valuation of companies, their assets and revenues, and the valuation of real
estate. In addition, deflation may have an adverse effect on the
creditworthiness of issuers and may make issuer default more likely, which may
result in a decline in the value of the Fund's portfolio.
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Certain Affiliations. Certain broker-dealers may be considered to be
affiliated persons of the Fund, NIAC, Symphony and/or Nuveen. Absent an
exemption from the Securities and Exchange Commission or other regulatory
relief, the Fund is generally precluded from effecting certain principal
transactions with affiliated brokers, and its ability to purchase securities
being underwritten by an affiliated broker or a syndicate including an
affiliated broker, or to utilize affiliated brokers for agency transactions, is
subject to restrictions. This could limit the Fund's ability to engage in
securities transactions, purchase certain Senior Loans and take advantage of
market opportunities. In addition, unless and until the underwriting syndicate
is broken in connection with the initial public offering of the common shares,
the Fund will be precluded from effecting principal transactions with brokers
who are members of the syndicate. See also "Management of the Fund -- Investment
Adviser and Subadviser."

Senior Loan Risks. Borrower Credit Risk. Senior Loans and other
adjustable rate debt instruments are subject to the risk of non-payment of
scheduled interest or principal. Such non-payment would result in a reduction of
income to the Fund, a reduction in the value of the investment and a potential
decrease in the net asset value of the Fund. Although under normal circumstances
at least 65% of the Fund's Managed Assets will be invested in Senior Loans that
are secured by specific collateral, there can be no assurance that the
liquidation of any collateral securing a Senior Loan would satisfy the
Borrower's obligation in the event of non-payment of scheduled interest or
principal payments, or that such collateral could be readily liquidated. In the
event of bankruptcy of a Borrower, the Fund could experience delays or
limitations with respect to its ability to realize the benefits of the
collateral securing a Senior Loan. The collateral securing a Senior Loan may
lose all or substantially all of its value in the event of bankruptcy of a
Borrower. Some Senior Loans are subject to the risk that a court, pursuant to
fraudulent conveyance or other similar laws, could subordinate such Senior Loans
to presently existing or future indebtedness of the Borrower or take other
action detrimental to the holders of Senior Loans, including, in certain
circumstances, invalidating such Senior Loans or causing interest previously
paid to be refunded to the Borrower. If interest were required to be refunded,
it would negatively affect the Fund's performance.

In evaluating the creditworthiness of Borrowers, Symphony may consider, and
may rely in part, on analyses performed by others. Borrowers may have
outstanding debt obligations that are rated below investment grade by a NRSRO.
Many of the Senior Loans in the Fund will have been assigned ratings below
investment grade quality. Because of the protective features of Senior Loans,
Symphony believes that Senior Loans tend to have more favorable loss recovery
rates as compared to more junior types of below investment grade debt
obligations. Symphony does not view ratings as the determinative factor in its
investment decisions and relies more upon its credit analysis abilities than
upon ratings.

The Fund is subject to the same inherent risks described above with respect
to issuers of other debt instruments in which the Fund may invest, although it
is not expected that these debt instruments will be secured by collateral.

Senior Loan Interest Rate Risk. When interest rates decline, the wvalue of
a fund invested in fixed rate obligations can be expected to rise. Conversely,
when interest rates rise, the value of a fund invested in fixed rate obligations
can be expected to decline. Although changes in prevailing interest rates can be
expected to cause some fluctuations in the value of Senior Loans (due to the
fact that adjustable rates on Senior Loans only reset periodically), the wvalue
of Senior Loans and other adjustable rate debt instruments is substantially less
sensitive to changes in market interest rates than fixed rate instruments. As a
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result, the Advisers expect the Fund's policy of investing at least 80% of its
Managed Assets in Senior Loans will make the Fund less volatile and its net
asset value less sensitive to changes in market interest rates than if the Fund
invested exclusively in fixed rate obligations. Similarly, because interest
rates on most Senior Loans and other adjustable rate instruments typically only
reset periodically (e.g., monthly or quarterly), a sudden and significant
increase in market interest rates may cause a decline in the value of these
investments and in the Fund's net asset value. Other factors (including, but not
limited to, rating downgrades, credit deterioration, a large downward movement
in stock prices, a disparity in supply and demand of certain Senior Loans and
other securities or market conditions that reduce liquidity) can reduce the
value of Senior Loans and other debt obligations, impairing the Fund's net asset
value.
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Risks in Senior Loan Valuation. The Fund uses an independent pricing
service to value most Senior Loans and other debt securities at their market
value or at a fair value determined by the independent pricing service. The Fund
will use the fair value method to value loans or other securities if the
independent pricing service is unable to provide a market or fair value for them
or if the market or fair value provided by the independent pricing service is
deemed unreliable, or if events occurring after the close of a securities market
and before the Fund values its Managed Assets would materially affect net asset
value. A security that is fair valued may be valued at a price higher or lower
than actual market quotations or the value determined by other funds using their
own fair valuation procedures. Because non-U.S. securities may trade on days
when common shares are not priced, net asset value can change at times when
common shares cannot be sold.

Agent Risk. A financial institution's employment as an Agent under a
Senior Loan might be terminated in the event that it fails to observe a
requisite standard of care or becomes insolvent. A successor Agent would
generally be appointed to replace the terminated Agent, and assets held by the
Agent under the loan agreement would likely remain available to holders of such
indebtedness. However, if assets held by the terminated Agent for the benefit of
the Fund were determined to be subject to the claims of the Agent's general
creditors, the Fund might incur certain costs and delays in realizing payment on
a Senior Loan or loan participation and could suffer a loss of principal and/or
interest. In situations involving other interposed financial institutions (e.g.,
an insurance company or government agency) similar risks may arise.

Participation Risk. The Fund also may purchase a participation interest in
a Senior Loan and by doing so acquire some or all of the interest of a bank or
other lending institution in a Senior Loan to a Borrower. A participation
typically will result in the Fund having a contractual relationship only with
the Lender, not the Borrower. As a result, the Fund assumes the credit risk of
the Lender selling the participation in addition to the credit risk of the
Borrower. By purchasing a participation, the Fund will have the right to receive
payments of principal, interest and any fees to which it is entitled only from
the Lender selling the participation and only upon receipt by the Lender of the
payments from the Borrower. In the event of insolvency or bankruptcy of the
Lender selling the participation, the Fund may be treated as a general creditor
of the Lender and may not have a senior claim to the Lender's interest in the
Senior Loan. If the Fund only acquires a participation in the loan made by a
third party, the Fund may not be able to control the exercise of any remedies
that the Lender would have under the Senior Loan. Such third party participation
arrangements are designed to give Senior Loan investors preferential treatment
over high yield investors in the event of a deterioration in the credit quality
of the issuer. Even when these arrangements exist, however, there can be no
assurance that the principal and interest owed on the Senior Loan will be repaid
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in full.

Prepayment Risk. During periods of declining interest rates or for other
purposes, Borrowers may exercise their option to prepay principal earlier than
scheduled, forcing the Fund to reinvest in lower yielding securities. This is
known as call or prepayment risk. In addition, below investment grade securities
frequently have call features that allow an issuer to redeem a security at dates
prior to its stated maturity at a specified price (typically greater than par)
only if certain prescribed conditions are met (commonly referred to as call
protection). An issuer may redeem a lower grade security if, for example, the
issuer can refinance the debt at a lower cost due to declining interest rates or
an improvement in the credit standing of the issuer. Senior Loans typically have
no such call protection. For premium bonds (bonds acquired at prices that exceed
their par or principal value) purchased by the Fund, prepayment risk may be
increased.

Other Risks Associated with Senior Loans. Many Senior Loans in which the
Fund will invest may not be rated by a NRSRO, will not be registered with the
Securities and Exchange Commission or any state securities commission and will
not be listed on any national securities exchange. In addition, the amount of
public information available with respect to Senior Loans generally may be less
extensive than that available for registered or exchange listed securities.
Economic and other events (whether real or perceived) can reduce the demand for
certain Senior Loans or Senior Loans generally, which may reduce market prices
and cause the Fund's net asset value per share to fall. The frequency and
magnitude of such changes cannot be predicted. No active trading market may
exist for some Senior Loans and some Senior Loans may be subject to restrictions
on resale. A secondary market may be subject to irregular trading activity, wide
bid/ask spreads and extended trade settlement periods, which may impair the
ability to realize full value and thus cause a
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material decline in the Fund's net asset value. During periods of limited supply
and liquidity of Senior Loans, the Fund's yield may be lower.

MANAGEMENT OF THE FUND
TRUSTEES AND OFFICERS

The Board of Trustees is responsible for the management of the Fund,
including supervision of the duties performed by the Advisers. The names and
business addresses of the trustees and officers of the Fund and their principal
occupations and other affiliations during the past five years are set forth
under "Management of the Fund" in the SATI.

INVESTMENT ADVISER AND SUBADVISER

NIAC is responsible for the Fund's overall investment strategy and its
implementation, including portfolio allocations, and the use of leverage and
hedging. NIAC also is responsible for the ongoing monitoring of Symphony,
managing the Fund's business affairs and providing certain clerical, bookkeeping
and other administrative services.

NIAC, 333 West Wacker Drive, Chicago, Illinois 60606, a registered
investment adviser, is a wholly owned subsidiary of Nuveen Investments, Inc.
Founded in 1898, Nuveen Investments, Inc. and its affiliates had approximately
$100.9 billion of assets under management as of March 31, 2004. Nuveen
Investments, Inc. is a publicly-traded company and a majority-owned subsidiary
of The St. Paul Travelers Companies, Inc. ("St. Paul Travelers"), a
publicly-traded company that is principally engaged in providing
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property-liability insurance through subsidiaries.

Symphony, 555 California Street, Suite 2975, San Francisco, CA 94104, is
the Fund's subadviser responsible for managing the Fund's Managed Assets.
Symphony specializes in the management of market neutral equity and debt
strategies and Senior Loan and other debt portfolios. Symphony, a registered
investment adviser, commenced operations in 1994 and had approximately $3.8

billion in assets under management as of March 31, 2004. Symphony is an indirect

wholly owned subsidiary of Nuveen.

Gunther Stein and Lenny Mason are the portfolio managers at Symphony
responsible for investing the Fund's Managed Assets. Mr. Stein is the Director
of Fixed Income Strategies of Symphony and has been lead portfolio manager for
high yield strategies at Symphony since 1999. He also is a Vice President of
NIAC. Prior to joining Symphony in 1999, Mr. Stein was a high yield portfolio
manager at Wells Fargo. Mr. Mason is a fixed income portfolio manager at
Symphony. He also is a Vice President of NIAC. Prior to joining Symphony in
2001, Mr. Mason was a Managing Director of FleetBoston's Technology and
Communications Group. Mr. Stein and Mr. Mason also are co-portfolio managers of
other closed-end funds sponsored by Nuveen.

INVESTMENT MANAGEMENT AGREEMENT

Pursuant to an investment management agreement between NIAC and the Fund,
the Fund has agreed to pay an annual management fee for the services and
facilities provided by NIAC, payable on a monthly basis, according to the
following schedule:

MANAGEMENT
AVERAGE DAILY MANAGED ASSETS FEE
Up £0 $500 Milldom. et teeeeeeeeeeeeeeeeeenaeeeeeneeennns .8500%
$500 million to $1.0 Dillion. . v e e e e et ettt eeeeeeeneeeeennns .8250%
$1.0 billion to $1.5 Dilldon. e e e e e e ittt eeeeeeeneeeeennns .8000%
$1.5 billion to $2.0 Dilldon. . e e e e e e it ettt eeeeeeneeeeennnn .7750%
$2.0 billion and OVe T . i ittt ittt ettt eeeeeeeeeeeeaneeeeenens .7500%

30

Pursuant to an investment subadvisory agreement between NIAC and Symphony,
Symphony will receive from NIAC a management fee equal to the portion specified
below of the management fee payable by the Fund to NIAC (net of the
reimbursements described below), payable on a monthly basis:

PERCENTAGE OF NET

AVERAGE DAILY MANAGED ASSETS MANAGEMENT FEE
Up £0 $125 Milldomn. ettt e ettt et e eeeeeeeenaeeeeeeeennnns 50.0%
$125 million to $150 Million. . e et et eeeeeeneeeneennennn 47.5%
$150 million to $175 Million ... i et e e eeeeeeneeeneennennn 45.0%
$175 million to $200 Million. . v e et e et eeeeeeneeeneennennn 42.5%
$S200 Million ANd OVE T . i i ittt ittt et e et eeeeeeeeeeeenanaeeennens 40.0%
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In addition to the fee of NIAC, the Fund pays all other costs and expenses
of its operations, including compensation of its trustees (other than those
affiliated with NIAC), custodian, transfer agency and dividend disbursing
expenses, legal fees, expenses of independent auditors, expenses of repurchasing
shares, expenses of issuing any FundPreferred shares, expenses associated with
any Borrowings, expenses of preparing, printing and distributing shareholder
reports, notices, proxy statements and reports to governmental agencies, and
taxes, 1f any. All fees and expenses are accrued daily and deducted before
payment of dividends to investors.

For the first eight full years of the Fund's operation, the Advisers have

contractually agreed to reimburse the Fund for fees and expenses in the amounts,
and for the time periods, set forth below:

PERCENTAGE REIMBURSED

YEAR ENDING (AS A PERCENTAGE OF
MARCH 31, MANAGED ASSETS)
0 O .32%

200 . e e e e et e e e .32%

2006 . it e e e e e e e e e e .32%

0 O .32%

2008 . e e e e e e e e e e, .32%

20009 . i e e e e e e e e .32%

L .24%

20 L L . e e e e e e e e e e .16%

20 e e e e e e e i e e .08%

(1) From the commencement of operations.

The Advisers have not agreed to reimburse the Fund for any portion of its
fees and expenses beyond March 31, 2012.

DESCRIPTION OF FUNDPREFERRED SHARES

The following is a brief description of the terms of FundPreferred shares.
This description does not purport to be complete and is subject to and qualified
in its entirety by reference to the more detailed description of FundPreferred
shares in the Fund's Statement Establishing and Fixing the Rights and
Preferences of FundPreferred Shares (the "Statement") a form of which is
attached as Appendix A to the SAI. Capitalized terms not otherwise defined in
the prospectus shall have the same meaning as defined in the Statement.

GENERAL

The Fund's Declaration of Trust authorizes the issuance of an unlimited
number of preferred shares, par value $0.01 per share, in one or more classes or
series, with rights as determined by the Board of Trustees without the approval
of common shareholders. The Statement currently authorizes the issuance of
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FundPreferred shares as follows: 4,000, 4,000, 4,000 and 4,000 FundPreferred
Shares Series M, Series T, Series W and Series F, respectively. The
FundPreferred shares have a liquidation preference of $25,000 per share, plus

42



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

all accumulated but unpaid dividends (whether or not earned or declared) to the
date of final distribution. The FundPreferred shares when issued and sold
through this Offering (i) will be fully paid and, subject to matters discussed
in "Certain Provisions in the Declaration of Trust," non-assessable, (ii) will
not be convertible into common shares or other capital stock of the Fund, (iii)
will have no preemptive rights, and (iv) will not be subject to any sinking
fund. The FundPreferred shares will be subject to optional and mandatory
redemption as described below under "-- Redemption."

Holders of FundPreferred shares will not receive certificates representing
their ownership interest in such shares. DTC will initially act as Securities
Depository for the Agent Members with respect to the FundPreferred shares.

In addition to serving as the Auction Agent in connection with the Auction
Procedures described below, the Auction Agent will act as the transfer agent,
registrar, and paying agent for the FundPreferred shares. Furthermore, the
Auction Agent will send notices to holders of FundPreferred shares of any
meeting at which holders of FundPreferred shares have the right to vote. See
"-— Voting Rights" below. However, the Auction Agent generally will serve merely
as the agent of the Fund, acting in accordance with the Fund's instructions.

Except in an Auction, the Fund will have the right (to the extent permitted
by applicable law) to purchase or otherwise acquire any share of FundPreferred
shares, so long as the Fund is current in the payment of dividends on the
FundPreferred shares and on any other capital shares of the Fund ranking on a
parity with the FundPreferred shares with respect to the payment of dividends or
upon ligquidation.

DIVIDENDS AND DIVIDEND PERIODS

General. Holders of FundPreferred shares will be entitled to receive,
when, as and if declared by the Board of Trustees, out of funds legally
available therefor, cumulative cash dividends on their shares, at the Applicable
Rate determined as set forth below under "-- Determination of Dividend Rate,"
payvable on the respective dates set forth below. Dividends so declared and
payvable shall be paid to the extent permitted under the Code, and to the extent
available and in preference to and priority over any dividend declared and
payable on the common shares.

On the Business Day next preceding each Dividend Payment Date, the Fund is
required to deposit with the Paying Agent sufficient funds for the payment of
dividends. The Fund does not intend to establish any reserves for the payment of
dividends.

All moneys paid to the Paying Agent for the payment of dividends shall be
held in trust for the payment of such dividends to the Holders. Each dividend
will be paid by the Paying Agent to the Holders as their names appear on the
share ledger or share records of the Fund, which Holder is expected to be the
nominee of the Securities Depository. The Securities Depository will credit the
accounts of the Agent Members of the beneficial owners in accordance with the
Securities Depository's normal procedures. The Securities Depository's current
procedures provide for it to distribute dividends in same-day funds to Agent
Members who are in turn expected to distribute such dividends to the persons for
whom they are acting as agents. The Agent Member of a beneficial owner will be
responsible for holding or disbursing such payments on the applicable Dividend
Payment Date to such beneficial owner in accordance with the instructions of
such beneficial owner.

Dividends in arrears for any past Dividend Period may be declared and paid
at any time, without reference to any regular Dividend Payment Date, to the
Holders as their names appear on the share ledger or share records of the Fund
on such date, not exceeding 15 days preceding the payment date thereof, as may
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be fixed by the Board of Trustees. Any dividend payment shall first be credited
against the earliest accumulated but unpaid dividends. No interest will be
payable in respect of any dividend payment or payments which may be in arrears.
See "-- Default Period" below.

The amount of dividends per share payable (if declared) on each Dividend
Payment Date of each Dividend Period of less than one year (or in respect of
dividends on another date in connection with a redemption during such Dividend
Period) shall be computed by multiplying the Applicable Rate (or the
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Default Rate) for such Dividend Period (or a portion thereof) by a fraction, the
numerator of which will be the number of days in such Dividend Period (or
portion thereof) that such share was outstanding and for which the Applicable
Rate or the Default Rate was applicable and the denominator of which will be
365, multiplying the amount so obtained by $25,000, and rounding the amount so
obtained to the nearest cent. During any Dividend Period of one year or more,
the amount of dividends per share payable on any Dividend Payment Date (or in
respect of dividends on another date in connection with a redemption during such
Dividend Period) shall be computed as described in the preceding sentence,
except that it will be determined on the basis of a year consisting of twelve
30-day months.

Subject to the foregoing, and any requirements of Massachusetts law, to the
extent that the Fund's investment company taxable income for any taxable year
exceeds any current or accumulated dividends on the FundPreferred shares, the
Fund intends to distribute such excess investment company taxable income to the
holders of the common shares. The term "investment company taxable income," as
it is defined in the Code, includes interest, dividends, net short-term capital
gains and other income received or accrued less the advisory fee, bank custodian
charges, taxes (except capital gains taxes) and other expenses properly
chargeable against income, but generally does not include net capital gain
(defined as the excess of net long-term capital gains over net short-term
capital losses and capital loss carryovers from prior periods), dividends paid
in shares of stock, transfer taxes, brokerage or other capital charges or
distributions designated as a return of capital. The Fund also intends to
distribute any realized net capital gain annually to the holders of the common
shares (subject to the prior rights of the holders of the FundPreferred shares)
subject to the foregoing and any requirements of Massachusetts law. The Fund
will designate distributions made with respect to FundPreferred shares as
capital gain distributions in proportion to the FundPreferred shares' share of
total dividends paid by the Fund during the year. See "Federal Income Tax
Matters —-- Federal Income Tax Treatment of Holders of FundPreferred Shares."

Determination of Dividend Rate. The dividend rate for the initial Dividend
Period (i.e., the period from and including the Date of Original Issue to and
including the initial Auction Date) and the initial Auction Date are set forth
on the inside cover page of the prospectus. For each subsequent Dividend Period,
subject to certain exceptions, the dividend rate will be the Applicable Rate
that the Auction Agent advises the Fund has resulted from an Auction.

The initial Dividend Period for the FundPreferred shares shall be , ,
and days for FundPreferred Shares Series M, Series T, Series W, and Series
F, respectively. Dividend Periods after the initial Dividend Period shall either
be Standard Dividend Periods or, subject to certain conditions and with notice
to Holders, Special Dividend Periods.

A Special Dividend Period will not be effective unless Sufficient Clearing
Bids exist at the Auction in respect of such Special Dividend Period (that is,
in general, the number of shares subject to Buy Orders by Potential Holders is
at least equal to the number of shares subject to Sell Orders by Existing
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Holders) .

Dividends will accumulate at the Applicable Rate from the Date of Original
Issue and shall be payable on each Dividend Payment Date thereafter. For
Dividend Periods of less than 30 days, Dividend Payment Dates shall occur on the
first Business Day following such Dividend Period and, if greater than 30 days,
then on a monthly basis on the first Business Day of each month within such
Dividend Period and on the Business Day following the last day of such Dividend
Period. Dividends will be paid through the Securities Depository on each
Dividend Payment Date.

Except during a Default Period as described below, the Applicable Rate
resulting from an Auction will not be greater than the Maximum Rate. The Maximum
Rate will be the higher of the Applicable Percentage of the Reference Rate, or
the Applicable Spread plus the Reference Rate. The Reference Rate will be the
applicable LIBOR Rate (as defined below) (for a Dividend Period of fewer than
365 days) or the Treasury Index Rate (as defined below) (for a Dividend Period
of 365 days or more). The Applicable Percentage and Applicable Spread for any
Standard Dividend Period will generally be determined based on the credit
ratings assigned to the FundPreferred shares by Moody's and S&P on the auction
date for such period . If Moody's
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and/or S&P shall not make such rating available, the rate shall be determined by
reference to equivalent ratings issued by any Other Rating Agency.

APPLICABLE APPLICABLE

MOODY'S CREDIT RATING S&P CREDIT RATING PERCENTAGE SPREAD
Aaa AAA 125% 125 bps

The "LIBOR Rate" is the applicable London Inter-Bank Offered Rate for
deposits in U.S. dollars for the period most closely approximating the
applicable dividend period for a series of FundPreferred shares.

The "Treasury Index Rate" is the average yield to maturity for certain U.S.
Treasury securities having substantially the same length to maturity as the
applicable dividend period for a series of FundPreferred shares.

Assuming the Fund maintains an Aaa/AAA rating on the FundPreferred shares,
the practical effect of the different methods used to calculate the Maximum Rate
is shown in the table below:

MAXIMUM APPLICABLE MAXIMUM APPLICABLE METHOD USED TO
RATE USING THE RATE USING THE DETERMINE THE MAXIMUM
REFERENCE RATE APPLICABLE PERCENTAGE APPLICABLE SPREAD APPLICABLE RATE
L e e e e e e e e 1.25% 2.25% Spread
B e e e e e e e e e e e e 2.50% 3.25% Spread
B e e e e e e e e e e e 3.75% 4.25% Spread
B e e e e et e e i e e 5.00% 5.25% Spread
B e e e e et e e i e e 6.25% 6.25% Either
[T 7.50% 7.25% Percentage
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The Board of Trustees may amend the Maximum Rate to increase the percentage
amount by which the Reference Rate described above is multiplied, or to increase
the spread added to the Reference Rate, to determine the Maximum Rate shown
without the consent of the holders of FundPreferred shares, including each
series, or any shareholder of the Fund, but only with confirmation from each
Rating Agency then rating the FundPreferred shares that such action will not
impair such agency's then-current rating of the FundPreferred shares, and after
consultation with the Broker-Dealers, provided that immediately following any
such increase the Fund could meet the FundPreferred Shares Basic Maintenance
Amount test discussed below under "-- Asset Maintenance."

The Maximum Rate for the FundPreferred shares will apply automatically
following an Auction for such shares in which Sufficient Clearing Bids have not
been made (other than because all shares of FundPreferred shares were subject to
Submitted Hold Orders) or following the failure to hold an Auction for any
reason on the Auction Date scheduled to occur (except for circumstances in which
the Dividend Rate is the Default Rate, as described below).

The All Hold Rate will apply automatically following an Auction in which
all of the outstanding shares are subject to (or are deemed to be subject to)
Submitted Hold Orders. The All Hold Rate is 80% of the applicable Reference
Rate.

Prior to each Auction, Broker-Dealers will notify Holders of the term of
the next succeeding Dividend Period as soon as practicable after the
Broker-Dealers have been so advised by the Fund. After each auction, on the
Auction Date, Broker-Dealers will notify Holders of the Applicable Rate for the
next succeeding Dividend Period and of the Auction Date of the next succeeding
Auction.

Notification of Dividend Period. The Fund will designate the duration of
Dividend Periods of the FundPreferred shares; provided, however, that no such
designation is necessary for a Standard Dividend Period and that any designation
of a Special Dividend Period shall be effective only if (i) notice thereof shall
have been given as provided herein, (ii) any failure to pay in the timely manner
to the Auction Agent the full amount of any dividend on, or the redemption price
of, the FundPreferred shares shall have been cured as set forth under
"-— Default Period," (iii) Sufficient Clearing Bids shall have existed in an
Auction held on the Auction Date immediately preceding the first day of such
proposed Special Dividend Period, (iv) if the Fund
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shall have mailed a notice of redemption with respect to any shares, as
described under "-- Redemption" below, the Redemption Price with respect to such
shares shall have been deposited with the Paying Agent, and (v) in the case of
the designation of a Special Dividend Period, the Fund has confirmed that, as of
the Auction Date next preceding the first day of such Special Dividend Period,
it satisfies the FundPreferred Shares Basic Maintenance Amount (as defined
below) and has consulted with the Broker-Dealers and has provided notice and
otherwise complied with any Rating Agency Guidelines.

If the Fund proposes to designate any Special Dividend Period, not fewer
than seven (7) (or two (2) Business Days in the event the duration of the
Dividend Period prior to such Special Dividend Period is fewer than eight (8)
days) nor more than 30 days prior to the first day of such Special Dividend
Period, notice shall be (i) made by press release and (ii) communicated by the
Fund by telephonic or other means to the Auction Agent and confirmed in writing
promptly thereafter. Each such notice shall state (A) that the Fund proposes to
exercise its option to designate a succeeding Special Dividend Period,
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specifying the first and last days thereof and (B) that the Fund will, by 3:00
p.-m. New York City time, on the second Business Day next preceding the first day
of such Special Dividend Period, notify the Auction Agent, who will promptly
notify the Broker-Dealers, of either (x) its determination, subject to certain
conditions, to proceed with such Special Dividend Period, subject to the terms
of any Specific Redemption Provisions, or (y) its determination not to proceed
with such Special Dividend Period in which latter event the succeeding Dividend
Period shall be a Standard Dividend Period.

No later than 3:00 p.m., New York City time, on the second Business Day
next preceding the first day of any proposed Special Dividend Period, the Fund
shall deliver to the Auction Agent, who will promptly deliver to the
Broker-Dealers and Existing Holders, either:

(i) a notice stating (A) that the Fund has determined to designate the
next succeeding Dividend Period as a Special Dividend Period, specifying
the first and last days thereof and (B) the terms of any Specific
Redemption Provisions; or

(ii) a notice stating that the Fund has determined not to exercise its
option to designate a Special Dividend Period.

If the Fund fails to deliver either such notice with respect to any designation
of any proposed Special Dividend Period to the Auction Agent or is unable to
make the required confirmation described above by 3:00 p.m., New York City time,
on the second Business Day next preceding the first day of such proposed Special
Dividend Period, the Fund shall be deemed to have delivered a notice to the
Auction Agent with respect to such Dividend Period to the effect set forth in
clause (ii) above, thereby resulting in a Standard Dividend Period.

Default Period. Subject to cure provisions, a "Default Period" with
respect to a particular series will commence on any date the Fund fails to
deposit irrevocably in trust in same-day funds, with the Paying Agent by 12:00
noon, New York City time, (A) the full amount of any declared dividend on that
series payable on the Dividend Payment Date (a "Dividend Default") or (B) the
full amount of any redemption price (the "Redemption Price") payable on the date
fixed for redemption (the "Redemption Date") (a "Redemption Default") and
together with a Dividend Default, hereinafter referred to as "Default"). Subject
to cure provisions, a Default Period with respect to a Dividend Default or a
Redemption Default shall end on the Business Day on which, by 12:00 noon, New
York City time, all unpaid dividends and any unpaid Redemption Price shall have
been deposited irrevocably in trust in same-day funds with the Paying Agent. In
the case of a Dividend Default, the Applicable Rate for each Dividend Period
commencing during a Default Period will be equal to the Default Rate, and each
subsequent Dividend Period commencing after the beginning of a Default Period
shall be a Standard Dividend Period; provided, however, that the commencement of
a Default Period will not by itself cause the commencement of a new Dividend
Period. No Auction shall be held during a Default Period with respect to a
Dividend Default applicable to that series of FundPreferred shares. No Default
Period with respect to a Dividend Default or Redemption Default shall be deemed
to commence if the amount of any dividend or any Redemption Price due (if such
default is not solely due to the willful failure of the Fund) is deposited
irrevocably in trust, in same-day funds with the Paying Agent by 12:00 noon, New
York City time within three Business Days after the applicable Dividend Payment
Date or Redemption
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Date, together with an amount equal to the Default Rate applied to the amount of
such non-payment based on the actual number of days comprising such period
divided by 365 for each series. The Default Rate shall be equal to the Reference
Rate multiplied by three (3).
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RESTRICTIONS ON DIVIDEND, REDEMPTION AND OTHER PAYMENTS

Under the 1940 Act, the Fund may not (i) declare any dividend with respect
to the FundPreferred shares if, at the time of such declaration (and after
giving effect thereto), asset coverage with respect to any Borrowings of the
Fund that are senior securities representing indebtedness (as defined in the
1940 Act), would be less than 200% (or such other percentage as may in the
future be specified in or under the 1940 Act as the minimum asset coverage for
senior securities representing indebtedness of a closed-end investment company
as a condition of declaring dividends on its preferred shares) or (ii) declare
any other distribution on the FundPreferred shares or purchase or redeem
FundPreferred shares if at the time of the declaration (and after giving effect
thereto), asset coverage with respect to such Borrowings that are senior
securities representing indebtedness would be less than 300% (or such higher
percentage as may in the future be specified in or under the 1940 Act as the
minimum asset coverage for senior securities representing indebtedness of a
closed-end investment company as a condition of declaring distributions,
purchases or redemptions of its shares of beneficial interest). "Senior
securities representing indebtedness" generally means any bond, debenture, note
or similar obligation or instrument constituting a security (other than shares
of beneficial interest) and evidencing indebtedness and could include the Fund's
obligations under any Borrowings. For purposes of determining asset coverage for
senior securities representing indebtedness in connection with the payment of
dividends or other distributions on or purchases or redemptions of stock, the
term "senior security" does not include any promissory note or other evidence of
indebtedness issued in consideration of any loan, extension or renewal thereof,
made by a bank or other person and privately arranged, and not intended to be
publicly distributed. The term "senior security" also does not include any such
promissory note or other evidence of indebtedness in any case where such a loan
is for temporary purposes only and in an amount not exceeding 5% of the value of
the total assets of the Fund at the time when the loan is made; a loan is
presumed under the 1940 Act to be for temporary purposes if it is repaid within
60 days and is not extended or renewed; otherwise it is presumed not to be for
temporary purposes. For purposes of determining whether the 200% and 300% asset
coverage requirements described above apply in connection with dividends or
distributions on or purchases or redemptions of FundPreferred shares, such asset
coverages may be calculated on the basis of values calculated as of a time
within 48 hours (not including Sundays or holidays) next preceding the time of
the applicable determination.

In addition, a declaration of a dividend or other distribution on or
purchase or redemption of FundPreferred shares may be prohibited (i) at any time
that an event of default under any Borrowings has occurred and is continuing; or
(ii) after giving effect to such declaration, the Fund would not have eligible
portfolio holdings with an aggregated Discounted Value at least equal to any
asset coverage requirements associated with such Borrowings; or (iii) the Fund
has not redeemed the full amount of Borrowings, if any, required to be redeemed
by any provision for mandatory redemption.

Upon failure to pay dividends for two years or more, the holders of
FundPreferred shares will acquire certain additional voting rights. See
"-— Voting Rights" below. Such rights shall be the exclusive remedy of the
holders of FundPreferred shares upon any failure to pay dividends on the
FundPreferred shares.

For so long as any FundPreferred shares are outstanding, except in
connection with the liquidation of the Fund, or a refinancing of the
FundPreferred shares as provided in the Statement, the Fund will not declare,
pay or set apart for payment any dividend or other distribution (other than a
dividend or distribution paid in shares of, or options, warrants or rights to
subscribe for or purchase, common shares or other shares of beneficial interest,
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if any, ranking junior to the FundPreferred shares as to dividends or upon
liquidation) in respect to common shares or any other shares of the Fund ranking
junior to or on a parity with the FundPreferred shares as to dividends or upon
liquidation, or call for redemption, redeem, purchase or otherwise acquire for
consideration any common shares or any other such junior shares (except by
conversion into or exchange for shares of the Fund ranking junior to the
FundPreferred shares as to dividends and upon liquidation) or any such parity
shares (except by conversion into or exchange for shares of the Fund ranking
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junior to or on a parity with the FundPreferred shares as to dividends and upon
liquidation), unless (i) there is no event of default under any Borrowings that
is continuing; (ii) immediately after such transaction, the Fund would satisfy
the FundPreferred Shares Basic Maintenance Amount (as defined below) and the
Fund would maintain the 1940 Act FundPreferred Shares Asset Coverage (as defined
below) (see "-- Asset Maintenance"); (iii) immediately after such transaction,
the Fund satisfies the asset coverage requirements, if any, under any
Borrowings; (iv) full cumulative dividends on the FundPreferred shares due on or
prior to the date of the transaction have been declared and paid; (v) the Fund
has redeemed the full number of FundPreferred shares required to be redeemed by
any provision for mandatory redemption contained in the Statement (see

"-— Redemption"); and (vi) the Fund has redeemed the full amount of any
Borrowings required to be redeemed by any provision for mandatory redemption.

REDEMPTION

Optional Redemption. To the extent permitted under the 1940 Act and
Massachusetts law, the Fund at its option may redeem FundPreferred shares having
a Dividend Period of one year or less, in whole or in part, out of funds legally
available therefor, on the Dividend Payment Date upon not less than 15 days and
not more than 40 days prior notice. The optional redemption price per share
shall be $25,000 per share, plus an amount equal to accumulated but unpaid
dividends thereon (whether or not earned or declared) to the date fixed for
redemption. FundPreferred shares having a Dividend Period of more than one year
are redeemable at the option of the Fund, in whole or in part, out of funds
legally available therefor, prior to the end of the relevant Dividend Period,
subject to any Specific Redemption Provisions, which may include the payment of
redemption premiums to the extent required under any applicable Specific
Redemption Provisions. The Fund shall not effect any optional redemption unless
after giving effect thereto (i) the Fund has available certain Deposit
Securities with maturity or tender dates not later than the day preceding the
applicable redemption date and having a value not less than the amount
(including any applicable premium) due to Holders of FundPreferred shares by
reason of the redemption of FundPreferred shares on such date fixed for the
redemption and (ii) the Fund would satisfy the FundPreferred Shares Basic
Maintenance Amount.

The Fund also reserves the right to repurchase FundPreferred shares in
market or other transactions from time to time in accordance with applicable law
and at a price that may be more or less than the liquidation preference of the
FundPreferred shares, but is under no obligation to do so.

Mandatory Redemption. If the Fund fails to maintain, as of any Valuation
Date, Eligible Assets with an aggregate Discounted Value at least equal to the
FundPreferred Shares Basic Maintenance Amount or, as of the last Business Day of
any month, the 1940 Act FundPreferred Shares Asset Coverage, and such failure is
not cured within ten Business Days following such Valuation Date in the case of
a failure to maintain the FundPreferred Shares Basic Maintenance Amount or on
the last Business Day of the following month in the case of a failure to
maintain the 1940 Act FundPreferred Shares Asset Coverage as of such last
Business Day (each an "Asset Coverage Cure Date"), the FundPreferred shares will
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be subject to mandatory redemption out of funds legally available therefor. See
"-— Asset Maintenance." The number of FundPreferred shares to be redeemed in
such circumstances will be equal to the lesser of (i) the minimum number of
FundPreferred shares the redemption of which, if deemed to have occurred
immediately prior to the opening of business on the relevant Asset Coverage Cure
Date, would result in the Fund satisfying the FundPreferred Shares Basic
Maintenance Amount or 1940 Act FundPreferred Shares Asset Coverage, as the case
may be, in either case as of the relevant Asset Coverage Cure Date (provided
that, if there is no such minimum number of shares the redemption of which would
have such result, all FundPreferred shares then outstanding will be redeemed),
and (ii) the maximum number of FundPreferred shares that can be redeemed out of
funds expected to be available therefor on the Mandatory Redemption Date (as
defined below) at the Mandatory Redemption Price (as defined below).

The Fund shall allocate the number of shares required to be redeemed to
satisfy the FundPreferred Shares Basic Maintenance Amount or the 1940 Act
FundPreferred Shares Asset Coverage, as the case may be, pro rata among the
Holders of FundPreferred shares in proportion to the number of shares they hold,
by lot or by such other method as the Fund shall deem fair and equitable,
subject to mandatory redemption provisions, if any.
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The Fund is required to effect such a mandatory redemption not later than
40 days after the Asset Coverage Cure Date, as the case may be (the "Mandatory
Redemption Date"), except that if the Fund does not have funds legally available
for the redemption of, or is not otherwise legally permitted to redeem, all of
the required number of FundPreferred shares which are subject to mandatory
redemption, or the Fund otherwise is unable to effect such redemption on or
prior to such Mandatory Redemption Date, the Fund will redeem those
FundPreferred shares on the earliest practicable date on which the Fund will
have such funds available, upon notice to record owners of shares of
FundPreferred shares and the Paying Agent. The Fund's ability to make a
mandatory redemption may be limited by the provisions of the 1940 Act or
Massachusetts law.

The redemption price per share in the event of any mandatory redemption
will be $25,000 per share, plus an amount equal to accumulated but unpaid
dividends (whether or not earned or declared) to the date fixed for redemption,
plus (in the case of a Dividend Period of more than one year) redemption
premium, if any, determined by the Board of Trustees, in its discretion, after
consultation with the Broker-Dealers and set forth in any applicable Specific
Redemption Provisions (the "Mandatory Redemption Price").

Redemption Procedure. Pursuant to Rule 23c-2 under the 1940 Act, the Fund
will file a notice of its intention to redeem with the SEC so as to provide at
least the minimum notice required by such Rule or any successor provision
(notice currently must be filed with the SEC generally at least 30 days prior to
the redemption date). The Fund shall deliver a notice of redemption to the
Auction Agent containing the information described below one Business Day prior
to the giving of notice to Holders in the case of optional redemptions as
described above and on or prior to the 30th day preceding the Mandatory
Redemption Date in the case of a mandatory redemption as described above. The
Auction Agent will use its reasonable efforts to provide notice to each holder
of FundPreferred shares called for redemption by electronic means not later than
the close of business on the Business Day immediately following the Business Day
on which the Auction Agent determines the shares to be redeemed (or, during a
Default Period with respect to such shares, not later than the close of business
on the Business Day immediately following the day on which the Auction Agent
receives notice of redemption from the Fund). Such notice will be confirmed
promptly in writing not later than the close of business on the third Business
Day preceding the redemption date by providing the notice to each holder of
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record of FundPreferred shares called for redemption, the Paying Agent (if
different from the Auction Agent) and the Securities Depository ("Notice of
Redemption"). Notice of Redemption will be addressed to the registered owners of
the FundPreferred shares at their addresses appearing on the share records of
the Fund. Such notice will set forth (i) the redemption date, (ii) the number
and identity of FundPreferred shares to be redeemed, (iii) the redemption price
(specifying the amount of accumulated dividends to be included therein), (iv)
that dividends on the shares to be redeemed will cease to accumulate on such
redemption date, and (v) the provision under which redemption shall be made. No
defect in the Notice of Redemption or in the transmittal or mailing thereof will
affect the validity of the redemption proceedings, except as required by
applicable law.

If fewer than all of the shares of a series of FundPreferred shares are
redeemed on any date, the shares to be redeemed on such date will be selected by
the Fund on a pro rata basis in proportion to the number of shares held by such
holders, by lot or by such other method as is determined by the Fund to be fair
and equitable, subject to the terms of any Specific Redemption Provisions.
FundPreferred shares may be subject to mandatory redemption as described herein
notwithstanding the terms of any Specific Redemption Provisions. The Auction
Agent will give notice to the Securities Depository, whose nominee will be the
record holder of all of the FundPreferred shares, and the Securities Depository
will determine the number of shares to be redeemed from the account of the Agent
Member of each beneficial owner. Each Agent Member will determine the number of
shares to be redeemed from the account of each beneficial owner for which it
acts as agent. An Agent Member may select for redemption shares from the
accounts of some beneficial owners without selecting for redemption any shares
from the accounts of other beneficial owners. Notwithstanding the foregoing, if
neither the Securities Depository nor its nominee is the record holder of all of
the shares, the particular shares to be redeemed shall be selected by the Fund
by lot, on a pro rata basis between each series or by such other method as the
Fund shall deem fair and equitable, as contemplated above.
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If Notice of Redemption has been given, then upon the deposit of funds
sufficient to effect such redemption, dividends on such shares should cease to
accumulate and such shares should be no longer deemed to be outstanding for any
purpose and all rights of the owners of the shares so called for redemption will
cease and terminate, except the right of the owners of such shares to receive
the redemption price, but without any interest or additional amount. The Fund
shall be entitled to receive from the Paying Agent, promptly after the date
fixed for redemption, any cash deposited with the Paying Agent in excess of (1)
the aggregate redemption price of the FundPreferred shares called for redemption
on such date and (ii) such other amounts, if any, to which holders of
FundPreferred shares called for redemption may be entitled. The Fund will be
entitled to receive, from time to time, from the Paying Agent the interest, if
any, earned on such funds deposited with the Paying Agent and the owners of
shares so redeemed will have no claim to any such interest. Any funds so
deposited which are unclaimed two years after such redemption date will be paid,
to the extent permitted by law, by the Paying Agent to the Fund upon its
request. Thereupon, Holders of FundPreferred shares called for redemption may
look only to the Fund for payment.

So long as any FundPreferred shares are held of record by the nominee of
the Securities Depository, the redemption price for such shares will be paid on
the redemption date to the nominee of the Securities Depository. The Securities
Depository's normal procedures provide for it to distribute the amount of the
redemption price to Agent Members who, in turn, are expected to distribute such
funds to the persons for whom they are acting as agent.

51



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

Notwithstanding the provisions for redemption described above, no
FundPreferred shares may be redeemed unless all dividends in arrears on the
outstanding FundPreferred shares, and all shares of beneficial interest of the
Fund ranking on a parity with the FundPreferred shares with respect to the
payment of dividends or upon liquidation, have been or are being
contemporaneously paid or set aside for payment, except in connection with the
liquidation of the Fund in which case all FundPreferred shares and all shares
ranking in a parity with the FundPreferred shares must receive proportionate
amounts and that the foregoing shall not prevent the purchase or acquisition of
all the outstanding FundPreferred shares pursuant to the successful completion
of an otherwise lawful purchase or exchange offer made on the same terms to, and
accepted by, Holders of all outstanding FundPreferred shares.

Except for the provisions described above, nothing contained in the
Statement limits any legal right of the Fund to purchase or otherwise acquire
any shares of FundPreferred shares outside of an Auction at any price, whether
higher or lower than the price that would be paid in connection with an optional
or mandatory redemption, so long as, at the time of any such purchase, there is
no arrearage in the payment of dividends on or the mandatory or optional
redemption price with respect to, any shares of FundPreferred shares for which
Notice of Redemption has been given and the Fund is in compliance with the 1940
Act FundPreferred Shares Asset Coverage and satisfies the FundPreferred Shares
Basic Maintenance Amount after giving effect to such purchase or acquisition on
the date thereof. Any shares which are purchased, redeemed or otherwise acquired
by the Fund shall have no voting rights. If fewer than all the outstanding
shares of FundPreferred shares are redeemed or otherwise acquired by the Fund,
the Fund shall give notice of such transaction to the Auction Agent, in
accordance with the procedures agreed upon by the Board of Trustees.

ASSET MAINTENANCE

The Fund is required to satisfy two separate asset maintenance requirements
in respect of the FundPreferred shares: (i) the Fund must maintain assets in its
portfolio that have a value, discounted in accordance with guidelines set forth
by a Rating Agency, at least equal to the aggregate liquidation preference of
the FundPreferred shares plus specified liabilities, payment obligations and
other amounts; and (ii) the Fund must maintain asset coverage for FundPreferred
shares of at least 200%.

FundPreferred Shares Basic Maintenance Amount. The Fund must maintain, as
of each Valuation Date on which any share of FundPreferred shares is
outstanding, Eligible Assets having an aggregate Discounted Value at least equal
to the FundPreferred Shares Basic Maintenance Amount, which is calculated
separately for each Rating Agency which is then rating the FundPreferred shares
and so requires. If the Fund fails to maintain Eligible Assets having an
aggregated Discounted Value at least equal to the FundPreferred Shares
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Basic Maintenance Amount as of any Valuation Date and such failure is not cured
on or before the related Asset Coverage Cure Date, the Fund will be required in
certain circumstances to redeem certain of the shares of FundPreferred shares.
See "-- Redemption —-- Mandatory Redemption."

The "FundPreferred Shares Basic Maintenance Amount" as of any Valuation
Date is currently defined as:

Eligible Assets having an aggregate Discounted Value equal to or
greater than the dollar amount equal to the sum of the sum of (A) the
product of the number of FundPreferred outstanding on such date multiplied
by $25,000 (plus the product of the number of shares of any other series of
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preferred shares outstanding on such date multiplied by the Liquidation
Preference of such shares), plus any redemption premium applicable to the
FundPreferred (or other preferred shares) then subject to redemption; (B)
the aggregate amount of dividends that will have accumulated at the
respective Applicable Rates (whether or not earned or declared) to (but not
including) the first respective Dividend Payment Dates for FundPreferred
outstanding that follow such Valuation Date (plus the aggregate amount of
dividends, whether or not earned or declared, that will have accumulated in
respect of other outstanding preferred shares to, but not including, the
first respective dividend payment dates for such other shares that follow
such Valuation Date); (C) the aggregate amount of dividends that would
accumulate on shares of each series of FundPreferred outstanding from such
first respective Dividend Payment Date therefor through the 45th day after
such Valuation Date, at the Maximum Rate (calculated as if such Valuation
Date were the Auction Date for the Dividend Period commencing on such
Dividend Payment Date) for a Standard Dividend Period of shares of such
series to commence on such Dividend Payment Date, assuming, solely for
purposes of the foregoing, that if on such Valuation Date the Fund shall
have delivered a notice of Special Dividend Period to the Auction Agent
pursuant to Section 4(b) of Part I of the Statement with respect to shares
of such series, such Maximum Rate shall be the Maximum Rate for the Special
Dividend Period of shares of such series to commence on such Dividend
Payment Date (except that (1) if such Valuation Date occurs at a time when
a Failure to Deposit (or, in the case of preferred shares other than
FundPreferred, a failure similar to a Failure to Deposit) has occurred that
has not been cured, the dividend for purposes of calculation would
accumulate at the current dividend rate then applicable to the shares in
respect of which such failure has occurred and (2) for those days during
the period described in this subparagraph (C) in respect of which the
Applicable Rate in effect immediately prior to such Dividend Payment Date
will remain in effect (or, in the case of preferred shares other than
FundPreferred, in respect of which the dividend rate or rates in effect
immediately prior to such respective dividend payment dates will remain in
effect), the dividend for purposes of calculation would accumulate at such
Applicable Rate (or other rate or rates, as the case may be in respect of
those days); (D) the amount of anticipated expenses of the Fund for the 90
days subsequent to such Valuation Date; (E) the amount of any indebtedness
or obligations of the Fund senior in right of payments to the
FundPreferred; and (F) any current liabilities as of such Valuation Date to
the extent not reflected in any of (A) through (E) (including, without
limitation, any payables for portfolio securities purchased as of such
Valuation Date and any liabilities incurred for the purpose of clearing
securities transactions); less the value (i.e., the face value of cash,
short-term municipal obligations and short-term securities that are the
direct obligation of the U.S. government, provided in each case that such
securities mature on or prior to the date upon which any of (A) though (F)
became payable, otherwise the Discounted Value) of any of the Fund's assets
irrevocably deposited by the Fund for the payment of any of (A) through

(F) .

For S&P, if the average Discount Factor of the Fund's aggregate S&P
Eligible Assets 1is less than 200%, the FundPreferred Shares Basic Maintenance
amount means the asset coverage, as determined in accordance with Section 18 (h)
of the 1940 Act, with respect to all outstanding senior securities of the Fund
which are stock, including all Outstanding FundPreferred (or such other asset
coverage as may in the future be specified in or under the 1940 Act as the
minimum asset coverage for senior securities which are stock of a closed-end
investment company as a condition of declaring dividends on its common shares) .
See "-- 1940 Act FundPreferred Shares Asset Coverage" below.

Each Rating Agency may amend the definition of "FundPreferred Shares Basic
Maintenance Amount".
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The Market Value of the Fund's portfolio securities (used in calculating
the Discounted Value of Eligible Assets) is calculated in the same manner as the
Fund calculates its net asset value. See "Net Asset Value" in the SATI.

Each Rating Agency's Discount Factors, the criteria used to determine
whether the assets held in the Fund's portfolio are Eligible Assets, and the
guidelines for determining the Discounted Value of the Fund's portfolio holdings
for purposes of determining compliance with the FundPreferred Shares Basic
Maintenance Amount are based on Rating Agency Guidelines established by each
Rating Agency in connection with its rating of the FundPreferred shares. The
Discount Factor relating to any asset of the Fund, the FundPreferred Shares
Basic Maintenance Amount, the assets eligible for inclusion in the calculation
of the Discounted Value of the Fund's portfolio and certain definitions and
methods of calculation relating thereto may be changed from time to time by the
applicable Rating Agency, without the approval of the Fund, the Board of
Trustees or the shareholders.

A Rating Agency's guidelines will apply to FundPreferred shares only so
long as such Rating Agency 1is rating such shares. The Fund will pay certain fees
to Moody's, S&P and any Other Rating Agency which may provide a rating for the
FundPreferred shares for rating FundPreferred shares. The ratings assigned to
FundPreferred shares are not recommendations to buy, sell or hold FundPreferred
shares. Such ratings may be subject to revision or withdrawal by the assigning
rating agent at any time. Any rating of FundPreferred shares should be evaluated
independently of any other rating.

1940 Act FundPreferred Shares Asset Coverage. The Fund is also required to
maintain, with respect to FundPreferred shares, as of the last Business Day on
any month in which any FundPreferred shares is outstanding, asset coverage of at
least 200% (or such other percentage as may in the future be specified in or
under the 1940 Act as the minimum asset coverage for senior securities
representing shares of a closed-end investment company as a condition of
declaring dividends on its common shares) ("1940 Act FundPreferred Shares Asset
Coverage"). If the Fund fails to maintain the 1940 Act FundPreferred Shares
Asset Coverage as of the last Business Day of any month and such failure is not
cured as of the related Asset Coverage Cure Date, the Fund will be required to
redeem certain shares of FundPreferred shares. See "-- Redemption —-- Mandatory
Redemption."

The Fund estimates that based on the composition of its portfolio as of
April 30, 2004, assuming the issuance of 2,350,000 Common Shares as of May 11,
2004, less the offering costs related thereto, and the issuance of all
FundPreferred shares offered hereby and giving effect to the deduction of sales
load and estimated offering costs related thereto estimated at $8,425,000, the
1940 Act FundPreferred Shares Asset Coverage would be:

Value of Fund assets less liabilities
not representing senior securities $1,066,455,454
Senior securities representing indebtedness plus $ 400,000,000
aggregate liquidation preference of FundPreferred Shares

Notices. Under the current Rating Agency Guidelines, after the Date of
Original Issue and in certain other circumstances, the Fund is required to
deliver to any Rating Agency which is then rating the FundPreferred shares (i) a
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certificate with respect to the calculation of the FundPreferred Shares Basic
Maintenance Amount; (ii) a certificate with respect to the calculation of the
1940 Act FundPreferred Shares Asset Coverage and the value of the portfolio
holdings of the Fund; and (iii) a letter proposed by the Fund's independent
accountants regarding the accuracy of such calculations.

LIQUIDATION RIGHTS

In the event of a liquidation, dissolution or winding up of the affairs of
the Fund, whether voluntary or involuntary, the holders of each series of
FundPreferred shares then outstanding and any other shares ranking on a parity
with the FundPreferred shares then outstanding, in preference to the holders of
common shares, will be entitled to payment out of the assets of the Fund, or the
proceeds thereof, available for distribution to shareholders after satisfaction
of claims of creditors of the Fund (including, without limitation, those
resulting from Borrowings), of a liquidation preference in the amount equal to
$25,000 per share of the FundPreferred
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shares, plus an amount equal to accumulated dividends (whether or not earned or
declared but without interest) to the date of payment of such preference is made
in full or a sum sufficient for the payment thereof is set apart with the Paying
Agent. However, holders of FundPreferred shares will not be entitled to a
premium, if any, to which such holder would be entitled to receive upon
redemption of such FundPreferred shares. After payment of the full amount of
such liquidation distribution, the owners of the FundPreferred shares will not
be entitled to any further participation in any distribution of assets of the
Fund.

If, upon any such liquidation, dissolution or winding up of the affairs of
the Fund, whether voluntary or involuntary, the assets of the Fund available for
distribution among the holders of all outstanding Preferred Shares, including
the FundPreferred shares, shall be insufficient to permit the payment in full to
such holders of the amounts to which they are entitled, then such available
assets shall be distributed among the holders of all outstanding Preferred
Shares, including the FundPreferred shares, ratably in any such distribution of
assets according to the respective amounts which would be payable on all such
hares if all amounts thereon were paid in full. Upon the dissolution,
liquidation or winding up of the affairs of the Fund, whether voluntary or
involuntary, until payment in full is made to the holders of FundPreferred
shares of the liquidation distribution to which they are entitled, no dividend
or other distribution shall be made to the holders of shares of common shares or
any other class of shares of beneficial interest of the Fund ranking junior to
FundPreferred shares upon dissolution, ligquidation or winding up and no
purchase, redemption or other acquisition for any consideration by the Fund
shall be made in respect of the shares of common shares or any other class of
shares of beneficial interest of the Fund ranking junior to FundPreferred shares
upon dissolution, liquidation or winding up.

A consolidation, reorganization or merger of the Fund with or into any
other trust or company, or a sale, lease or exchange of all or substantially all
of the assets of the Fund in consideration for the issuance of equity securities
of another trust or company, shall not be deemed to be a liquidation,
dissolution or winding up of the Fund.

VOTING RIGHTS
Except as otherwise indicated in the Declaration, Statement or as otherwise

required by applicable law, holders of FundPreferred shares have one vote per
share and vote together with holders of shares of common shares as a single
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class. Under applicable rules of the Exchange, the Fund is currently required to
hold annual meetings of shareholders.

In connection with the election of the Board of Trustees, the holders of
outstanding Preferred Shares, including each series of the FundPreferred shares,
represented in person or by proxy at said meeting, shall be entitled, as a
class, to the exclusion of the holders of all other securities and classes of
beneficial interest of the Fund, to elect two Trustees of the Fund. The holders
of outstanding common shares and Preferred Shares, including each series of the
FundPreferred shares, voting together as a single class, shall elect the balance
of the Trustees. Notwithstanding the foregoing, if (a) at the close of business
on any Dividend Payment Date accumulated dividends (whether or not earned or
declared) on the Preferred Shares, including FundPreferred shares, equal to at
least two full years' dividends shall be due and unpaid; or (b) any time holders
of any Preferred Shares are entitled under the 1940 Act to elect a majority of
the Trustees of the Fund, then the number of members constituting the Board
shall automatically be increased by the smallest number that, when added to the
two Trustees elected exclusively by the holders of Preferred Shares, including
the FundPreferred shares, as described above, would constitute a majority of the
Board as so increased by such smallest number; and at a special meeting of
shareholders which will be called and held as soon as practicable, and at all
subsequent meetings at which Trustees are to be elected, the holders of
Preferred Shares, including the FundPreferred shares, voting as a separate
class, will be entitled to elect the smallest number of additional Trustees
that, together with the two Trustees which such holders will be in any event
entitled to elect, constitutes a majority of the total number of Trustees of the
Fund as so increased. The terms of office of the persons who are Trustees at the
time of that election will continue. If the Fund thereafter shall pay, or
declare and set apart for payment, in full all dividends payable on all
outstanding Preferred Shares, including the FundPreferred shares, for all past
Dividend Periods, or the Voting Period is otherwise terminated, the voting
rights stated in the above sentence shall cease, and the terms of office of all
of the additional Trustees elected
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by the holders of Preferred Shares, including the FundPreferred shares (but not
of the Trustees with respect to whose election the holders of common shares were
entitled to vote or the two Trustees the holders of Preferred Shares, including
the FundPreferred shares, have the right to elect in any event), will terminate
automatically. Any shares of FundPreferred shares issued after the date hereof
shall vote with the FundPreferred shares as a single class on the matters
described above, and the issuance of any other FundPreferred shares by the Fund
may reduce the voting power of the FundPreferred shares.

The affirmative vote of the holders of a majority of the outstanding
Preferred Shares, including each series of the FundPreferred shares, determined
with reference to a "majority of outstanding voting securities" as the term is
defined in Section 2 (a) (42) of the 1940 Act, voting as a separate class, 1is
required to (i) amend, alter or repeal any of the preferences, rights or powers
of such class so as to affect materially and adversely such preferences, rights
or powers; (ii) increase the authorized number of shares of Preferred Shares;
(iii) create, authorize or issue shares of any class of shares ranking senior to
or on a parity with the Preferred Shares with respect to the payment of
dividends or the distribution of assets, or any securities convertible into, or
warrants, options or similar rights to purchase, acquire or receive, such shares
of beneficial interest ranking senior to or on parity with the Preferred Shares
or reclassify any authorized shares of beneficial interest of the Fund into any
shares ranking senior to or on parity with the Preferred Shares (except that the
Board of Trustees, without the vote or consent of the holders of Preferred
Shares, may from time to time authorize, create and classify, and the Fund may
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from time to time issue shares or series of Preferred Shares, including other
series of FundPreferred shares, ranking on a parity with the FundPreferred
shares with respect to the payment of dividends and the distribution of assets
upon dissolution, liquidation or winding up to the affairs of the Fund, and may
authorize, reclassify and/or issue any additional shares of each series of
FundPreferred shares, including shares previously purchased or redeemed by the
Fund, subject to continuing compliance by the Fund with 1940 Act FundPreferred
Shares Asset Coverage and FundPreferred Shares Basic Maintenance Amount
requirements); (iv) institute any proceedings to be adjudicated bankrupt or
insolvent, or consent to the institution of bankruptcy or insolvency proceedings
against it, or file a petition seeking or consenting to reorganization or relief
under any applicable federal or state law relating to bankruptcy or insolvency,
or consent to the appointment of a receiver, liquidator, assignee, Trustee,
sequestrator (or other similar official) of the Fund or a substantial part of
its property, or make any assignment for the benefit of creditors, or, except as
may be required by applicable law, admit in writing its inability to pay its
debts generally as they become due or take any corporate action in furtherance
of any such action; (v) create, incur or suffer to exist, or agree to create,
incur or suffer to exist, or consent to cause or permit in the future (upon the
happening of a contingency or otherwise) the creation, incurrence or existence
of any material lien, mortgage, pledge, charge, security interest, security
agreement, conditional sale or trust receipt or other material encumbrance of
any kind upon any of the Fund's assets as a whole, except (A) liens the validity
of which are being contested in good faith by appropriate proceedings, (B) liens
for taxes that are not then due and payable or that can be paid thereafter
without penalty, (C) liens, pledges, charges, security interests, security
agreements or other encumbrances arising in connection with any indebtedness
senior to the FundPreferred shares, or arising in connection with any futures
contracts or options thereon, interest rate swap or cap transactions, forward
rate transactions, put or call options, or other similar transactions, (D)
liens, pledges, charges, security interests, security agreements or other
encumbrances arising in connection with any indebtedness permitted under clause
(vi) below and (E) liens to secure payment for services rendered including,
without limitation, services rendered by the Fund's custodian and the Auction
Agent; or (vi) create, authorize, issue, incur or suffer to exist any
indebtedness for borrowed money or any direct or indirect guarantee of such
indebtedness for borrowed money or any direct or indirect guarantee of such
indebtedness, except the Fund may borrow as may be permitted by the Fund's
investment restrictions; provided, however, that transfers of assets by the Fund
subject to an obligation to repurchase shall not be deemed to be indebtedness
for purposes of this provision to the extent that after any such transaction the
Fund satisfies the FundPreferred Shares Basic Maintenance Amount as of the
immediately preceding Valuation Date.

In addition, the affirmative vote of the holders of a majority of the
outstanding Preferred Shares, including any series of FundPreferred shares,
voting separately from any other series, determined with reference to a
"majority of outstanding voting securities" as that term is defined in Section
2(a) (42) of the 1940 Act, shall be required with respect to any matter that
materially and adversely affects the rights,
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preferences, or powers of such series in a manner different from that of other
series of classes of the Fund's shares of beneficial interest. For purposes of
the foregoing, no matter shall be deemed to adversely affect any right,
preference or power unless such matter (i) alters or abolishes any preferential
right of such series; (ii) creates, alters or abolishes any right in respect of
redemption of such series; or (iii) creates or alters (other than to abolish)
any restriction on transfer applicable to such series.

The foregoing voting provisions will not apply with respect to the
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FundPreferred shares if, at or prior to the time when a vote is required, such
shares have been (i) redeemed or (ii) called for redemption, and sufficient
funds shall have been deposited in trust to effect such redemption.

The Board of Trustees, without the vote or consent of any holder of
Preferred Shares, including FundPreferred shares, or any other shareholder of
the Fund, may from time to time adopt, amend, alter or repeal any or all of any
definitions set forth in the Statement or add covenants and other obligations of
the Fund or confirm the applicability of covenants and other obligations set
forth in the Statement in connection with obtaining or maintaining the rating of
any Rating Agency which is then rating the FundPreferred shares and any such
adoption, amendment, alteration or repeal will not be deemed to affect the
preferences, rights or powers of FundPreferred shares or the holders thereof,
provided the Board of Trustees receives written confirmation from such Rating
Agency (such confirmation in no event being required to be obtained from a
particular Rating Agency with respect to definitions or other provisions
relevant only to another Rating Agency's rating) that any such amendment,
alteration or repeal would not adversely affect the rating then assigned by such
Rating Agency.

Notwithstanding anything herein to the contrary, the Rating Agency
Guidelines, as they may be amended from time to time by the respective Rating
Agency will be reflected in a written document and may be amended by the
respective Rating Agency without the vote, consent or approval of the Fund, the
Board of Trustees and any holder of shares of Preferred Shares, including any
series of FundPreferred shares, or any other shareholder of the Fund.

A copy of the current Rating Agency Guidelines will be provided to any
holder of FundPreferred shares promptly upon request therefor made by such
holder to the Fund by writing the Fund at 333 W. Wacker Dr., Chicago, IL 60606.

Also, subject to compliance with applicable law, the Board of Trustees may
amend the definition of Maximum Rate to increase the percentage amount by which
the Reference Rate is multiplied to determine the Maximum Rate shown therein
without the vote or consent of the holders of the Preferred Shares, including
FundPreferred shares, or any other shareholder of the Fund, and without
receiving any confirmation from any rating agency after consultation with the
Broker-Dealers, provided that immediately following any such increase the Fund
would be in compliance with the FundPreferred Shares Basic Maintenance Amount.

Unless otherwise required by law, holders of FundPreferred shares shall not
have any relative rights or preferences or other special rights other than those
specifically set forth in the Statement. The holders of FundPreferred shares
shall have no rights to cumulative voting. In the event that the Fund fails to
pay any dividends on the FundPreferred shares, the exclusive remedy of the
holders shall be the right to vote for Trustees as discussed above.

THE AUCTION

GENERAL
Auction Agency Agreement. The Fund has entered into an Auction Agency
Agreement (the "Auction Agency Agreement") with the Auction Agent (currently,

The Bank of New York) which provides, among other things, that the Auction Agent
will follow the Auction Procedures for purposes of determining the Applicable
Rate for each series of FundPreferred shares so long as the Applicable Rate for
shares of such series is to be based on the results of an Auction.

The Auction Agent may terminate the Auction Agency Agreement upon notice to
the Fund on a date no earlier than 45 days after such notice. If the Auction
Agent should resign, the Fund will use its best efforts to
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enter into an agreement with a successor Auction Agent containing substantially
the same terms and conditions as the Auction Agency Agreement. The Fund may
remove the Auction Agent provided that prior to such removal the Fund shall have
entered into such an agreement with a successor Auction Agent.

Broker-Dealer Agreements. FEach Auction requires the participation of one
or more Broker-Dealers. The Auction Agent has entered into agreements
(collectively, the "Broker-Dealer Agreements") with several Broker-Dealers

selected by the Fund, which provide for the participation of those
Broker-Dealers in Auctions for FundPreferred shares.

The Auction Agent after each Auction for FundPreferred shares will pay to
each Broker-Dealer, from funds provided by the Fund, a service charge at the
annual rate of 1/4 of 1% in the case of any Auction immediately preceding a
Dividend Period of less than one year, or a percentage agreed to by the Fund and
the Broker-Dealers in the case of any Auction immediately preceding a Dividend
Period of one year or longer, of the purchase price of FundPreferred shares
placed by such Broker-Dealer at such Auction. For the purposes of the preceding
sentence, FundPreferred shares will be placed by a Broker-Dealer if such shares
were (a) the subject of Hold Orders deemed to have been submitted to the Auction
Agent by the Broker-Dealer and were acquired by such Broker-Dealer for its own
account or were acquired by such Broker-Dealer for its customers who are
Beneficial Owners or (b) the subject of an Order submitted by such Broker-Dealer
that is (i) a Submitted Bid of an Existing Holder that resulted in such Existing
Holder continuing to hold such shares as a result of the Auction or (ii) a
Submitted Bid of a Potential Holder that resulted in such Potential Holder
purchasing such shares as a result of the Auction or (iii) a valid Hold Order.

The Fund may request the Auction Agent to terminate one or more
Broker-Dealer Agreements at any time, provided that at least one Broker-Dealer
Agreement is in effect after such termination.

AUCTION PROCEDURES

Prior to the Submission Deadline on each Auction Date for series of
FundPreferred shares, each customer of a Broker-Dealer who is listed on the
records of that Broker-Dealer (or, if applicable, the Auction Agent) as a holder
of shares of such series (a "Beneficial Owner") may submit orders ("Orders")
with respect to shares of such series to that Broker-Dealer as follows:

— Hold Order —-- indicating its desire to hold shares of such series without
regard to the Applicable Rate for shares of such series for the next
Dividend Period thereof.

- Bid -- indicating its desire to sell shares of such series at $25,000 per
share if the Applicable Rate for shares of such series for the next
Dividend Period thereof is less than the rate specified in such Bid (also
known as a hold-at-a-rate order).

— Sell Order -- indicating its desire to sell shares of such series at
$25,000 per share without regard to the Applicable Rate for shares of
such series for the next Dividend Period thereof.

A Beneficial Owner may submit different types of Orders to its
Broker-Dealer with respect to shares of a series of FundPreferred shares then
held by such Beneficial Owner. A Beneficial Owner of shares of such series that
submits a Bid with respect to shares of such series to its Broker-Dealer having
a rate higher than the Maximum Rate for shares of such series on the Auction
Date therefore will be treated as having submitted a Sell Order with respect to
such shares to its Broker-Dealer. A Beneficial Owner of shares of such series
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that fails to submit an Order with respect to such shares to its Broker-Dealer
will be deemed to have submitted a Hold Order with respect to such shares of
such series to its Broker-Dealer; provided, however, that if a Beneficial Owner
of shares of such series fails to submit an Order with respect to shares of such
series to its Broker-Dealer for an Auction relating to a Dividend Period of more
than 28 Dividend Period Days, such Beneficial Owner will be deemed to have
submitted a Sell Order with respect to such shares to its Broker-Dealer. A Sell
Order shall constitute an irrevocable offer to sell the FundPreferred shares
subject thereto. A Beneficial Owner that offers to become the Beneficial Owner
of additional FundPreferred shares is, for purposes of such offer, a Potential
Beneficial Owner as discussed below.
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A customer of a Broker-Dealer that is not a Beneficial Owner of a series of
FundPreferred shares but that wishes to purchase shares of such series, or that
is a Beneficial Owner of shares of such series that wishes to purchase
additional shares of such series (in each case, a "Potential Beneficial Owner"),
may submit Bids to its Broker-Dealer in which it offers to purchase shares of
such series at $25,000 per share if the Applicable Rate for shares of such
series for the next Dividend Period thereof is not less than the rate specified
in such Bid. A Bid placed by a Potential Beneficial Owner of shares of such
series specifying a rate higher than the Maximum Rate for shares of such series
on the Auction Date therefore will not be accepted.

The Broker-Dealers in turn will submit the Orders of their respective
customers who are Beneficial Owners and Potential Beneficial Owners to the
Auction Agent, designating themselves (unless otherwise permitted by the Fund)
as Existing Holders in respect of shares subject to Orders submitted or deemed
submitted to them by Beneficial Owners and as Potential Holders in respect of
shares subject to Orders submitted to them by Potential Beneficial Owners.
However, neither the Fund nor the Auction Agent will be responsible for a
Broker-Dealer's failure to comply with the foregoing. Any Order placed with the
Auction Agent by a Broker-Dealer as or on behalf of an Existing Holder or a
Potential Holder will be treated in the same manner as an Order placed with a
Broker-Dealer by a Beneficial Owner or Potential Beneficial Owner. Similarly,
any failure by a Broker-Dealer to submit to the Auction Agent an Order in
respect of FundPreferred shares held by it or customers who are Beneficial
Owners will be treated in the same manner as a Beneficial Owner's failure to
submit to its Broker-Dealer an Order in respect of FundPreferred shares held by
it. A Broker-Dealer may also submit Orders to the Auction Agent for its own
account as an Existing Holder or Potential Holder, provided it is not an
affiliate of the Fund.

If Sufficient Clearing Bids for a series of FundPreferred shares exist
(that is, the number of shares of such series subject to Bids submitted or
deemed submitted to the Auction Agent by Broker-Dealers as or on behalf of
Potential Holders with rates equal to or lower than the Maximum Rate for shares
of such series is at least equal to the number of shares of such series subject
to Sell Orders submitted or deemed submitted to the Auction Agent by
Broker-Dealers as or on behalf of Existing Holders), the Applicable Rate for
shares of such series for the next succeeding Dividend Period thereof will be
the lowest rate specified in the Submitted Bids which, taking into account such
rate and all lower rates bid by Broker-Dealers as or on behalf of Existing
Holders and Potential Holders, would result in Existing Holders and Potential
Holders owning the shares of such series available for purchase in the Auction.
If Sufficient Clearing Bids for a series of FundPreferred shares do not exist,
the Applicable Rate for shares of such series for the next succeeding Dividend
Period thereof will be the Maximum Rate for shares of such series on the Auction
Date therefor. In such event, Beneficial Owners of shares of such series that
have submitted or are deemed to have submitted Sell Orders may not be able to
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sell in such Auction all shares of such series subject to such Sell Orders. If
Broker-Dealers submit or are deemed to have submitted to the Auction Agent Hold
Orders with respect to all Existing Holders of a series of FundPreferred shares,
the Applicable Rate for shares of such series for the next succeeding Dividend
Period thereof will be the All Hold Rate.

The Auction Procedures include a pro rata allocation of shares for purchase
and sale, which may result in an Existing Holder continuing to hold or selling,
or a Potential Holder purchasing, a number of shares of a series of
FundPreferred shares that is fewer than the number of shares of such series
specified in its Order. To the extent the allocation procedures have that
result, Broker-Dealers that have designated themselves as Existing Holders or
Potential Holders in respect of customer Orders will be required to make
appropriate pro rata allocations among their respective customers.

Settlement of purchases and sales will be made on the next Business Day
(also a Dividend Payment Date) after the Auction Date through the Securities
Depository. Purchasers will make payment through their Agent Members in same-day
funds to the Securities Depository against delivery to their respective Agent
Members. The Securities Depository will make payment to the sellers' Agent
Members in accordance with the Securities Depository's normal procedures, which
now provide for payment against delivery by their Agent Members in same-day
funds.
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SECONDARY MARKET TRADING AND TRANSFER OF FUNDPREFERRED SHARES

The Broker-Dealers may maintain a secondary trading market of FundPreferred
shares outside of Auctions, but are not obligated to do so, and may discontinue
such activity at any time. There can be no assurance that such secondary trading
market of FundPreferred shares will be established, or, if established, will
provide owners with liquidity of investment. FundPreferred shares are not
registered on any stock exchange or on the Nasdag Stock Market. Investors who
purchase shares in an Auction for a Special Dividend Period should note that
because the dividend rate on such shares will be fixed for the length of such
Dividend Period, the wvalue of the shares may fluctuate in response to changes in
interest rates, and may be more or less than their original cost if sold on the
open market in advance of the next Auction therefor, depending upon market
conditions.

A Beneficial Owner or an Existing Holder may sell, transfer or otherwise
dispose of FundPreferred shares only in whole shares and only (1) pursuant to a
Bid or Sell Order placed with the Auction Agent in accordance with the Auction
Procedures, (2) to a Broker-Dealer or (3) to such other persons as may be
permitted by the Fund; provided, however, that (a) a sale, transfer or other
disposition of FundPreferred shares from a customer of a Broker-Dealer who is
listed on the records of that Broker-Dealer as the holder of such shares to that
Broker-Dealer or another customer of that Broker-Dealer shall not be deemed to
be a sale, transfer or other disposition for purposes of the foregoing if such
Broker-Dealer remains the Existing Holder of the shares so sold, transferred or
disposed of immediately after such sale, transfer or disposition and (b) in the
case of all transfers other than pursuant to Auctions, the Broker-Dealer (or
other person, if permitted by the Fund) to whom such transfer is made shall
advise the Auction Agent of such transfer.

DESCRIPTION OF BORROWINGS
The Declaration of Trust authorizes the Fund, without prior approval of

holders of common and Preferred Shares, including FundPreferred shares, to
borrow money. In this connection, the Fund may issue notes or other evidence of
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indebtedness (including bank borrowings or commercial paper) and may secure any
such borrowings by mortgaging, pledging or otherwise subjecting as security the
Fund's assets. In connection with such borrowing, the Fund may be required to
maintain minimum average balances with the lender or to pay a commitment or
other fee to maintain a line of credit. Any such requirements will increase the
cost of borrowing over the stated interest rate. Any Borrowings will rank senior
to the FundPreferred shares.

Limitations. Under the requirements of the 1940 Act, the Fund, immediately
after issuing any Borrowings that are senior securities representing
indebtedness (as defined in the 1940 Act), must have an asset coverage of at
least 300%. With respect to any such Borrowings, asset coverage means the ratio
which the value of the total assets of the Fund, less all liabilities and
indebtedness not represented by senior securities, bears to the aggregate amount
of any such Borrowings that are senior securities representing indebtedness,
issued by the Fund. Certain types of Borrowings may also result in the Fund
being subject to covenants in credit agreements relating to asset coverages or
portfolio composition or otherwise. In addition, the Fund may be subject to
certain restrictions imposed by guidelines of one or more rating agencies which
may issue ratings for commercial paper or notes issued by the Fund. Such
restrictions may be more stringent than those imposed by the 1940 Act.

Distribution Preference. The rights of lenders to the Fund to receive
interest on and repayment of principal of any such Borrowings will be senior to
those of the FundPreferred shares shareholders, and the terms of any such
Borrowings may contain provisions which limit certain activities of the Fund,
including the payment of dividends to holders of FundPreferred shares in certain
circumstances.

Voting Rights. The 1940 Act does (in certain circumstances) grant to the
lenders to the Fund certain voting rights in the event of default in the payment
of interest on or repayment of principal. In the event that such provisions
would impair the Fund's status as a regulated investment company under the Code,
the Fund, subject to its ability to liquidate its portfolio, intends to repay
the Borrowings. Any Borrowing will likely be ranked senior or equal to all other
existing and future borrowings of the Fund.
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The discussion above describes the Board of Trustees' present intention
with respect to a possible offering of Borrowings. If the Board of Trustees
determines to authorize any of the foregoing, the terms may be the same as, or
different from, the terms described above, subject to applicable law and the
Fund's Declaration.

DESCRIPTION OF COMMON SHARES

The Declaration of Trust authorizes the issuance of an unlimited number of
common shares, par value $0.01 per share. All common shares have equal rights to
the payment of dividends and the distribution of assets upon liquidation. Common
shares will, when issued, be fully paid and, subject to matters discussed in
"Certain Provisions in the Declaration of Trust," non-assessable, and will have
no pre-emptive or conversion rights or rights to cumulative voting. At any time
when FundPreferred shares are outstanding, common shareholders will not be
entitled to receive any cash distributions from the Fund unless all accrued
dividends on FundPreferred shares have been paid, and unless asset coverage (as
defined in the 1940 Act) with respect to FundPreferred shares would be at least
200% after giving effect to the distributions.

The common shares are listed on the Exchange. The Fund intends to hold
annual meetings of shareholders so long as the common shares are listed on a
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national securities exchange and such meetings are required as a condition to
such listing.

CERTAIN PROVISIONS IN THE DECLARATION OF TRUST

Under Massachusetts law, shareholders could, under certain circumstances,
be held personally liable for the obligations of the Fund. However, the
Declaration contains an express disclaimer of shareholder liability for debts or
obligations of the Fund and requires that notice of such limited liability be
given in each agreement, obligation or instrument entered into or executed by
the Fund or the trustees. The Declaration further provides for indemnification
out of the assets and property of the Fund for all loss and expense of any
shareholder held personally liable for the obligations of the Fund. Thus, the
risk of a shareholder incurring financial loss on account of shareholder
liability is limited to circumstances in which the Fund would be unable to meet
its obligations. The Fund believes that the likelihood of such circumstances 1is
remote.

The Declaration includes provisions that could limit the ability of other
entities or persons to acquire control of the Fund or to convert the Fund to
open—end status. Specifically, the Declaration requires a vote by holders of at
least two-thirds of the common shares and FundPreferred shares, voting together
as a single class, except as described below, to authorize (1) a conversion of
the Fund from a closed-end to an open-end investment company, (2) a merger or
consolidation of the Fund, or a series or class of the Fund, with any
corporation, association, trust or other organization or a reorganization of the
Fund, or a series or class of the Fund, (3) a sale, lease or transfer of all or
substantially all of the Fund's assets (other than in the regular course of the
Fund's investment activities), (4) in certain circumstances, a termination of
the Fund, or a series or class of the Fund, or (5) a removal of trustees by
shareholders, and then only for cause, unless, with respect to (1) through (4),
such transaction has already been authorized by the affirmative vote of
two-thirds of the total number of trustees fixed in accordance with the
Declaration or the By-laws, in which case the affirmative vote of the holders of
at least a majority of the Fund's common shares and FundPreferred shares
outstanding at the time, voting together as a single class, is required;
provided, however, that where only a particular class or series is affected (or,
in the case of removing a trustee, when the trustee has been elected by only one
class), only the required vote by the applicable class or series will be
required. Approval of shareholders is not required, however, for any
transaction, whether deemed a merger, consolidation, reorganization or otherwise
whereby the Fund issues shares in connection with the acquisition of assets
(including those subject to liabilities) from any other investment company or
similar entity. In the case of the conversion of the Fund to an open-end
investment company, or in the case of any of the foregoing transactions
constituting a plan of reorganization which adversely affects the holders of
FundPreferred shares, the action in question will also require the affirmative
vote of the holders of at least two-thirds of the FundPreferred shares
outstanding at the time, voting as a separate class, or, if such action has been
authorized by the affirmative vote of two-thirds of the total number of trustees
fixed in accordance with the Declaration or the By-laws, the affirmative vote of
the holders of at least a majority of the FundPreferred shares outstanding at
the time, voting as a separate
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class. None of the foregoing provisions may be amended except by the vote of at
least two-thirds of the common shares and FundPreferred shares, voting together
as a single class. The votes required to approve the conversion of the Fund from
a closed-end to an open—-end investment company or to approve transactions
constituting a plan of reorganization which adversely affects the holders of
FundPreferred shares are higher than those required by the 1940 Act. The Board
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of Trustees believes that the provisions of the Declaration relating to such
higher votes are in the best interest of the Fund and its shareholders. See the
SAI under "Certain Provisions in the Declaration of Trust."

Reference should be made to the Declaration on file with the Securities and
Exchange Commission for the full text of these provisions.

REPURCHASE OF FUND SHARES; CONVERSION TO OPEN-END FUND

The Fund is a closed-end investment company and as such its shareholders
will not have the right to cause the Fund to redeem their shares. Instead, the
common shares trade in the open market at a price that is a function of several
factors, including dividend levels (which are in turn affected by expenses), net
asset value, call protection, dividend stability, portfolio credit quality,
relative demand for and supply of such shares in the market, general market and
economic conditions and other factors. Because shares of closed-end investment
companies may frequently trade at prices lower than net asset value, the Fund's
Board of Trustees has currently determined that, at least annually, it will
consider action that might be taken to reduce or eliminate any material discount
from net asset value in respect of common shares, which may include the
repurchase of such shares in the open market or in private transactions, the
making of a tender offer for such shares at net asset value, or the conversion
of the Fund to an open-end investment company. The Fund cannot assure you that
its Board of Trustees will decide to take any of these actions, or that share
repurchases or tender offers will actually reduce market discount.

If the Fund converted to an open-end investment company, it would be
required to redeem all FundPreferred shares then outstanding (requiring in turn
that it liquidate a portion of its investment portfolio), and the common shares
would no longer be listed on the New York Stock Exchange. In contrast to a
closed-end investment company, shareholders of an open-end investment company
may require the company to redeem their shares at any time (except in certain
circumstances as authorized by the 1940 Act or the rules thereunder) at their
net asset value, less any redemption charge that is in effect at the time of
redemption. See the SAI under "Repurchase of Fund Shares; Conversion to Open-End
Fund" for a discussion of the voting requirements applicable to the conversion
of the Fund to an open-end investment company.

Before deciding whether to take any action if the common shares trade below
net asset value, the Board of Trustees would consider all relevant factors,
including the extent and duration of the discount, the liquidity of the Fund's
portfolio, the impact of any action that might be taken on the Fund or its
shareholders, and market considerations. Based on these considerations, even if
the Fund's shares should trade at a discount, the Board of Trustees may
determine that, in the interest of the Fund and its shareholders, no action
should be taken. See the SAI under "Repurchase of Fund Shares; Conversion to
Open-End Fund" for a further discussion of possible action to reduce or
eliminate such discount to net asset value.

FEDERAL INCOME TAX MATTERS

The following is intended to be a general summary of certain U.S. federal
income tax consequences of investing in FundPreferred shares. It is not intended
to be a complete discussion of all such federal income tax consequences, nor
does it purport to deal with all categories of investors. This discussion
reflects applicable tax laws of the United States as of the date of this
prospectus, which tax laws may change or be subject to new interpretation by the
courts or the IRS either retroactively or prospectively. INVESTORS ARE THEREFORE
ADVISED TO CONSULT WITH THEIR OWN TAX ADVISORS BEFORE MAKING AN INVESTMENT IN
THE FUND.

FEDERAL INCOME TAX TREATMENT OF THE FUND
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The Fund intends to qualify for, and to elect to be treated as, a regulated
investment company under Subchapter M of the Internal Revenue Code of 1986, as
amended ("the Code") and intends to qualify under
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those provisions each year. As a regulated investment company, the Fund
generally will not be subject to federal income tax on its investment company
taxable income (as that term is defined in the Code, without regard to the
deduction for dividends paid) and net capital gain (i.e. net long-term capital
gains in excess of the sum of net short-term capital losses and capital loss
carryovers from prior years), if any, that it distributes to shareholders.
However, the Fund would be subject to corporate income tax (currently imposed at
a maximum effective rate of 35%) on any undistributed income. The Fund intends
to distribute to its shareholders, at least annually, all or substantially all
of its investment company taxable income and net capital gains.

Amounts not distributed on a timely basis in accordance with a calendar
year distribution requirement are also subject to a nondeductible 4% federal
excise tax. To prevent imposition of this tax, the Fund must distribute, or be
deemed to have distributed, during each calendar year an amount at least equal
to the sum of (1) 98% of its ordinary income (not taking into account any
capital gains or losses) for the calendar year, (2) 98% of its capital gains in
excess of its capital losses (adjusted for certain ordinary losses) for the
twelve-month period ending on October 31 of the calendar year, and (3) all such
ordinary income and capital gains for previous years that were not distributed
during such years. To prevent application of this excise tax, the Fund intends
to make distributions to satisfy the calendar year distribution requirement.

If in any taxable year the Fund fails to qualify as a regulated investment
company under the Code, the Fund would be taxed in the same manner as an
ordinary corporation and distributions to its shareholders would not be
deductible by the Fund in computing its taxable income. In such event, the
Fund's distributions, to the extent derived from the Fund's current or
accumulated earnings and profits, would generally constitute dividends, which
would generally be eligible for the dividends received deduction available to
corporate shareholders. Furthermore, individual and other noncorporate
shareholders generally would be able to treat such distributions as "qualified
dividend income" eligible for reduced rates of federal income taxation in
taxable years beginning on or before December 31, 2008.

The Fund's transactions, if any, in forward contracts, options, futures
contracts and hedged investments will be subject to special provisions of the
Code that, among other things, may affect the character of gain and loss
realized by the Fund (i.e., may affect whether gain or loss is ordinary or
capital), accelerate recognition of income to the Fund, defer Fund losses, and
affect whether capital gain and loss is characterized as long-term or
short-term. These rules could therefore affect the character, amount and timing
of distributions to shareholders. These provisions also may require the Fund to
mark-to-market certain types of positions in its portfolio (i.e., treat them as
if they were closed out), which may cause the Fund to recognize income without
receiving cash with which to make distributions in amounts necessary to satisfy
the distribution requirements for avoiding income and excise taxes. The Fund
will monitor its transactions, make the appropriate tax elections, and make the
appropriate entries in its books and records when it acquires any option,
futures contract, forward contract, or hedged investment in order to mitigate
the effect of these rules, prevent disqualification of the Fund as a regulated
investment company, and minimize the imposition of income and excise taxes.

FEDERAL INCOME TAX TREATMENT OF HOLDERS OF FUNDPREFERRED SHARES
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Under present law, the Fund is of the opinion that FundPreferred shares
will constitute equity of the Fund, and thus distributions with respect to
FundPreferred shares (other than distributions in redemption of FundPreferred
shares subject to Section 302 (b) of the Code) will generally constitute
dividends to the extent of the Fund's current or accumulated earnings and
profits, as calculated for federal income tax purposes. Except in the case of
capital gain dividends, such dividends generally will be taxable as ordinary
income to holders. Dividends derived from net capital gain and designated by the
Fund as capital gain dividends will be treated as long-term capital gains in the
hands of holders regardless of the length of time such holders have held their
shares. Distributions in excess of the Fund's earnings and profits, if any, will
first reduce a shareholder's adjusted tax basis in his or her shares and, after
the adjusted tax basis is reduced to zero, will constitute capital gains to a
holder who holds such shares as a capital asset. The IRS currently requires that
a regulated investment company that has two or more classes of stock allocate to
each such class proportionate amounts of each type of its income (such as
ordinary income and capital gains). Accordingly, the Fund
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intends to designate dividends made with respect to the common shares and the
FundPreferred shares as consisting of particular types of income (e.g., net
capital gain, ordinary income, dividends qualifying for the dividends received
deduction, if any, and qualified dividend income, if any) in accordance with
each class's proportionate share of the total dividends paid by the Fund during
the year. Dividends paid by the Fund are generally not expected to be eligible
for the dividends received deduction available to corporate shareholders or
constitute qualified dividend income that is subject to reduced rates of federal
income tax when received by individual and other noncorporate shareholders.

A distribution will be treated as having been paid on December 31 if it is
declared by the Fund in October, November or December with a record date in such
months and is paid by the Fund in January of the following year. Accordingly,
such distributions will be taxable to shareholders in the calendar year in which
the distributions are declared.

SALE OF SHARES

The sale of FundPreferred shares by holders will generally be a taxable
transaction for federal income tax purposes. Holders of FundPreferred shares who
sell such shares will generally recognize gain or loss in an amount equal to the
difference between the net proceeds of the sale and their adjusted tax basis in
the shares sold. If such FundPreferred shares are held as a capital asset at the
time of the sale, the gain or loss will generally be a capital gain or loss.
Similarly, a redemption by the Fund (including a redemption resulting from
liquidation of the Fund), if any, of all the FundPreferred shares actually and
constructively held by a shareholder generally will give rise to capital gain or
loss under Section 302 (b) of the Code if the shareholder does not own (and is
not regarded under certain tax law rules of constructive ownership as owning)
any common shares in the Fund, and provided that the redemption proceeds do not
represent declared but unpaid dividends. Other redemptions may also give rise to
capital gain or loss, but certain conditions imposed by Section 302 (b) of the
Code must be satisfied to achieve such treatment. Any loss realized upon a
taxable disposition of FundPreferred shares held for six months or less will be
treated as a long-term capital loss to the extent of any distributions of net
capital gain received (or deemed received) with respect to such shares. Any loss
realized on a sale or exchange will be disallowed to the extent that
substantially identical shares are reacquired within a period of 61 days
beginning 30 days before and ending 30 days after the disposition of such
shares. In such case, the basis of the shares acquired will be adjusted to
reflect the disallowed loss.
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BACKUP WITHHOLDING

The Fund may be required to withhold, for U.S. federal income tax purposes,
a portion of all taxable distributions (including redemption proceeds) payable
to shareholders who fail to provide the Fund with their correct taxpayer
identification number, who fail to make required certifications or who have been
notified by the IRS that they are subject to backup withholding (or if the Fund
has been so notified). Certain corporate and other shareholders specified in the
Code and the regulations thereunder are exempt from backup withholding. Backup
withholding is not an additional tax. Any amounts withheld may be credited
against the shareholder's U.S. federal income tax liability provided the
appropriate information is furnished to the IRS.

OTHER TAXATION

Non-U.S. shareholders, including shareholders who, with respect to the
United States, are nonresident alien individuals, may be subject to U.S.
withholding tax on certain distributions at a rate of 30% or such lower rates as
may be prescribed by any applicable treaty.

Investors are advised to consult their own tax advisors with respect to the
application to their own circumstances of the above-described general federal
income taxation rules and with respect to other federal, state, local or foreign
tax consequences to them before making an investment in FundPreferred shares.
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CUSTODIAN, TRANSFER AGENT, AUCTION AGENT, DIVIDEND DISBURSING AGENT
AND REDEMPTION AGENT

The custodian of the assets of the Fund is State Street Bank and Trust
Company, One Federal Street, Boston, Massachusetts 02110. The custodian performs
custodial, fund accounting and portfolio accounting services. The Fund's
transfer, shareholder services and dividend paying agent is also State Street
Bank and Trust Company, One Federal Street, Boston, Massachusetts 02110. The
Bank of New York is the Auction Agent with respect to the FundPreferred shares
and acts as transfer agent, registrar, dividend disbursing agent and redemption
agent with respect to the FundPreferred shares.
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UNDERWRITING

Citigroup Global Markets Inc. is acting as representative of the
underwriters named below. Subject to the terms and conditions stated in the
underwriting agreement dated the date hereof, each underwriter named below has
severally agreed to purchase, and the Fund has agreed to sell to such
underwriter, the number of FundPreferred shares set forth opposite the name of
such underwriter.

UNDERWRITERS SERIES M SERIES T SERIES W SERIES

Citigroup Global Markets Inc. .............
Nuveen Investments, LLC........c0iiiiieeen..
A.G. Edwards & Sons, INC. ..t uewreneeneennnn
Wachovia Capital Markets, LLC.......oouuo..
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The underwriting agreement provides that the obligations of the several
underwriters to purchase the shares included in this offering are subject to
approval of certain legal matters by counsel and to certain other conditions.
The underwriters are obligated to purchase all the FundPreferred shares if they
purchase any of the shares.

The underwriters propose to offer some of the shares directly to the public
at the public offering price set forth on the cover page of this prospectus and
some of the shares to certain dealers at the public offering price less a
concession not in excess of $ per share. The sales load the Fund will pay of
S per share is equal to % of the initial offering price. One half of the
sales load from this offering will be paid to certain underwriters based on
their participation in the offering of the Fund's common shares. The
underwriters may allow, and such dealers may reallow, a concession not in excess
of $ per share on sales to certain other dealers. If all of the
FundPreferred shares are not sold at the initial offering price, the
representatives may change the public offering price and other selling terms.
Investors must pay for any FundPreferred shares purchased on or before

, 2004.

The Fund and the Advisers have each agreed that, for a period of 180 days
from the date of this prospectus, they will not, without the prior written
consent of Citigroup Global Markets Inc. on behalf of the underwriters, sell,
contract to sell, or otherwise dispose of any senior securities (as defined in
the 1940 Act) of the Fund, or any securities convertible into or exchangeable
for senior securities or grant any options or warrants to purchase senior
securities of the Fund other than FundPreferred shares. Citigroup Global Markets
Inc. on behalf of the underwriters in its sole discretion may release any of the
securities subject to those lock-up agreements at any time without notice.

The underwriting agreement provides that it may be terminated in the
absolute discretion of Citigroup Global Markets Inc. without liability on the
part of the underwriters to the Fund or the Advisers if, prior to the delivery
of and payment for the FundPreferred shares, (i) trading in the Fund's common
shares shall have been suspended by the Securities and Exchange Commission or
the New York Stock Exchange or trading in securities generally on the New York
Stock Exchange shall have been suspended or limited or minimum prices for
trading in securities generally shall have been established on the New York
Stock Exchange, (ii) a commercial banking moratorium shall have been declared by
either federal or New York state authorities or (iii) there shall have occurred
any outbreak or escalation of hostilities, declaration by the United States of a
national emergency or war, or other calamity or crisis the effect of which on
financial markets in the United States is such as to make it, in the sole
judgment of Citigroup Global Markets Inc., impracticable or inadvisable to
proceed with the offering or delivery of the FundPreferred shares as
contemplated by the prospectus (exclusive of any supplement thereto).

The Fund anticipates that from time to time certain of the underwriters may
act as brokers or dealers in connection with the execution of the Fund's
portfolio transactions after they have ceased to be underwriters and, subject to
certain restrictions, may act as brokers while they are underwriters.

The Fund anticipates that the underwriters or one of their respective
affiliates may, from time to time, act in auctions as Broker-Dealers and receive
fees as set forth under "The Auction”" and in the SAI under "Additional
Information Concerning Auctions for FundPreferred".
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Nuveen, 333 West Wacker Drive, Chicago, Illinois, 60606, one of the
underwriters, is an affiliate of NIAC.

The Fund and NIAC have agreed to indemnify the underwriters against certain
liabilities, including liabilities arising under the Securities Act of 1933, or
to contribute to payments the underwriters may be required to make because of
any of those liabilities. Insofar as indemnification for liability arising under
the Securities Act of 1933 may be permitted to directors, officers and
controlling persons of the Fund pursuant to the foregoing provisions, or
otherwise, the Fund has been advised that in the opinion of the Securities and
Exchange Commission such indemnification is against public policy as expressed
in the Securities Act of 1933 and is, therefore, unenforceable. In the event
that a claim for indemnification against such liabilities (other than the
payment by the Fund of expenses incurred or paid by a director, officer or
controlling person of the Fund in the successful defense of any action, suit or
proceeding) 1s asserted by such director, officer or controlling person in
connection with the securities being registered, the Fund will, unless in the
opinion of its counsel the matter has been settled by controlling precedent,
submit to a court of appropriate jurisdiction the question whether such
indemnification by it is against public policy as expressed in the Securities
Act of 1933 and will be governed by the final adjudication of such issue.

The principal business address of Citigroup Global Markets Inc. is 388
Greenwich Street, New York, New York 10013.

LEGAL OPINIONS

Certain legal matters in connection with the FundPreferred shares offered
hereby will be passed upon for the Fund by Vedder, Price, Kaufman & Kammholz,
P.C., Chicago, Illinois, and for the Underwriters by Simpson Thacher & Bartlett
LLP, New York, New York. Vedder, Price, Kaufman & Kammholz, P.C. and Simpson
Thacher & Bartlett LLP may rely as to certain matters of Massachusetts law on
the opinion of Bingham McCutchen LLP, Boston, Massachusetts.

AVAILABLE INFORMATION

The Fund is subject to the informational requirements of the Securities
Exchange Act of 1934 and the 1940 Act and is required to file reports, proxy
statements and other information with the SEC. These documents can be inspected
and copied for a fee at the SEC's public reference room, 450 Fifth Street, N.W.,
Washington, D.C. 20549. Reports, proxy statements, and other information about
the Fund can be inspected at the offices of the Exchange.

This prospectus does not contain all of the information in the Fund's
registration statement, including amendments, exhibits, and schedules.
Statements in this prospectus about the contents of any contract or other
document are not necessarily complete and in each instance reference is made to
the copy of the contract or other document filed as an exhibit to the
registration statement, each such statement being qualified in all respects by
this reference.

Additional information about the Fund and FundPreferred shares can be found
in the Fund's Registration Statement (including amendments, exhibits, and
schedules) on Form N-2 filed with the SEC. The SEC maintains a web site
(http://www.sec.gov) that contains each Fund's Registration Statement, other
documents incorporated by reference, and other information the Fund has filed
electronically with the SEC, including proxy statements and reports filed under
the Securities Exchange Act of 1934. Additional information may be found on the
Internet at http://www.nuveen.com.
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SUBJECT TO COMPLETION, DATED , 2004

The information in this Statement of Additional Information is not
complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is
effective. This Statement of Additional Information is not an offer to sell
these securities and it is not soliciting an offer to buy these securities in
any state where the offer or sale is not permitted.

NUVEEN FLOATING RATE INCOME FUND
STATEMENT OF ADDITIONAL INFORMATION

Nuveen Floating Rate Income Fund (the "Fund") is a recently organized,
diversified, closed-end management investment company.

This Statement of Additional Information relating to FundPreferred(TM)

shares of the Fund ("FundPreferred shares") does not constitute a prospectus,
but should be read in conjunction with the Fund's prospectus relating thereto
dated , 2004 (the "Prospectus"). This Statement of Additional

Information does not include all information that a prospective investor should
consider before purchasing FundPreferred shares. Investors should obtain and
read the Fund's Prospectus prior to purchasing such shares. A copy of the Fund's
Prospectus may be obtained without charge by calling (800) 257-8787. You may
also obtain a copy of the Fund's Prospectus on the Securities and Exchange
Commission's web site (http://www.sec.gov). Capitalized terms used but not
defined in this Statement of Additional Information have the meanings ascribed
to them in the Prospectus.

This Statement of Additional Information is dated ,2004.
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INVESTMENT OBJECTIVE

The Fund's investment objective is to achieve a high level of current
income.

In pursuing its objective of high current income, the Fund will invest
in Senior Loans and other debt instruments that may involve significant credit
risk. As part of its efforts to manage this risk and the potential impact of
such risk on the overall value and returns of the Fund's portfolio, Symphony
will implement its credit management strategy that includes (i) a focus on
Senior Loans that are secured by specific assets, (ii) rigorous and on-going
bottom-up fundamental analysis of issuers, and (iii) overall portfolio
diversification. Symphony will perform its own credit and research analysis of
issuers, taking into consideration, among other things, the entity's financial
resources and operating history, its sensitivity to economic conditions and
trends, the ability of its management, its debt maturity schedules and borrowing
requirements, its anticipated cash flow, interest and asset coverage, and its
earnings prospects. Even with these efforts, because of the greater degree of
credit risk within the portfolio, the Fund's net asset value could decline over
time. In an effort to help preserve the Fund's overall capital, Symphony will
seek to enhance portfolio value by investing in securities it believes to be
undervalued, which, if successful, can mitigate the potential loss of value due
to credit events over time.

The Fund cannot change its investment objective without the approval of
the holders of a "majority of the outstanding" common shares ("Common Shares")
and FundPreferred shares voting together as a single class, and of the
holders of a "majority of the outstanding" FundPreferred shares voting as a
separate class. When used with respect to particular shares of the Fund, a
"majority of the outstanding" shares means (i) 67% or more of the shares present
at a meeting, if the holders of more than 50% of the shares are present or
represented by proxy, or (ii) more than 50% of the shares, whichever is less.
See "Description of FundPreferred Shares —-- Voting Rights" in the Fund's
Prospectus for additional information with respect to the voting rights of
holders of FundPreferred shares.

INVESTMENT RESTRICTIONS

Except as described below, the Fund, as a fundamental policy, may not,
without the approval of the holders of a majority of the outstanding Common
Shares and, if issued, FundPreferred shares voting together as a single class,
and of the holders of a majority of the outstanding FundPreferred shares voting
as a separate class:

(1) Issue senior securities, as defined in the Investment
Company Act of 1940, other than (i) preferred shares which immediately
after issuance will have asset coverage of at least 200%, (ii)
indebtedness which immediately after issuance will have asset coverage
of at least 300%, or (iii) the borrowings permitted by investment
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restriction (2) set forth below;

(2) Borrow money, except as permitted by the Investment
Company Act of 1940 and exemptive orders granted under the Investment
Company Act of 1940;

(3) Act as underwriter of another issuer's securities,
except to the extent that the Fund may be deemed to be an underwriter
within the meaning of the Securities Act of 1933 in connection with the
purchase and sale of portfolio securities or acting as an agent or one
of a group of co-agents in originating Senior Loans;

(4) Invest more than 25% of its total assets in
securities of issuers in any one industry provided, however, that such
limitation shall not apply to obligations issued or
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guaranteed by the United States Government or by its agencies or
instrumentalities, and provided further that for purposes of this
limitation, the term "issuer" shall not include a lender selling a
participation to the Fund together with any other person
interpositioned between such lender and the Fund with respect to a
participation;

(5) Purchase or sell real estate, except pursuant to the
exercise by the Fund of its rights under loan agreements and except to
the extent that interests in Senior Loans the Fund may invest in are
considered to be interests in real estate, and this shall not prevent
the Fund from investing in securities of companies that deal in real
estate or are engaged in the real estate business, including real
estate investment trusts, and securities secured by real estate or
interests therein, and the Fund may hold and sell real estate or
mortgages on real estate acquired through default, liquidation, or
other distributions of an interest in real estate as a result of the
Fund's ownership of such securities;

(6) Purchase or sell physical commodities unless acquired
as a result of ownership of securities or other instruments except
pursuant to the exercise by the Fund of its rights under loan
agreements and except to the extent that interests in Senior Loans the
Fund may invest in are considered to be interests in commodities and
this shall not prevent the Fund from purchasing or selling options,
futures contracts, derivative instruments or from investing in
securities or other instruments backed by physical commodities;

(7) Make loans except as permitted by the Investment
Company Act of 1940 and exemptive orders granted under the Investment
Company Act of 1940; and

(8) With respect to 75% of the value of the Fund's total
assets, purchase any securities (other than obligations issued or
guaranteed by the United States Government or by its agencies or
instrumentalities), 1if as a result more than 5% of the Fund's total
assets would then be invested in securities of a single issuer or if as
a result the Fund would hold more than 10% of the outstanding voting
securities of any single issuer, and provided further that for purposes
of this restriction, the term "issuer" includes both the borrower under
a loan agreement and the lender selling a participation to the Fund
together with any other persons interpositioned between such lender and
the Fund with respect to a participation.
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For purposes of the foregoing, "majority of the outstanding," when used
with respect to particular shares of the Fund, means (i) 67% or more of the
shares present at a meeting, if the holders of more than 50% of the shares are
present or represented by proxy, or (ii) more than 50% of the shares, whichever
is less.

For the purpose of applying the limitation set forth in subparagraph
(8) above, a governmental issuer shall be deemed the single issuer of a security
when its assets and revenues are separate from other governmental entities and
its securities are backed only by its assets and revenues. Similarly, in the
case of a non-governmental issuer, if the security is backed only by the assets
and revenues of the non-governmental issuer, then such non-governmental issuer
would be deemed to be the single issuer. Where a security is also backed by the
enforceable obligation of a superior or unrelated governmental or other entity
(other than a bond insurer), it shall also be included in the computation of
securities owned that are issued by such governmental or other entity. Where a
security is guaranteed by a governmental entity or some other facility, such as
a bank guarantee or letter of credit, such a guarantee or letter of credit would
be considered a separate security and would be treated as an issue of such
government, other entity or bank. When a municipal bond is insured by bond
insurance, it shall not be considered a security that is issued or guaranteed by
the insurer; instead, the issuer of such municipal bond will be determined in
accordance with the principles set forth above.
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Under the Investment Company Act of 1940, the Fund may invest only up
to 10% of its Managed Assets in the aggregate in shares of other investment
companies and only up to 5% of its Managed Assets in any one investment company,
provided the investment does not represent more than 3% of the voting stock of
the acquired investment company at the time such shares are purchased. As a
stockholder in any investment company, the Fund will bear its ratable share of
that investment company's expenses, and will remain subject to payment of the
Fund's management, advisory and administrative fees with respect to assets so
invested. Holders of Common Shares would therefore be subject to duplicative
expenses to the extent the Fund invests in other investment companies. In
addition, the securities of other investment companies may also be leveraged and
will therefore be subject to the same leverage risks described herein. The net
asset value and market value of leveraged shares will be more volatile and the
yield to shareholders will tend to fluctuate more than the yield generated by
unleveraged shares.

In addition to the foregoing fundamental investment policies, the Fund
is also subject to the following non-fundamental restrictions and policies,
which may be changed by the Board of Trustees. The Fund may not:

(1) Sell securities short, except that the Fund may make
short sales of securities if, at all times when a short position is
open, the Fund owns at least an equal amount of such securities or
securities convertible into or exchangeable for, without payment of any
further consideration, securities of the same issuer as, and equal in
amount to, the securities sold short, and provided that transactions in
options, futures contracts, options on futures contracts, or other
derivative instruments are not deemed to constitute selling securities
short.

(2) Purchase securities of open-end or closed-end
investment companies except in compliance with the Investment Company
Act of 1940 or any exemptive relief obtained thereunder. The Fund will
rely on representations of borrowers in loan agreements in determining
whether such borrowers are investment companies.
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(3) Purchase securities of companies for the purpose of
exercising control, except to the extent that exercise by the Fund of
its rights under loan agreements would be deemed to constitute
exercising control.

The restrictions and other limitations set forth above will apply only
at the time of purchase of securities and will not be considered violated unless
an excess or deficiency occurs or exists immediately after and as a result of an
acquisition of securities.

The Fund may be subject to certain restrictions imposed by either
guidelines of one or more NRSROs that may issue ratings for FundPreferred
shares, commercial paper or notes, or, if the Fund borrows from a lender, by the
lender. These guidelines may impose asset coverage or portfolio composition
requirements that are more stringent than those imposed on the Fund by the 1940
Act. It is not anticipated that these covenants or guidelines will impede
Symphony from managing the Fund's portfolio in accordance with the Fund's
investment objective and policies. In addition to other considerations, to the
extent that the Fund believes that the covenants and guidelines required by the
NRSROs or lenders would impede its ability to meet its investment objective, or
if the Fund is unable to obtain the rating on FundPreferred shares (expected to
be at least AA/Ra), the Fund will not issue FundPreferred shares.

S-5

INVESTMENT POLICIES AND TECHNIQUES

The following information supplements the discussion of the Fund's
investment objective, policies, and techniques that are described in the Fund's
Prospectus.

The Fund's investment objective is to achieve a high level of current
income.

In pursuing its objective of high current income, the Fund will invest
in Senior Loans and other debt instruments that may involve significant credit
risk. As part of its efforts to manage this risk and the potential impact of
such risk on the overall value and returns of the Fund's portfolio, Symphony
will implement its credit management strategy that includes (i) a focus on
Senior Loans that are secured by specific assets, (ii) rigorous and ongoing
bottom-up fundamental analysis of issuers, and (iii) overall portfolio
diversification. Symphony will perform its own credit and research analysis of
issuers, taking into consideration, among other things, the entity's financial
resources and operating history, its sensitivity to economic conditions and
trends, the ability of its management, its debt maturity schedules and borrowing
requirements, its anticipated cash flow, interest and asset coverage, and its
earnings prospects. Even with these efforts, because of the greater degree of
credit risk within the portfolio, the Fund's net asset value could decline over
time. In an effort to help preserve the Fund's overall capital, Symphony will
seek to enhance portfolio value by investing in securities it believes to be
undervalued, which, if successful, can mitigate the potential loss of value due
to credit events over time.

Under normal market circumstances, the Fund will invest at least 80% of
its Managed Assets in adjustable rate secured Senior Loans and adjustable rate
unsecured Senior Loans (collectively referred to as "Senior Loans"), which
unsecured Senior Loans will be, at the time of investment, investment grade
quality. The Fund will invest at least 65% of its Managed Assets in Senior Loans
that are secured by specific collateral. Senior Loans pay interest at rates that
are redetermined periodically at short-term intervals by reference to a base
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lending rate, primarily the London-Interbank offered rate ("LIBOR"), plus a
premium. The Fund may invest a substantial portion of its Managed Assets in
Senior Loans and other debt instruments that are, at the time of investment,
rated below investment grade or unrated but judged to be of comparable quality.
Senior Loans are made to U.S. or non-U.S. corporations, partnerships and other
business entities ("Borrowers") that operate in various industries and
geographical regions. It is anticipated that the proceeds of the Senior Loans in
which the Fund will invest will be used by Borrowers to finance leveraged
buyouts, recapitalizations, mergers, acquisitions, stock repurchases,
refinancings, internal growth and for other corporate purposes.

The Fund may invest up to 20% of its Managed Assets in (i) other debt
securities such as investment and non-investment grade debt securities,
convertible securities and structured notes (other than structured notes that
are designed to provide returns and risks that emulate those of Senior Loans,
which may be treated as an investment in Senior Loans for purposes of the 80%
test set forth above) (ii) mortgage-related and other asset-backed securities
(including collateralized loan obligations and collateralized debt obligations)
and (iii) debt securities and other instruments issued by government,
government-related or supranational issuers (commonly referred to as sovereign
debt securities). No more than 5% of the Fund's Managed Assets may be invested
in each of convertible securities, mortgage-related and other asset-backed
securities and sovereign debt securities. The debt securities in which the Fund
may invest may have short-term, intermediate-term or long-term maturities. The
Fund also may receive acquire warrants and equity securities issued by a
Borrower or its affiliates in connection with the Fund's other investments in
such entities.

Investment grade quality securities are those securities that, at the
time of investment, are (i) rated within the four highest grades (BBB- or Baa3
or better by Standard & Poor's Corporation, a division of The McGraw-Hill
Companies ("S&P"), Moody's Investors Service, Inc. ("Moody's") or Fitch Ratings
("Fitch")), or (ii) unrated but judged to be of comparable quality. The Fund may
purchase Senior Loans

and other debt securities that are rated below investment grade or that are
unrated but judged to be of comparable quality. No more than 10% of the Fund's
Managed Assets may be invested in Senior Loans and other debt securities that
are, at the time of investment, rated CCC+ or Caa or below by S&P, Moody's or
Fitch or that are unrated but judged to be of comparable quality.

Under normal circumstances:

- The Fund expects to maintain an average duration of one year
or less for its portfolio investments in Senior Loans and
other debt instruments. See "The Fund's Investments —--
Investment Objectives and Policies" in the Fund's Prospectus
for a description of duration.

- The Fund will not invest in inverse floating rate securities.

- The Fund may invest up to 20% of its Managed Assets in
securities of non-U.S. issuers (which term for purposes of
this Statement of Additional Information includes Borrowers)
that are U.S. dollar or non-U.S. dollar denominated.
Initially, the Fund does not intend to invest in non-U.S.
dollar denominated securities. The Fund's Managed Assets to be
invested in Senior Loans and other debt instruments of
non-U.S. issuers may include debt securities of issuers
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located, or conducting their business in, emerging markets
countries. Initially, the Fund does not intend to invest in
securities of emerging markets issuers.

- The Fund may not invest more than 20% of its Managed Assets in
securities from an industry which (for the purposes of this
Statement of Additional Information) generally refers to the
classification of companies in the same or similar lines of
business such as the automotive, textiles and apparel, hotels,
media production and consumer retailing industries.

- The Fund may invest more than 20% of its Managed Assets in
sectors which (for the purposes of this Statement of
Additional Information) generally refers to broader
classifications of industries, such as the consumer
discretionary sector which includes the automotive, textiles
and apparel, hotels, media production and consumer retailing
industries, provided the Fund's investment in a particular
industry within the sector does not exceed the industry
limitation.

- The Fund may invest up to 50% of its Managed Assets in
securities and other instruments that, at the time of
investment, are illiquid (i.e., securities that are not
readily marketable).

OVERALL FUND MANAGEMENT

NIAC is responsible for the Fund's overall investment strategy and its
implementation, including the use of leverage and hedging.

NIAC oversees Symphony in its management of the Fund's portfolio. This
oversight will include ongoing evaluation of Symphony's investment performance,
quality of investment process and personnel, compliance with Fund and regulatory
guidelines, trade allocation and execution, and other factors.

NIAC also oversees the Fund's use of leverage, and efforts to minimize
the costs and mitigate the risks to Common Shareholders associated with using
financial leverage. See "Use of Leverage" and "Hedging Transactions" in the
Fund's Prospectus. This effort may involve making adjustments to investment
policies in an attempt to minimize costs and mitigate risks.
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SYMPHONY INVESTMENT PHILOSOPHY AND PROCESS

Investment Philosophy. Symphony believes that managing risk,
particularly for volatile assets such as Senior Loans and other forms of high
yield debt, is of paramount importance. Symphony believes that a combination of
fundamental credit analysis and valuation information that is available from the
equity markets provide a means of identifying what it believes to be superior
investment candidates. Additionally, Symphony focuses primarily on liquid
securities to ensure that exit strategies remain available under different
market conditions.

Investment Process. In identifying Senior Loans and other securities
for potential purchase, Symphony combines quantitative screening and fundamental
and relative value analysis. Symphony screens the identified investment
candidates for liquidity constraints and favorable capital structures. The
investment team then performs rigorous bottom-up fundamental analysis to
identify investments with sound industry fundamentals, cash flow sufficiency and

77



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

asset quality. The final portfolio is constructed using risk management and
monitoring systems to ensure proper diversification.

PORTFOLIO COMPOSITION

The Fund's portfolio will be composed principally of the investments
described below.

Senior Loans. Senior loans, as with the other types of securities in
which the Fund may invest, are counted for purposes of various other limitations
described in this Statement of Additional Information, including the limitation
on investing no more than 50% of the Fund's Managed Assets in illiquid
securities, to the extent such Senior Loans are deemed to be illiquid.

Senior loans, like most other debt obligations, are subject to the risk
of default. Default in the payment of interest or principal on a senior loan
results in a reduction in income to the Fund, a reduction in the value of the
senior loan and a decrease in the Fund's net asset value. This decrease in the
Fund's net asset value would be magnified by the Fund's use of leverage. The
risk of default increases in the event of an economic downturn or a substantial
increase in interest rates. An increased risk of default could result in a
decline in the value of Senior Loans and in the Fund's net asset value.

Many Senior Loans in which the Fund may invest may not be rated by an
NRSRO, generally will not be registered with the Securities and Exchange
Commission and generally will not be listed on a securities exchange. In
addition, the amount of public information available with respect to senior
loans generally may be less extensive than that available for registered and
exchange-listed securities. Economic and other events (whether real or
perceived) can reduce the demand for certain Senior Loans or Senior Loans
generally, which may reduce market prices and cause the Fund's net asset value
per share to fall. The frequency and magnitude of such changes cannot be
predicted. Senior loans may not be rated at the time that the Fund purchases
them. If a senior loan is rated at the time of purchase, Symphony may consider
the rating when evaluating the senior loan but may not view ratings as a
determinative factor in investment decisions. As a result, the Fund is more
dependent on Symphony's credit analysis abilities. Because of the protective
terms of most Senior Loans, it is possible that the Fund is more likely to
recover more of its investment in a defaulted senior loan than would be the case
for most other types of defaulted debt securities.

In the case of collateralized Senior Loans, there is no assurance that
sale of the collateral would raise enough cash to satisfy the borrower's payment
obligation or that the collateral can or will be liquidated. In the event of
bankruptcy, liquidation may not occur and the court may not give lenders the
full benefit of their senior positions. If the terms of a senior loan do not
require the borrower to pledge additional collateral in the event of a decline
in the value of the original collateral, the Fund will be
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exposed to the risk that the value of the collateral will not at all times equal
or exceed the amount of the borrower's obligations under the senior loan. To the
extent that a senior loan is collateralized by stock in the borrower or its
subsidiaries, such stock may lose all of its value in the event of bankruptcy of
the borrower. Uncollateralized Senior Loans involve a greater risk of loss. Some
Senior Loans in which the Fund may invest are subject to the risk that a court,
pursuant to fraudulent conveyance or other similar laws, could subordinate such
Senior Loans to presently existing or future indebtedness of the borrower or
take other action detrimental to the holders of Senior Loans, such as the Fund,
including, under certain circumstances, invalidating such Senior Loans. Lenders

78



Edgar Filing: NUVEEN FLOATING RATE INCOME FUND - Form N-2/A

commonly have certain obligations pursuant to the loan agreement, which may
include the obligation to make additional loans or release collateral in certain
circumstances.

The amount of public information with respect to Senior Loans generally
may be less extensive than that available for more widely rated, registered and
exchange-listed securities. Economic and other events (whether real or
perceived) can reduce the demand for certain Senior Loans or Senior Loans
generally, which may reduce market prices and cause the Fund's net asset value
per share to fall. The frequency and magnitude of such changes cannot be
predicted. In addition, there is no minimum rating or other independent
evaluation of a borrower or its securities limiting the Fund's investments.

Symphony may rely exclusively or primarily on its own evaluation of
borrower credit quality in selecting Senior Loans for purchase. As a result, the
Fund is particularly dependent on the analytical abilities of Symphony.

No active trading market currently exists for some of the Senior Loans
in which the Fund may invest and, thus, those loans may be illiquid. Liquidity
relates to the ability of the Fund to sell an investment in a timely manner at a
price approximately equal to its value on the Fund's books. The illiquidity of
some Senior Loans may impair the Fund's ability to realize the full value of its
assets in the event of a voluntary or involuntary liquidation of such assets.
Because of the lack of an active trading market, illiquid securities are also
difficult to value and prices provided by external pricing services may not
reflect the true fair value of the securities. The risks of illiquidity are
particularly important when the Fund's operations require cash, and may in
certain circumstances require that the Fund sell other investments or borrow to
meet short-term cash requirements. To the extent that a secondary market does
exist for certain Senior Loans, the market may be subject to irregular trading
activity, wide bid/ask spreads and extended trade settlement periods. The market
for Senior Loans could be disrupted in the event of an economic downturn or a
substantial increase or decrease in interest rates. This could result in
increased volatility in the market and in the Fund's net asset value and market
price per share.

If legislation or state or federal regulators impose additional
requirements or restrictions on the ability of financial institutions to make
loans that are considered highly leveraged transactions, the availability of
Senior Loans for investment by the Fund may be adversely affected. In addition,
such requirements or restrictions could reduce or eliminate sources of financing
for certain borrowers. This would increase the risk of default. If legislation
or federal or state regulators require financial institutions to dispose of
Senior Loans that are considered highly leveraged transactions or subject such
Senior Loans to increased regulatory scrutiny, financial institutions may
determine to sell such Senior Loans. Such sales could result in prices that, in
the opinion of Symphony, do not represent fair value. If the Fund attempts to
sell a senior loan at a time when a financial institution is engaging in such a
sale, the price the Fund could get for the senior loan may be adversely
affected.

Any lender, which could include the Fund, is subject to the risk that a
court could find the lender liable for damages in a claim by a borrower arising
under the common laws of tort or contracts or anti-fraud provisions of certain
securities laws for actions taken or omitted to be taken by the lenders under
the

relevant terms of a loan agreement or in connection with actions with respect to
the collateral underlying in the senior loan.
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The Fund may purchase participations in Senior Loans. By purchasing a
participation interest in a loan, the Fund acquires some or all of the interest
of a bank or other financial institution in a loan to a corporate borrower.
Under a participation, the Fund generally will have rights that are more limited
than the rights of lenders or of persons who acquire a senior loan by
assignment. In a participation, the Fund typically has a contractual
relationship with the lender selling the participation, but not with the
borrower. As a result, the Fund assumes the credit risk of the lender selling
the participation in addition to the credit risk of the borrower. In the event
of insolvency of the lender selling the participation, the Fund may be treated
as a general creditor of the lender and may not have a senior claim to the
lenders' interest in the senior loan. A lender selling a participation and other
persons interpositioned between the lender and the Fund with respect to
participations will likely conduct their principal business activities in the
banking, finance and financial services industries.

The Fund may purchase and retain in its portfolio Senior Loans where
the Borrowers have experienced, or may be perceived to be likely to experience,
credit problems, including involvement in or recent emergence from bankruptcy
reorganization proceedings or other forms of debt restructuring. Such
investments may provide opportunities for enhanced income as well as capital
appreciation. At times, in connection with the restructuring of a Senior Loan
either outside of bankruptcy court or in the context of bankruptcy court
proceedings, the Fund may determine or be required to accept equity securities
or junior debt securities in exchange for all or a portion of a Senior Loan.

Non-Senior Loan Investments. The Fund may invest in debt instruments
and other securities as described below:

Corporate Bonds. Corporate bonds generally are used by corporations to
borrow money from investors. The issuer pays the investor a fixed or variable
rate of interest and normally must repay the amount borrowed on or before
maturity. Certain bonds are "perpetual” in that they have no maturity date. The
Fund may invest in bonds and other debt securities of any quality.

Structured Notes. The Fund may use structured notes, which are
privately negotiated debt obligations or economically equivalent instruments
where the principal and/or interest is determined by reference to the
performance of a benchmark asset, market or interest rate (an "embedded index"),
such as selected securities or loans, an index of securities or loans, or
specified interest rates, or the differential performance of two assets or
markets. Structured notes may be issued by corporations, including banks, as
well as by governmental agencies. Structured notes frequently are assembled in
the form of medium-term notes, but a variety of forms are available and may be
used in particular circumstances. The terms of such structured notes normally
provide that their principal and/or interest payments are to be adjusted upwards
or index while the structured notes are outstanding. As a result, the interest
and/or principal payments that may be made on a structured product may vary
widely, depending on a variety factors, including the volatility of the embedded
index and the effect of changes in the embedded index on principal and/or
interest payments. If the Fund invests in structured notes that are designed to
provide returns and risks that emulate those of senior loans, the Fund may treat
the value of (or, if applicable, the notional amount of) such investment as an
investment in Senior Loans for purposes of determining compliance with the
requirement set forth above that at least 80% of the Fund's Managed Assets be
invested under normal market circumstances in Senior Loans, except to the extent
that the value (or notional amount) of such investments exceeds 5% of the Fund's
Managed Assets. Any such investment amounts that exceed 5% of Managed Assets
will be treated as a type of "other debt instruments" which, in the aggregate,
are limited to 20% of Managed Assets. The rate of return on structured notes may
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be determined by applying a multiplier to the performance or differential
performance of the referenced index(es) or other asset(s). Application of the
multiplier involves leverage that will serve to magnify the potential for gain
and the risk of loss.

Symphony may utilize structured notes for investment purposes and also
for risk management purposes, such as to reduce the duration and interest rate
sensitivity of the Fund's portfolio. While structured notes may offer the
potential for a favorable rate of return from time to time, they also entail
certain risks. Structured notes may be less liquid than other debt securities,
and the price of structured notes may be more volatile. In some cases, depending
on the terms of the embedded index, a structured note may provide that the
principal and/or interest payments may be adjusted below zero. Structured notes
also may involve significant credit risk and risk of default by the
counterparty. Although structured notes are not necessarily illiquid, NIAC
believes that currently most structured notes are illiquid. Like other
sophisticated strategies, the Fund's use of structured notes may not work as
intended. If the value of

the embedded index changes in a manner other than that expected by Symphony,
principal and/or interest payments received on the structured notes may be
substantially less than expected. Also, if Symphony uses structured notes to
reduce the duration of the Fund's portfolio, this may limit the Fund's return
when having a longer duration of the Fund's portfolio, this may limit the Fund's
return when having a longer duration would be beneficial (for instance, when
interest rates decline).

Below Investment Grade Securities. Investments in below investment
grade securities generally provide greater income and increased opportunity for
capital appreciation than investments in higher quality securities, but they
also typically entail greater price volatility and principal and income risk,
including the possibility of issuer default and bankruptcy. Issuers of below
investment grade securities may be highly leveraged and may not have available
to them more traditional methods of financing. Securities in the lowest
investment grade category also may be considered to possess some speculative
characteristics by certain rating agencies. In addition, analysis of the
creditworthiness of issuers of below investment grade securities may be more
complex than for issuers of higher quality securities.

Below investment grade securities may be more susceptible to real or
perceived adverse economic and competitive industry conditions than investment
grade securities. A projection of an economic downturn or of a period of rising
interest rates, for example, could cause a decline in lower-grade security
prices because the advent of a recession could lessen the ability of an issuer
to make principal and interest payments on its debt obligations. If an issuer of
below investment grade securities defaults, in addition to risking payment of
all or a portion of interest and principal, the Fund may incur additional
expenses to seek recovery. In the case of below investment grade securities
structured as zero coupon or payment-in-kind securities, their market prices
will normally be affected to a greater extent by interest rate changes, and
therefore tend to be more volatile than securities which pay interest currently
and in cash. Symphony seeks to reduce these risks through diversification,
credit analysis and attention to current developments and trends in both the
economy and financial markets.

The secondary market for below investment grade securities may not be
as liquid as the secondary market for more highly rated securities, a factor
which may have an adverse effect on the Fund's ability to dispose of a
particular security. There are fewer dealers in the market for below investment
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grade securities than for investment grade obligations. The prices quoted by
different dealers may vary significantly and the spread between the bid and ask
price is generally much larger than for higher quality instruments. Under
adverse market or economic conditions, the secondary market for below investment
grade securities could contract further, independent of any specific adverse
changes in the condition of a particular issuer, and these instruments may
become illiquid. As a result, the Fund could find it more difficult to sell
these securities or may be able to sell the securities only at prices lower than
if such securities were widely traded. Prices realized upon the sale of such
lower rated or unrated securities, under these circumstances, may be less than
the prices used in calculating the Fund's net asset value.

Adverse publicity and investor perceptions, whether or not based on
fundamental analysis, may decrease the values and liquidity of below investment
grade securities, especially in a thinly traded market. When secondary markets
for below investment grade securities are less liquid than the market for
investment grade securities, it may be more difficult to value the securities
because such valuation may require more research, and elements of judgment may
play a greater role in the valuation because there is less reliable, objective
data available. During periods of thin trading in these markets, the spread
between bid and asked prices is likely to increase significantly and the Fund
may have greater difficulty selling its portfolio securities. The Fund will be
more dependent on Symphony's research and analysis when investing in below
investment grade securities. Symphony seeks to minimize the risks of investing
in all securities through in-depth credit analysis and attention to current
developments in interest rates and market conditions.
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A general description of the ratings of securities by Moody's, S&P and
Fitch is set forth in Appendix B to this Statement of Additional Information.
The ratings of Moody's, S&P and Fitch represent their opinions as to the quality
of the securities they rate. It should be emphasized, however, that ratings are
general and are not absolute standards of quality. Consequently, in the case of
debt obligations, certain debt obligations with the same maturity, coupon and
rating may have different yields while debt obligations with the same maturity
and coupon with different ratings may have the same yield. For these reasons,
the use of credit ratings as the sole method of evaluating lower-grade
securities can involve certain risks. For example, credit ratings evaluate the
safety of principal and interest payments, not the market value risk of
lower—-grade securities. Also, credit rating agencies may fail to change credit
ratings in a timely fashion to reflect events since the security was last rated.

The Subadviser does not rely solely on credit ratings when selecting
securities for the Fund, and develops its own independent analysis of issuer
credit quality.

The Fund's credit quality policies apply only at the time a security is
purchased, and the Fund is not required to dispose of a security in the event
that a rating agency or Symphony downgrades its assessment of the credit
characteristics of a particular issue. In determining whether to retain or sell
such a security, Symphony may consider such factors as its assessment of the
credit quality of the issuer of such security, the price at which such security
could be sold and the rating, if any, assigned to such security by other rating
agencies. However, analysis of the creditworthiness of issuers of below
investment grade securities may be more complex than for issuers of higher
quality debt securities.

Convertible Securities. Convertible securities are bonds, debentures,
notes, preferred securities or other securities that may be converted or
exchanged (by the holder or the issuer) into shares of the underlying common
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stock (or cash or securities of equivalent value) at a stated exchange ratio or
predetermined price (the "conversion price"). Convertible securities have
general characteristics similar to both debt securities and common stocks. The
interest paid on convertible securities may be fixed or floating rate. Floating
rate convertible securities may specify an interest rate or rates that are
conditioned upon changes to the market price of the underlying common stock.

Convertible securities also may be issued in zero coupon form with an
original issue discount. See "Other Investment Policies and Techniques -- Zero
Coupon and Payment-In-Kind Securities." Although to a lesser extent than with
debt securities, the market value of convertible securities tends to decline as
interest rates increase and, conversely, tends to increase as interest rates
decline. In addition, because of the conversion feature, the market value of
convertible securities tends to vary with fluctuations in the market value of
the underlying common stocks and, therefore, will also react to variations in
the general market for common stocks. Depending upon the relationship of the
conversion price to the market value of the underlying common stock, a
convertible security may trade more like a common stock than a debt instrument.

A convertible security generally entitles the holder to receive
interest paid or accrued until the convertible security matures or is redeemed,
converted or exchanged. Convertible securities rank senior to common stock in a
corporation's capital structure and, therefore, generally entail less risk than
the corporation's common stock, although the extent to which such risk is
reduced depends in large measure upon the degree to which the convertible
security sells above its value as a debt obligation. Before conversion,
convertible securities have characteristics similar to non-convertible debt
obligations and can provide for a stable stream of income with generally higher
yields than common stocks. However, convertible securities fall below debt
obligations of the same issuer in order of preference or priority in the event
of a liquidation, and are typically unrated or rated lower than such debt
obligations. In addition, contingent payment convertible securities allow the
issuer to claim federal income tax deductions based on its nonconvertible cost
of debt which generally will result in deductions in excess of the actual cash
payments made on the
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securities (and accordingly, holders will recognize income in amounts in excess
of the cash payments received). There can be no assurance of current income
because the issuers of the convertible securities may default on their
obligations. The convertible securities in which the Fund may invest may be
below investment grade quality. See " -- Below Investment Grade Securities"”
above.

Convertible securities generally offer lower interest or dividend
yields than non-convertible securities of similar credit quality because of the
potential for capital appreciation. A convertible security, in addition to
providing current income, offers the potential for capital appreciation through
the conversion feature, which enables the holder to benefit from any increases
in the market price of the underlying common stock. The common stock underlying
convertible securities may be issued by a different entity than the issuer of
the convertible securities.

The value of convertible securities is influenced by both the yield of
non-convertible securities of comparable issuers and by the value of the
underlying common stock. The value of a convertible security viewed without
regard to its conversion feature (i.e., strictly on the basis of its yield) is
sometimes referred to as its "investment value." The investment value of the
convertible security typically will fluctuate based on the credit quality of the
issuer and will fluctuate inversely with changes in prevailing interest rates.
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However, at the same time, the convertible security will be influenced by its
"conversion value," which is the market value of the underlying common stock
that would be obtained if the convertible security were converted. Conversion
value fluctuates directly with the price of the underlying common stock, and
will therefore be subject to risks relating to the activities of the issuer
and/or general market and economic conditions. Depending upon the relationship
of the conversion price to the market value of the underlying security, a
convertible security may trade more like an equity security than a debt
instrument.

If, because of a low price of the common stock, the conversion value is
substantially below the investment value of the convertible security, the price
of the convertible security is governed principally by its investment value. If
the conversion value of a convertible security increases to a point that
approximates or exceeds its investment value, the value of the security will be
principally influenced by its conversion value. A convertible security will sell
at a premium over its conversion value to the extent investors place value on
the right to acquire the underlying common stock while holding a fixed-income
security.

Mandatory convertible securities are distinguished as a subset of
convertible securities because the conversion is not optional and the conversion
price at maturity (or redemption) is based solely upon the market price of the
underlying common stock, which may be significantly less than par or the price
(above or below par) paid. Mandatory convertible securities may be called for
conversion by the issuer after a particular date and under certain circumstances
(including at a specified price) established upon its issuance. For these
reasons, the risks associated with the investing in mandatory convertible
securities most closely resemble the risks inherent in common stocks. Mandatory
convertible securities customarily pay a higher coupon yield to compensate for
the potential risk of additional price volatility and loss upon redemption.
Since the correlation of common stock risk increases as the security approaches
its redemption date, there can be no assurance that the higher coupon will
compensate for the potential loss. If a mandatory convertible security is called
for conversion, the Fund will be required to either convert it into the
underlying common stock or sell it to a third party, which may have an adverse
effect on the Fund's ability to achieve its investment objective.

Convertible securities generally offer lower interest or dividend
yields than non-convertible fixed-income securities of similar credit quality
because of the potential for capital appreciation. The market values of
convertible securities tend to decline as interest rates increase and,
conversely, to increase as interest rates decline. However, a convertible
security's market value also tends to reflect the
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market price of the common stock of the issuing company, particularly when the
stock price is greater than the convertible security's conversion price. The
conversion price is defined as the predetermined price or exchange ratio at
which the convertible security can be converted or exchanged for the underlying
common stock. As the market price of the underlying common stock declines below
the conversion price, the price of the convertible security tends to be
increasingly influenced more by the yield of the convertible security than by
the market price of the underlying common stock.

U.S. Government Securities. U.S. Government securities include (1) U.S.
Treasury obligations, which differ in their interest rates, maturities and times
of issuance: U.S. Treasury bills (maturities of one year or less), U.S. Treasury
notes (maturities of one year to ten years) and U.S. Treasury bonds (generally
maturities of greater than ten years) and (2) obligations issued or guaranteed
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by U.S. Government agencies and instrumentalities that are supported by any of
the following: (i) the full faith and credit of the U.S. Treasury, (ii) the
right of the issuer to borrow an amount limited to a specific line of credit
from the U.S. Treasury, (iii) discretionary authority of the U.S. Government to
purchase certain obligations of the U.S. Government agency or instrumentality or
(iv) the credit of the agency or instrumentality. The Fund also may invest in
any other security or agreement collateralized or otherwise secured by U.S.
Government securities. Agencies and instrumentalities of the U.S. Government
include but are not limited to: Federal Land Banks, Federal Financing Banks,
Banks for Cooperatives, Federal Intermediate Credit Banks, Farm Credit Banks,
Federal Home Loan Banks, FHLMC, FNMA, GNMA, Student Loan Marketing Association,
United States Postal Service, Small Business Administration, Tennessee Valley
Authority and any other enterprise established or sponsored by the U.S.
Government. Because the U.S. Government generally is not obligated to provide
support to its instrumentalities, the Fund will invest in obligations issued by
these instrumentalities only if Symphony determines that the credit risk with
respect to such obligations is minimal.

The principal of and/or interest on certain U.S. Government securities
which may be purchased by the Fund could be (a) payable in non-U.S. currencies
rather than U.S. dollars or (b) increased or diminished as a result of changes
in the value of the U.S. dollar relative to the value of non-U.S. currencies.

The value of such portfolio securities may be affected favorably by
changes in the exchange rate between foreign currencies and the U.S. dollar.

Mortgage—-Related and Asset-Backed Securities. Mortgage-related
securities are debt instruments that provide periodic payments consisting of
interest and/or principal that are derived from or related to payments of
interest and/or principal on underlying mortgages. Additional payments on
mortgage-related securities may be made out of unscheduled prepayments of
principal resulting from the sale of the underlying property, or from
refinancing or foreclosure, net of fees or costs that may be incurred. The
mortgage-related securities in which the Fund invests will typically pay
variable rates of interest, although the Fund may invest in fixed-rate
obligations as well.

The Fund may invest in certain asset-backed securities as discussed
below.

Asset-backed securities are payment claims that are securitized in the
form of negotiable paper that is issued by a financing company (generally called
a Special Purpose Vehicle or "SPV"). These securitized payment claims are, as a
rule, corporate financial assets brought into a pool according to specific
diversification rules. The SPV is a company founded solely for the purpose of
securitizing these claims and its only asset is the risk arising out of this
diversified asset pool. On this basis, marketable securities are issued which,
due to the diversification of the underlying risk, generally represent a lower
level of risk than the original assets. The redemption of the securities issued
by the SPV takes place at maturity out of the cash flow generated by the
collected claims.

A collateralized loan obligation ("CLO") is a structured credit
security issued by an SPV that was created to reapportion the risk and return
characteristics of a pool of assets. The assets, typically Senior Loans, are
used as collateral supporting the various debt tranches issued by the SPV. The
key feature of the CLO structure is the prioritization of the cash flows from a
pool of debt securities among the several classes of CLO holders, thereby
creating a series of obligations with varying rates and maturities appealing to
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a wide range of investors. CLOs generally are secured by an assignment to a
trustee under an indenture pursuant to which the bonds are issued of collateral
consisting of a pool of debt instruments, usually, non-investment grade bank
loans. Payments with respect to the underlying debt securities generally are
made to the trustee under the indenture. CLOs are designed to be retired as the
underlying debt instruments are repaid. In the event of sufficient early
prepayments on such debt instruments, the class or series of CLO first to mature
generally will be retired prior to maturity. Therefore, although in most cases
the issuer of CLOs will not supply additional collateral in the event of such
prepayments, there will be sufficient collateral to secure their priority with
respect to other CLO tranches that remain outstanding. The credit quality of
these securities depends primarily upon the quality of the underlying assets,
their priority with respect to other CLO tranches and the level of credit
support and/or enhancement provided.

The underlying assets (e.g., loans) are subject to prepayments which
shorten the securities' weighted average maturity and may lower their return. If
the credit support or enhancement is exhausted, losses or delays in payment may
result if the required payments of principal and interest are not made. The
value of these securities also may change because of changes in the market's
perception of the creditworthiness of the servicing agent for the pool, the
originator of the pool, or the financial institution or fund providing the
credit support or enhancement.

The Fund also may invest in collateralized debt obligations ("CDOs"). A
CDO is a structured credit security issued by an SPV that was created to
reapportion the risk and return characteristics of a pool of assets. The assets,
typically non-investment grade bonds, leveraged loans, and other asset-backed
obligations, are used as collateral supporting the various debt and equity
tranches issued by the SPV. CDOs operate similarly to CLOs and are subject to
the same inherent risks.

Generally, rising interest rates tend to extend the duration of
fixed-rate mortgage-related securities, making them more sensitive to changes in
interest rates. As a result, in a period of rising interest rates,
mortgage-related securities held by the Fund may exhibit additional volatility.
This is known as extension risk. Symphony expects that the Fund will focus its
mortgage-related investments principally in adjustable rate mortgage-related and
other asset-backed securities, which should minimize the Fund's overall
sensitivity to interest rate volatility and extension risk. However, because
interest rates on most adjustable rate mortgage-related and other asset-backed
securities typically only reset periodically (e.g., monthly or quarterly),
changes in prevailing interest rates (and particularly sudden and significant
changes) can be expected to cause some fluctuation in the market value of these
securities, including declines in market value as interest rates rise. In
addition, adjustable and fixed rate mortgage-related securities are subject to
prepayment risk. This can reduce the Fund's returns because the Fund may have to
reinvest that money at lower prevailing interest rates. Below investment grade
securities frequently have call features that allow an issuer to redeem a
security at dates prior to its stated maturity at a specified price (typically
greater than par) only if certain prescribed conditions are met (commonly
referred to as call protection). An issuer may redeem a lower grade security if,
for example, the issuer can refinance the debt at a lower cost due to declining
interest rates or an improvement in the credit standing of the issuer. Senior
Loans typically have no such call protection. For premium bonds (bonds acquired
at prices that exceed their par or principal value) purchased by the Fund,
prepayment risk may be increased. The Fund's investments in other asset-backed
securities are subject to risks similar to those associated with
mortgage-related securities, as well as additional risks associated with the
nature of the assets and the servicing of those assets.
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Debtor-In-Possession Financings. The Fund may invest in
debtor-in-possession financings (commonly called "DIP financings"). DIP
financings are arranged when an entity seeks the protections of the bankruptcy
court under chapter 11 of the U.S. Bankruptcy Code. These financings allow the
entity to continue its business operations while reorganizing under chapter 11.
Such financings are senior liens on unencumbered security (i.e., security not
subject to other creditors claims). There is a risk that the entity will not
emerge from chapter 11 and be forced to liquidate its assets under chapter 7 of
the Bankruptcy Code. In such event, the Fund's only recourse will be against the
property securing the DIP financing.

Commercial Paper. Commercial paper represents short-term unsecured
promissory notes issued in bearer form by corporations such as banks or bank
holding companies and finance companies. The rate of return on commercial paper
may be linked or indexed to the level of exchange rates between the U.S. dollar
and a foreign currency or currencies.

Warrants and Equity Securities. The Fund may acquire equity securities
and warrants issued by a Borrower or its affiliates as part of a package of
investments in the Borrower or its affiliates issued in connection with a Senior
Loan of the Borrower. The Fund also may convert a warrant so acquired into the
underlying security. Investments in warrants and equity securities entail
certain risks in addition to those associated with investments in Senior Loans.
The value of these securities may be affected more rapidly, and to a greater
extent, by company-specific developments and general market conditions. These
risks may increase fluctuations in the Fund's net asset value. The Fund may
possess material non-public information about a Borrower as a result of its
ownership of a Senior Loan of such Borrower. Because of prohibitions on trading
in securities of issuers while in possession of such information the Fund might
be unable to enter into a transaction in a security of such a Borrower when it
would otherwise be advantageous to do so.

OTHER INVESTMENT POLICIES AND TECHNIQUES
REPURCHASE AGREEMENTS

As temporary investments, the Fund may invest in repurchase agreements.
A repurchase agreement is a contractual agreement whereby the seller of
securities (U.S. Government securities or municipal bonds) agrees to repurchase
the same security at a specified price on a future date agreed upon by the
parties. The agreed-upon repurchase price determines the yield during the Fund's
holding period. Repurchase agreements are considered to be loans collateralized
by the underlying security that is the subject of the repurchase contract. The
Fund will only enter into repurchase agreements with registered securities
dealers or domestic banks that, in the opinion of Symphony, present minimal
credit risk. The risk to the Fund is limited to the ability of the issuer to pay
the agreed-upon repurchase price on the delivery date; however, although the
value of the underlying collateral at the time the transaction is entered into
always equals or exceeds the agreed-upon repurchase price, if the value of the
collateral declines there is a risk of loss of both principal and interest. In
the event of default, the collateral may be sold but the Fund might incur a loss
if the value of the collateral declines, and might incur disposition costs or
experience delays in connection with liquidating the collateral. In addition, if
bankruptcy proceedings are commenced with respect to the seller of the security,
realization upon the collateral by the Fund may be delayed or limited. Symphony
will monitor the value of the collateral at the time the transaction is entered
into and at all times subsequent during the term of the repurchase agreement in
an effort to determine that such value always equals or exceeds the agreed-upon
repurchase price. In the event the value of the collateral declines below the
repurchase price, Symphony will demand additional collateral from the issuer to
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increase Symphony of the collateral to at least that of the repurchase price,
including interest.

SOVEREIGN DEBT SECURITIES

The Fund may invest in debt securities and other instruments that are
issued by, or that are related to, government, government-related and
supranational issuers, including those located, or conducting their business, in
emerging markets countries.

The ability of a non-U.S. sovereign issuer, especially in an emerging
market country, to make timely and ultimate payments on its debt obligations
will be strongly influenced by the sovereign issuer's balance of payments,
including export performance, its access to international credits and
investments, fluctuations of interest rate and the extent of its foreign
reserves. A country whose exports are concentrated in a few commodities or whose
economy depends on certain strategic imports could be vulnerable to fluctuations
in international prices of these commodities or imports. To the extent that a
country receives payment for its export in currencies other than dollars, its
ability to make debt payments denominated in dollars could be adversely
affected. If a sovereign issuer cannot generate sufficient earnings from foreign
trade to service its external debt, it may need to depend on continuing loans
and aid from foreign governments, commercial banks and multinational
organizations. There may be no bankruptcy proceedings similar to those in U.S.
by which defaulted interest may be collected.

Additional factors that may influence the ability or willingness to
service debt include, but are not limited to, a country's cash flow situation,
the availability or sufficient foreign exchange on the date a payment is due,
the relative size of its debt service burden to the economy as a whole, and its
government's policy towards the International Monetary Fund, the International
Bank for Reconstruction and Development and other international agencies to
which a government debtor may be subject.

The Fund may invest in debt securities issued by issuers located, or
conducting their business in, emerging markets countries, and investments in
such debt securities are particularly speculative. Heightened risks of investing
in emerging markets sovereign debt include:

- Risk of default by a governmental issuer or guarantor. In the
event of a default, the Fund may have limited legal recourse
against the issuer and/or guarantor.

- Risk of restructuring certain debt obligations. This may
include reducing and rescheduling interest and principal
payments or requiring lenders to extend additional credit,
which may adversely affect the value of these investments.

In addition, risks of investing in emerging markets securities include:
smaller market capitalization of securities markets, which may suffer periods of
relative illiquidity, significant price volatility, restrictions on foreign
investment, and possible repatriation of investment income and capital. in
addition, foreign investors may be required to register the proceeds of sales,
future economic or political crises could lead to price controls, forced
mergers, expropriation or confiscatory taxation, seizure, nationalization, or
creation of government monopolies. The currencies of emerging market countries
may experience significant declines against the U.S. dollar, and devaluation may
occur subsequent to investments in these currencies by the Fund. Inflation and
rapid fluctuations in inflation rates have had, and may continue to have,
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negative effects on the economies and securities markets of certain emerging
markets countries.

SECURITIES ISSUED BY NON-U.S. ISSUERS

The Fund may invest up to 20% of its Managed Assets in securities of
non-U.S. issuers that are U.S. dollar or non-U.S. dollar denominated. Initially,
the Fund does not intend to invest in non-U.S. dollar denominated securities.
The Fund may invest in any region of the world and invest in companies operating
in developed countries such as Canada, Japan, Australia, New Zealand and most
Western

European countries. Initially, the Fund does not intend to invest in securities
of emerging market issuers. As used in this Statement of Additional Information,
an "emerging market" country is any country determined to have an emerging
markets economy, considering, among other things, factors such as whether the
country has a low-to-middle income economy according to the World Bank or its
related organizations, the country's credit rating, its political and economic
stability and the development of its financial and capital markets. These
countries generally include countries located in Latin America, the Caribbean,
Asia, Africa, the Middle East and Eastern and Central Europe.

Securities of non-U.S. issuers include ADRs, Global Depositary Receipts
(GDRs) or other securities representing underlying shares of non-U.S. issuers.

Positions in those securities are not necessarily denominated in the
same currency as the common stocks into which they may be converted. ADRs are
receipts typically issued by an American bank or trust company evidencing
ownership of the underlying securities. GDRs are U.S. dollar-denominated
receipts evidencing ownership of non-U.S. securities. Generally, ADRs, in
registered form, are designed for the U.S. securities markets and GDRs, in
bearer form, are designed for use in non-U.S. securities markets. The Fund may
invest in sponsored or unsponsored ADRs. In the case of an unsponsored ADR, the
Fund is likely to bear its proportionate share of the expenses of the depository
and it may have greater difficulty in receiving shareholder communications than
it would have with a sponsored ADR. Investors should understand and consider
carefully the risks involved in investing in securities of non-U.S. issuers.
Investing in securities of non-U.S. issuers involves certain considerations
comprising both risks and opportunities not typically associated with investing
in securities of U.S. issuers. These considerations include: (i) less publicly
available information about non-U.S. issuers or markets due to less rigorous
disclosure or accounting standards or regulatory practices; (ii) many non-U.S.
markets are smaller, less liquid and more volatile, meaning that, in a changing
market, Symphony may not be able to sell the Fund's portfolio securities at
times, in amounts or at prices it considers reasonable; (iii) potential adverse
effects of fluctuations in currency exchange rates or controls on the value of
the Fund's investments; (iv) the economies of non-U.S. countries may grow at
slower rates than expected or may experience a downturn or recession; (v) the
impact of economic, political, social or diplomatic developments may adversely
affect the securities markets; (vi) withholding and other non-U.S. taxes may
decrease the Fund's return; (vii) certain non-U.S. countries may impose
restrictions on the ability of non-U.S. issuers to make payments of principal
and/or interest to investors located outside the U.S. due to blockage of foreign
currency exchanges or otherwise; and (viii) possible seizure, expropriation or
nationalization of the company or its assets. These risks are more pronounced to
the extent that the Fund invests a significant amount of its investments in
issuers located in one region and to the extent that the Fund invests in
securities of issuers in emerging markets. Although the Fund may hedge its
exposure to certain of these risks, including the foreign currency exchange rate
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risk, there can be no assurance that the Fund will enter into hedging
transactions at any time or at times or under circumstances in which it might be
advisable to do so.

Debt Obligations of Non-U.S. Governments. An investment in debt
obligations of non-U.S. governments and their political subdivisions (sovereign
debt) involves special risks that are not present in corporate debt obligations.
The non-U.S. issuer of the sovereign debt or the non-U.S. governmental
authorities that control the repayment of the debt may be unable or unwilling to
repay principal or interest when due, and the Fund may have limited recourse in
the event of a default. During periods of economic uncertainty, the market
prices of sovereign debt may be more volatile than prices of debt obligations of
U.S. issuers. In the past, certain non-U.S. countries have encountered
difficulties in servicing their debt obligations, withheld payments of principal
and interest and declared moratoria on the payment of principal and interest on
their sovereign debt.

A sovereign debtor's willingness or ability to repay principal and pay
interest in a timely manner may be affected by, among other factors, its cash
flow situation, the extent of its non-U.S. currency reserves, the availability
of sufficient non-U.S. currency, the relative size of the debt service burden,
the sovereign debtor's policy toward its principal international lenders and
local political constraints. Sovereign debtors may also be dependent on expected
disbursements from non-U.S. governments, multilateral agencies and other
entities to reduce principal and interest arrearages on their debt. The failure
of a sovereign debtor to implement economic reforms, achieve specified levels of
economic performance or repay principal or interest when due may result in the
cancellation of third-party commitments to lend funds to the sovereign debtor,
which may further impair such debtor's ability or willingness to service its
debts.

Eurodollar Instruments and Yankee Bonds. The Fund may invest in
Eurodollar instruments and Yankee bonds. Yankee bonds are U.S. dollar
denominated bonds typically issued in the U.S. by non-U.S. governments and their
agencies and non-U.S. banks and corporations. These investments involve risks
that are different from investments in securities issued by U.S. issuers,
including potential unfavorable political and economic developments, non-U.S.
withholding or other taxes, seizure of non-U.S. deposits, currency controls,
interest limitations or other governmental restrictions which might affect
payment of principal or interest.

ZERO COUPON AND PAYMENT-IN-KIND SECURITIES

The Fund's investments in debt securities may be in the form of a zero
coupon bond. Zero coupon bonds are debt obligations that do not entitle the
holder to any periodic payments of interest for the entire life of the
obligation. When held to its maturity, its return comes from the difference
between the purchase price and its maturity value. Payment-in-kind securities
("PIKs") pay dividends or interest in the form of additional securities of the
issuer, rather than in cash. Each of these instruments is typically issued and
traded at a deep discount from its face amount. The amount of the discount
varies depending on such factors as the time remaining until maturity of the
securities, prevailing interest rates, the liquidity of the security and the
perceived credit quality of the issuer. The market prices of zero coupon bonds
and PIKs generally are more volatile than the market prices of debt instruments
that pay interest currently and in cash and are likely to respond to changes in
interest rates to a greater degree than do other types of securities having
similar maturities and credit quality. In order to satisfy a requirement for
qualification to be taxed as a "regulated investment company" under the Internal
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Revenue Code of 1986, as amended (the "Code"), an investment company, such as
the Fund, must distribute each year at least 90% of its investment company
taxable income, including the original issue discount accrued on zero coupon
bonds and PIKs. Because the Fund will not on a current basis receive cash
payments from the issuer of these securities in respect of any accrued original
issue discount, in some years the Fund may have to distribute cash obtained from
selling other portfolio holdings of the Fund in order to avoid unfavorable tax
consequences. In some circumstances, such sales might be necessary in order to
satisfy cash distribution requirements to its shareholders even though
investment considerations might otherwise make it undesirable for the Fund to
sell securities at such time. See "Federal Income Tax Matters." Under many
market conditions, investments in zero coupon bonds and PIKs may be illiquid,
making it difficult for the Fund to dispose of them or determine their current
value.

WHEN-ISSUED AND DELAYED DELIVERY TRANSACTIONS

The Fund may buy and sell securities on a when-issued or delayed
delivery basis, making payment or taking delivery at a later date, normally
within 15 to 45 days of the trade date. On such transactions the payment
obligation and the interest rate are fixed at the time the buyer enters into the
commitment. Beginning on the date the Fund enters into a commitment to purchase
securities on a when-issued or delayed delivery basis, the Fund is required
under rules of the Commission to maintain in a
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separate account liquid assets, consisting of cash, cash equivalents or liquid
securities having a market value at all times of at least equal to the amount of
any delayed payment commitment. Income generated by any such assets which
provide taxable income for federal income tax purposes is includable in the
taxable income of the Fund. The Fund may enter into contracts to purchase
securities on a forward basis (i.e., where settlement will occur more than 60
days from the date of the transaction) only to the extent that the Fund
specifically collateralizes such obligations with a security that is expected to
be called or mature within sixty days before or after the settlement date of the
forward transaction. The commitment to purchase securities on a when-issued,
delayed delivery or forward basis may involve an element of risk because no
interest accrues on the bonds prior to settlement and at the time of delivery
the market value may be less than their cost.

NO INVERSE FLOATING RATE SECURITIES

The Fund will not invest in inverse floating rate securities, which are
securities that pay interest at rates that vary inversely with changes in
prevailing interest rates and which represent a leveraged investment in an
underlying security.

HEDGING TRANSACTIONS

As a non-fundamental policy that can be changed by the Board of
Trustees, the use of derivatives and other transactions for purposes of hedging
the portfolio will be restricted to reducing the portfolio's exposure to lower
grade credit risk, foreign currency exchange rate risk and the risk of increases
in interest rates. The specif