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Calculation of Registration Fee Under the Securities Act of 1933

Proposed Proposed

Maximum  Maximum
Title of Securities Amount Being Offering Price Aggregate Amount of
Being Registered Registered Per Unit Offering Price(1) Registration Fee
Common Shares,

2
$0.001 par value 1,000 $20.00 $20,000 $2.32
@) Estimated solely for the purpose of determining the registration fee.
2) Previously paid.

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.
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The information in this Prospectus is not complete and may be changed. The Fund may not sell these securities until
the registration statement filed with the Securities and Exchange Commission is effective. This Prospectus is not an
offer to sell these securities and is not soliciting an offer to buy these securities in any jurisdiction where the offer or
sale is not permitted.

SUBJECT TO COMPLETION

PRELIMINARY PROSPECTUS DATED APRIL [ ], 2012

PROSPECTUS

[ 1 SHARES
MainStay DEFINEDTERM Municipal OPpORTUNITES fund
COMMON SHARES

$[__] PER SHARE

The Fund. MainStay DefinedTerm Municipal Opportunities Fund (the “Fund”) is a newly organized, diversified,
closed-end management investment company. The Fund will have an approximate 12-year limited term unless
otherwise determined by the Fund’s Board of Trustees.

Investment Objectives. The Fund’s primary investment objective is to seek current income exempt from regular Federal
income taxes (but which may be includable in taxable income for purposes of the alternative minimum tax). The
Fund’s secondary objective is total return. There can be no assurance that the Fund’s investment objectives will be
achieved.

Investment Strategy. The Fund seeks to achieve its investment objectives by investing, under normal market

conditions, at least 80% of its “Managed Assets” in municipal bonds, whose interest is, in the opinion of bond counsel to
the issuers, generally excludable from gross income for regular Federal income tax purposes (except that the interest
may be includable in taxable income for purposes of the Federal alternative minimum tax). “Managed Assets” are the
total assets of the Fund (including any assets attributable to money borrowed for investment purposes, including
proceeds from (and assets subject to) any credit facility, any issuance of Preferred Shares (as defined below) or notes,
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or any reverse repurchase agreements) minus the sum of the Fund’s accrued liabilities (other than Fund liabilities
incurred for the purpose of leverage).

Municipal bonds are a form of debt obligations, which may have a variety of issuers, including governmental entities
or other qualifying issuers. Issuers may be states, territories and possessions of the U.S. and the District of Columbia
and their political subdivisions, agencies and instrumentalities. Municipal bonds include, among other instruments,
general obligation bonds, revenue bonds, municipal leases, certificates of participation, private activity bonds, and
moral obligation bonds, as well as short-term, tax-exempt obligations such as municipal notes and variable rate
demand obligations. Under normal market conditions, the Fund may not invest more than 25% of its Managed Assets
in municipal bonds of issuers located in a single state.

Although the Fund may invest in municipal bonds rated in any rating category or in unrated municipal bonds, MacKay
Shields LL.C, the Fund’s Sub-Advisor (as defined below), intends to invest at least 75% of the Fund’s Managed Assets
in investment grade quality bonds as rated by at least one independent rating agency (such as bonds rated BBB- or
higher by Standard & Poor’s (“S&P”) or Fitch Ratings (“Fitch”) or Baa3 or higher by Moody’s Investor Service, Inc.
(“Moody’s”)). It is possible that the Fund could invest up to 100% of its Managed Assets in these securities. The Fund
may invest up to 25% of its Managed Assets in non-investment grade municipal bonds (commonly referred to as “junk
bonds”), including up to 10% of its Managed Assets in municipal bonds that are the subject of bankruptcy proceedings,
that are in default as to the payment of principal or interest, or that are rated in the lowest rating category by an
independent rating agency (such as bonds rated D by S&P or Moody’s), or if unrated, judged to be of comparable
quality by the Sub-Advisor (“distressed securities”). If the independent ratings agencies assign different ratings to the
same security, the Fund will use the higher rating for purposes of determining the security’s credit quality. The Fund
may also invest up to 20% in taxable municipal securities. The Fund can invest in bonds of any maturity; however, it
will generally invest in municipal bonds that have a maturity of five years or longer at the time of purchase.

The Fund may also invest more than 25% of its Managed Assets in municipal bonds that are related in such a way that
an economic, business or political development or change affecting one such security could also affect the other
securities. Some of the Fund’s earnings may be subject to Federal income tax and most may be subject to state and
local taxes. The Fund may invest in other registered investment companies, including closed-end funds and
exchange-traded funds (“ETFs”), subject to the limitations of the Investment Company Act of 1940, as amended (the
“1940 Act”).
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The Fund intends to use leverage to seek to achieve its investment objectives. The Fund may invest in derivatives,
such as futures, options, special purpose vehicles and swap agreements to seek enhanced returns or to reduce the risk
of loss of (hedge) certain of its holdings.

No Prior History. BECAUSE THE FUND IS NEWLY ORGANIZED, ITS SHARES HAVE NO HISTORY OF
PUBLIC TRADING. SHARES OF CLOSED-END INVESTMENT COMPANIES FREQUENTLY TRADE AT A
DISCOUNT FROM THEIR NET ASSET VALUE. THIS RISK MAY BE GREATER FOR INVESTORS
EXPECTING TO SELL THEIR SHARES IN A RELATIVELY SHORT PERIOD OF TIME AFTER COMPLETION
OF THE PUBLIC OFFERING. The Fund intends to apply to list the Common Shares (as defined below) on the New
York Stock Exchange. The trading or ticker symbol of the Common Shares is expected to be “[  ].”

Manager and Sub-Advisor. New York Life Investment Management LLC (“New York Life Investments” or the
“Manager”), an indirect, wholly-owned subsidiary of New York Life Insurance Company (“New York Life”), will
administer the Fund’s business affairs and manage the investment operations of the Fund and the composition of the
portfolio of the Fund, subject to the supervision of the Board of Trustees. The Manager intends to delegate its

portfolio management responsibilities to MacKay Shields LLC (“MacKay Shields” or “Sub-Advisor”), also an indirect,
wholly-owned subsidiary of New York Life. See “Management of the Fund” in this Prospectus and “The Manager and
Sub-Advisor” in the Fund’s Statement of Additional Information (the “SAI”).

Limited Term. Pursuant to the terms of the Fund’s Agreement and Declaration of Trust, the Fund will commence the
process of liquidation and dissolution at the close of business on [ ] (“Termination Date”) unless otherwise extended by
a majority of the Board of Trustees (as discussed in further detail below). During the six-month period preceding the
Termination Date or Extended Termination Date (as defined below), the Board of Trustees may, without shareholder
approval unless such approval is required by the 1940 Act, determine to (i) merge or consolidate the Fund so long as

the surviving or resulting entity is an open-end registered investment company that is managed by the same

investment adviser which serves as the investment adviser to the Fund at that time or is an affiliate of such investment
adviser; or (ii) convert the Fund from a closed-end fund into an open-end registered investment company.

Prior to the commencement of the six-month period preceding the Termination Date, a majority of the Board of
Trustees may extend the Termination Date for a period of not more than two years or such shorter time as may be
determined (“Extended Termination Date”), upon a determination that taking such actions as described in (i) or (ii)
above would not, given prevailing market conditions, be in the best interests of the Fund’s shareholders. The
Termination Date may be extended an unlimited number of times by the Board of Trustees prior to the first business
day of the sixth month before the next occurring Extended Termination Date.

Leverage. The Fund may use leverage by borrowing funds from banks or other financial institutions (such as through
margin purchases involving a prime broker), by investing in derivative instruments with leverage imbedded in them,
such as residual interest municipal tender option bonds (“TOBs Residuals”), by investing in reverse repurchase
agreements, by issuing preferred shares or by any other means permitted under the 1940 Act. Under current market
conditions, the Manager and the Sub-Advisor anticipate that the overall effective leverage, which includes all forms of
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leverage, will not exceed 35% of the Fund’s Managed Assets upon launch. However, in no event will the Fund’s overall
effective leverage exceed 50% of the Fund’s Managed Assets.

The use of leverage is subject to numerous risks and will cause the Fund’s net asset value (“NAV”) to be more volatile
than if leverage was not used. For example, a rise in short-term interest rates, which currently are near historically low
levels, will cause the Fund’s NAV to decline more than if the Fund had not used leverage. A reduction in the Fund’s
NAYV may cause a reduction in the market price of its Common Shares. See “Leverage Program,” “Risks—General
Leverage Risk” and “Description of Shares.”
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INVESTING IN THE FUND’S COMMON SHARES INVOLVES CERTAIN RISKS THAT ARE DESCRIBED IN
THE “RISKS” SECTION BEGINNING ON PAGE [ ] OF THIS PROSPECTUS.

The net asset value per Common Share will be reduced immediately following this offering as a result of the payment
of certain offering costs. See “Risks — Market Discount From Net Asset Value Risk.”

You should read this Prospectus, which contains important information about the Fund, before deciding whether to
invest in the Common Shares, and you should retain it for future reference. This Prospectus sets forth concisely the
information about the Fund that a prospective investor ought to know before investing. The SAI, dated [ ,] 2012, as it
may be 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 SAI, the table of contents of which is on page [ ] of this Prospectus, annual and semi-annual reports to
shareholders when available, and other information about the Fund, and make shareholder inquiries by calling [ ]; by
writing to the Fund at [ ]; or from the Fund’s website ([ ]). You also may obtain a copy of the SAI (and other
information regarding the Fund) from the Securities and Exchange Commission’s website (http://www.sec.gov).

The Fund’s Common 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.

PER SHARE TOTAL (1)
Public offering price $[__1] $
Sales load $ ] $
Estimated offering costs (2) (3) $ [ $
Proceeds, after expenses, to the Fund $[__] $

(1) The Fund has granted the underwriters an option to purchase up to [ ] additional Common Shares at the public
offering price, less the sales load, within [45] days of the date of this Prospectus solely to cover overallotments, if any.
If such option is exercised in full, the total public offering price, sales load, estimated offering costs and proceeds,
after expenses, to the Fund willbe $ , $, $ and $ , respectively. See “Underwriting.”

(2) Total expenses of the offering of the Common Shares of the Fund paid by the Fund (other than sales load, but
including the partial reimbursement of certain underwriter expenses described below) are estimated to be $ , which
represents [ %] (or $[ ] per Common Share) of the Fund’s aggregate offering price. The Manager has agreed to pay:
[insert].
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(3) The Fund has agreed to pay the underwriters $ per Common Share as a partial reimbursement of expenses incurred
in connection with the offering. The Manager and the Sub-Advisor (not the Fund) will pay additional compensation to
and may also pay certain qualifying underwriters a sales incentive fee, structuring fee, or alternatively, additional
compensation in connection with the offering. Each of the Manager and the Sub-Advisor will be responsible for
one-half of such additional compensation and fees. See “Underwriting.”

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.

The Common Shares will be ready for delivery on or about ,2012.

[INSERT UNDERWRITING SYNDICATE]

The date of this Prospectus is , 2012.
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THE 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 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.
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YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED IN THIS PROSPECTUS. NEITHER THE
FUND NOR THE UNDERWRITERS HAVE AUTHORIZED ANY OTHER PERSON TO PROVIDE YOU WITH

DIFFERENT INFORMATION. IF ANYONE PROVIDES YOU WITH DIFFERENT OR INCONSISTENT

INFORMATION, YOU SHOULD NOT RELY ON IT. NEITHER THE FUND NOR THE UNDERWRITERS ARE
MAKING AN OFFER TO SELL THESE SECURITIES IN ANY JURISDICTION WHERE THE OFFER OR SALE
IS NOT PERMITTED. You should assume that the information contained herein is accurate only as of the date of this
prospectus. Subsequent to the date of this prospectus, the Fund will update this prospectus during the period that this

prospectus is required to be delivered, if the Fund determines any material information contained in this prospectus
becomes materially inaccurate.
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Prospectus Summary

This is only a summary. This summary does not contain all of the information that you should consider before
investing in the Fund’s Common Shares. You should review the more detailed information contained elsewhere in this
Prospectus and in the Statement of Additional Information (the “SAI”), especially the information set forth in this
Prospectus under the heading “Risks.”

THE FUND

THE
OFFERING

WHO MAY
WANT TO
INVEST

INVESTMENT
OBJECTIVES

MainStay DefinedTerm Municipal Opportunities Fund (the “Fund”) is a newly organized, diversified,
closed-end management investment company. See “The Fund.” The Fund will have an approximate
12-year limited term unless otherwise determined by the Fund’s Board of Trustees. See “Limited
Term.”

The Fund is offering common shares of beneficial interest (“Common Shares”) at $[ ] per share
through a group of underwriters (the “Underwriters”) led by (* ). You must purchase at least [ ]
Common Shares in this offering. The Fund has given the Underwriters an option to purchase up to [

] additional Common Shares to cover orders in excess of Common Shares. [The Manager has agreed
to pay: [insert]]

New York Life Investment Management LL.C (“New York Life Investments” or the “Manager”) and
MacKay Shields LLC (“MacKay Shields” or the “Sub-Advisor”) believe that current market conditions
have created an opportunity to invest in a portfolio of municipal securities at attractive prices. The
Manager believes that returns can be enhanced by dynamically adjusting a portfolio’s credit quality,
maturity, and taxation profile through a credit cycle. Additionally, the Manager believes that the
Fund’s limited term, closed-end structure allows investors to take advantage of the current municipal
market by purchasing a managed portfolio of municipal securities at discounted market valuations,
without the diminution of value that could occur in an open-end structure. The closed-end structure
allows the Fund to maintain a stable pool of assets, without the need to keep assets in low-yielding
instruments like cash or cash equivalents or to liquidate assets, sometimes at inopportune times, to
meet redemption requests. The Fund’s limited term structure may also mitigate trading discount
concerns for long-term investors because the Fund intends to terminate and/or merge into an
open-end fund. See “Limited Term” and “Certain Provisions in the Agreement and Declaration of
Trust.”

The Fund’s primary investment objective is to seek current income exempt from regular Federal
income taxes (but which may be includable in taxable income for purposes of the alternative

AND POLICIES minimum tax). The Fund has a secondary objective of total return. There can be no assurance that the

Fund’s investment objectives will be achieved.

The Fund seeks to achieve its investment objectives by investing, under normal market conditions, at
least 80% of its “Managed Assets” (as defined below) in municipal bonds, whose interest is, in the
opinion of bond counsel to the issuers, generally excludable from gross income for regular Federal
income tax purposes (except that the interest may be includable in taxable income for purposes of the
Federal alternative minimum tax).

The Fund may invest in municipal bonds rated in any rating category or in unrated municipal bonds.
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Municipal bonds are a form of debt obligations, which may have a variety of issuers, including
governmental entities or other qualifying issuers. Issuers may be states, territories and possessions of
the U.S. and the District of Columbia and their political subdivisions, agencies and instrumentalities.
Municipal bonds include, among other instruments, general obligation bonds, revenue bonds,
municipal leases, certificates of participation, private activity bonds, and moral obligation bonds, as
well as short-term, tax-exempt obligations such as municipal notes and variable rate demand
obligations. Under normal market conditions, the Fund may not invest more than 25% of its
Managed Assets in municipal bonds of issuers located in a single state.
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Although the Fund may invest in municipal bonds rated in any rating category or in unrated municipal bonds,
MacKay Shields LLC, the Fund’s Sub-Advisor, intends to invest at least 75% of the Fund’s Managed Assets in
investment grade quality bonds as rated by at least one independent rating agency (such as bonds rated BBB- or
higher by Standard & Poor’s (“S&P”) or Fitch Ratings (“Fitch™) or Baa3 or higher Moody’s Investor Service, Inc.
(“Moody’s™)). It is possible that the Fund could invest up to 100% of its Managed Assets in these securities. The Fund
may invest up to 25% of its Managed Assets non-investment grade municipal bonds (commonly referred to as “junk
bonds”), including up to 10% of its Managed Assets in municipal bonds that are the subject of bankruptcy
proceedings, that are in default as to the payment of principal or interest, or that are rated in the lowest rating
category by an independent rating agency (such as bonds rated D by S&P or Moody’s), or if unrated, judged to be of
comparable quality by the Sub-Advisor (“distressed securities”). If the independent ratings agencies assign different
ratings to the same security, the Fund will use the higher rating for purposes of determining the security’s credit
quality. The Fund may also invest up to 20% in taxable municipal securities. The Fund can invest in bonds of any
maturity; however, it will generally invest in municipal bonds that have a maturity of five years or longer at the time
of purchase.

The Fund may also invest more than 25% of its Managed Assets in municipal bonds that are related in such a way

that an economic, business or political development or change affecting one such security could also affect the other
securities. A portion of the Fund’s distributions may be subject to Federal income tax and such distributions will
generally be subject to state and local taxes. A portion of the Fund’s distributions may be includable in taxable income
for purposes of the Federal alternative minimum tax.

The Fund may invest in other registered investment companies, including closed-end funds and exchange-traded
funds (“ETFs”), subject to the limitations of the Investment Company Act of 1940, as amended (the “1940 Act”). Income
or gain from such investments may result in taxable distributions by the Fund.

The Fund intends to use leverage to seek to achieve its investment objectives. The Fund may invest in derivatives,
such as futures, options, special purpose vehicles and swap agreements to seek enhanced returns or to reduce the risk
of loss of (hedge) certain of its holdings. Income or gains from such derivatives may result in taxable distributions by
the Fund.

The Fund may invest in securities that, at the time of investment, are illiquid (determined using the Securities and
Exchange Commission’s (“SEC”) standard applicable to registered investment companies, i.e., securities that cannot be
disposed of within seven days in the ordinary course of business at approximately the value at which the Fund has
valued the securities).

“Managed Assets” are the total assets of the Fund (including any assets attributable to money borrowed for investment
purposes, including proceeds from (and assets subject to) any credit facility, any issuance of preferred shares or
notes, or any reverse repurchase agreements) minus the sum of the Fund’s accrued liabilities (other than Fund
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liabilities incurred for the purpose of leverage).
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INVESTMENT
PROCESS

MANAGER AND
SUB-ADVISOR

All percentage limitations described in this Prospectus are measured at the time of investment and
may be exceeded on a going-forward basis as a result of credit rating downgrades or market value
fluctuations of the Fund’s portfolio securities. To the extent the Fund invests in other registered
investment companies, including closed-end funds and ETFs, the Fund may count such holdings
towards various guideline tests (such as the 80% policy), so long as the underlying holdings of
such investment companies are exempt from regular Federal income taxes (but which may be
includable in taxable income for purposes of the alternative minimum tax).

The Fund’s investment objectives, the 80% policy, and certain of the investment restrictions listed

in the SAI are considered fundamental and may not be changed without approval by holders of a
majority of the outstanding voting securities of the Fund, as defined in the 1940 Act, which

includes Common Shares and preferred shares, if any (‘“Preferred Shares”), voting together as a

single class, and the holders of the outstanding Preferred Shares voting as a single class. The
remainder of the Fund’s investment policies, including its investment strategy, are considered
non-fundamental and may be changed by the Fund’s board of trustees (“Board of Trustees”) without
shareholder approval provided that shareholders receive at least 60 days’ prior notice of any such
change adopted by the Board of Trustees. See “The Fund’s Investments” and “Risks” in this Prospectus
and “Investment Policies and Techniques” and “Additional Information About the Fund’s Investments
and Investment Risks” in the SAIL

The Sub-Advisor believes inefficiencies exist in the tax-exempt and tax-advantaged securities
markets. In order to capitalize on these opportunities, the Sub-Advisor applies both a top-down and
bottom-up research investment process. The Sub-Advisor’s top-down analysis considers the
economic, interest rate, inflation outlook and other economic variables to guide overall portfolio
structure. The Sub-Advisor employs a value oriented security selection process to invest in
securities it believes to be mispriced which offer a yield advantage. In choosing investments, the
Sub-Advisor analyzes the credit quality of issuers and considers the yields available on municipal
bonds with different maturities. In addition, the Sub-Advisor reviews macroeconomic events,
technical characteristics in the municipal bond market, tax policies, as well as analyzing individual
municipal securities and sectors. The Sub-Advisor focuses on reducing volatility through its
disciplined investment process and investment risk management.

The Sub-Advisor may sell a security if it no longer believes the security will contribute to meeting
the investment objective of the Fund. In considering whether to sell a security, the Sub-Advisor
may evaluate, among other things, the condition of the economy and meaningful changes in the
issuer’s financial condition.

New York Life Investments will administer the Fund’s business affairs and manage the investment
operations of the Fund and the composition of the portfolio of the Fund, subject to the supervision
of the Board of Trustees. The Manager intends to delegate its portfolio management
responsibilities to MacKay Shields. The Sub-Advisor will be responsible for the day-to-day
management of the Fund’s portfolio.
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The Manager, a Delaware limited liability company, commenced operations in April 2000 and is an
indirect, wholly-owned subsidiary of New York Life Insurance Company (“New York Life”). As of
December 31, 2011, the Manager and its affiliates managed approximately $313.1 billion in assets. See
“Management of the Fund - Manager” in this Prospectus and “The Manager and The Sub-Advisor — The
Management Agreement” in the SAL

MacKay Shields, a registered investment adviser located at 9 West 57th Street, 33rd Floor, New York,
New York 10019, was incorporated in 1969 as an independent investment advisory firm and was

privately held until 1984 when it became an indirect, wholly-owned subsidiary of New York Life. As of
December 31, 2011, MacKay Shields managed approximately $58.1 billion in assets. See “Management
of the Fund--Sub-Advisor” in this Prospectus and “The Manager and The Sub-Advisor — The Sub-Advisory
Agreement” in the SAL

Pursuant to the terms of the Fund’s Agreement and Declaration of Trust, the Fund will commence the
process of liquidation and dissolution at the close of business on [ ] (“Termination Date”) unless otherwise
extended by a majority of the Board of Trustees (as discussed in further detail below). During the
six-month period preceding the Termination Date or Extended Termination Date (as defined below), the
Board of Trustees may, without shareholder approval unless such approval is required by the 1940 Act,
determine to (i) merge or consolidate the Fund so long as the surviving or resulting entity is an

open-end registered investment company that is managed by the same investment adviser which serves

as the investment adviser to the Fund at that time or is an affiliate of such investment adviser; or (ii)
convert the Fund from a closed-end fund into an open-end registered investment company

Prior to the commencement of the six-month period preceding the Termination Date, a majority of the
Board of Trustees may extend the Termination Date for a period of not more than two years or such
shorter time as may be determined (“Extended Termination Date”), upon a determination that taking such
actions as described in (i) or (ii) above would not, given prevailing market conditions, be in the best
interests of the Fund’s shareholders. The Termination Date may be extended an unlimited number of
times by the Board of Trustees prior to the first business day of the sixth month before the next

occurring Extended Termination Date.

See “Certain Provisions in the Agreement and Declaration of Trust” and “Special Risk
Considerations—Limited Term Risk.”

The Fund may use leverage by borrowing funds from banks or other financial institutions (such as
through margin purchases involving a prime broker), by investing in derivative instruments with
leverage imbedded in them, such as residual interest municipal tender option bonds (“TOBs Residuals”),

LEVERAGE by investing in reverse repurchase agreements, by issuing Preferred Shares or by any other means

PROGRAM

permitted under the 1940 Act. Under current market conditions, the Manager and the Sub-Advisor
anticipate that the overall effective leverage, which includes all forms of leverage, will not exceed 35%
of the Fund's Managed Assets upon launch. However, in no event will the Fund’s overall effective
leverage exceed 50% of the Fund’s Managed Assets.
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The use of leverage is subject to numerous risks and will cause the Fund’s net asset value (“NAV”) to be
more volatile than if leverage was not used. For example, a rise in short-term interest rates, which currently
are near historically low levels, will cause the Fund’s NAV to decline more than if the Fund had not used
leverage. A reduction in the Fund’s NAV may cause a reduction in the market price of its Common Shares.

The use of borrowings to leverage the Common Shares can create risks. Changes in the value of the Fund’s
portfolio, including securities bought with the proceeds of leverage, will be borne entirely by the holders of
the Common Shares. If there is a net decrease or increase in the value of the Fund’s investment portfolio,
leverage will decrease or increase, as the case may be, the net asset value per Common Share to a greater
extent than if the Fund did not utilize leverage. A reduction in the Fund’s NAV may cause a reduction in
the market price of its Common Shares. During periods in which the Fund is using leverage, the fees paid
to the Manager and the Sub-Advisor for management and sub-advisory services will be higher than if the
Fund did not use leverage, because the fees paid will be calculated on the basis of the Fund’s Managed
Assets, which includes the proceeds from leverage.

The use of a reverse repurchase agreement will require the Fund to earmark or segregate liquid assets in an
amount equal to the Fund’s repurchase obligation under the reverse repurchase agreement. The Fund will
not earmark or segregate assets transferred to a TOBs Issuer or a reverse repurchase agreement
counterparty. The Fund reserves the right to modify its asset segregation policies in the future to the extent
that such changes are in accordance with applicable regulations or interpretations.

There can be no assurance that the Fund’s leverage strategy will be successful or that the Fund will be able
to use leverage at all. Recent developments in the credit markets may adversely affect the ability of the
Fund to borrow for investment purposes and may increase the costs of such borrowings, which would
reduce returns to the holders of the Common Shares.

Use of leverage creates an opportunity for increased income and return for holders of the Fund's Common
Shares but, at the same time, creates risks, including the likelihood of greater volatility in the NAV and
market price of, and distributions on, the Common Shares. The management fees and sub-advisory fees
paid by the Fund will be calculated on the basis of the Fund's Managed Assets, which includes proceeds
from (and assets subject to) any credit facility, any issuance of Preferred Shares or notes, or any reverse
repurchase agreements minus the sum of the Fund’s accrued liabilities (other than Fund liabilities incurred
for the purpose of leverage). Therefore, the management and sub-advisory fees payable to the Fund’s
Manager and Sub-Advisor, respectively, will be higher when leverage is utilized. This will create a conflict
of interest between the Fund's Manager and Sub-Advisor, on the one hand, and the holders of the Fund's
Common Shares, on the other hand. To monitor this potential conflict, the Board of Trustees intends to
periodically review the Fund’s use of leverage, including its impact on the Fund’s performance and on the
fees paid to the Fund's Manager and Sub-Advisor.
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The Fund may leverage its assets through the use of tender option bond trusts (each, a “TOBs Issuer”). A
TOBs Issuer is typically established by a third party sponsor forming a special purpose trust into which the
Fund, or an agent on behalf of the Fund, transfers municipal bonds or other municipal securities. The Fund
may not invest more than 5% of its Managed Assets in any single TOBs Issuer. A TOBs Issuer typically
issues two classes of beneficial interests: short-term floating rate notes (“TOBs Floaters™), which are sold to
third party investors, and TOBs Residuals, which are generally issued to the Fund. The Fund may invest in
both TOBs Floaters and TOBs Residuals. The Fund does not currently intend to invest in TOBs Residuals
issued by a TOBs Issuer that was not formed for the Fund, although it reserves the right to do so in the
future. The Fund may invest in both TOBs Floaters and TOBs Residuals issued by the same TOBs Issuer.
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Under accounting rules, securities of the Fund that are deposited into a TOBs Issuer are

investments of the Fund and are presented on the Fund’s Schedule of Investments and outstanding
TOBs Floaters issued by a TOBs Issuer are presented as liabilities in the Fund’s Statement of Assets
and Liabilities. Interest income from the underlying security is recorded by the Fund on an accrual
basis. Interest expense incurred on the TOBs Floaters and other expense related to remarketing,
administration and trustee services to a TOBs Issuer are reported as expenses of the Fund.

For TOBs Floaters, generally, the interest rate earned will be based upon the market rates for
municipal securities with maturities or remarketing provisions that are comparable in duration to
the periodic interval of the tender option, which may vary from weekly, to monthly, to extended
periods of one year or multiple years. Since the option feature has a shorter term than the final
maturity or first call date of the underlying securities deposited in the TOBs Issuer, the Fund as the
holder of the TOBs Floaters relies upon the terms of the agreement with the financial institution
furnishing the option as well as the credit strength of that institution. As further assurance of
liquidity, the terms of the TOBs Issuer provide for a liquidation of the municipal security deposited
in the TOBs Issuer and the application of the proceeds to pay off the TOBs Floaters.

There are inherent risks with respect to investing in a TOBs Issuer. These risks include, among
others, the bankruptcy or default of the issuer of the securities in the TOBs Issuer, a substantial
downgrade in the credit quality of the issuer of the securities in the TOBs Issuer, the inability of the
TOBs Issuer to obtain liquidity support for the TOBs Floaters, a substantial decline in the market
value of the securities in the TOBs Issuer, or the inability of the sponsor to remarket any TOBs
Floaters tendered to it by holders of the TOBs Floaters.

During temporary defensive periods or in order to keep the Fund’s cash fully invested, including
during the period when the net proceeds of the offering of Common Shares are being invested, the
Fund may deviate from its investment objectives and investment strategies. During such periods,
the Fund may invest all or a portion of its Managed Assets in certain short-term (less than one year
to maturity) and medium-term (not greater than five years to maturity) debt securities or hold cash.
The short- and medium-term debt securities in which the Fund may invest consist of: (i)
obligations of the U.S. government, its agencies or instrumentalities; (ii) bank deposits and bank
obligations (including certificates of deposit, time deposits and bankers’ acceptances) of U.S. or
foreign banks denominated in any currency; (iii) floating rate securities and other instruments
denominated in any currency issued by various governments or international development
agencies; (iv) finance company and corporate commercial paper and other short-term corporate
debt obligations of U.S. or foreign corporations; (v) repurchase agreements with banks and broker-
dealers with respect to such securities; and (vi) shares of money market funds. See “[ ]” below.
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DISTRIBUTIONS

CUSTODIAN, FUND
ACCOUNTANT,
SUB-ACCOUNTANT
AND TRANSFER
AGENT

LISTING

CLOSED-END
STRUCTURE

Commencing with the Fund’s initial dividend, the Fund intends to make regular monthly
cash distributions of all or a portion of its net investment income to the holders of the
Fund’s Common Shares. The initial monthly dividend on the Fund’s Common Shares is
expected to be declared within approximately 45 days after completion of this offering and
paid approximately 60 to 90 days after completion of this offering. It is expected that the
Fund’s distributions will generally be treated as tax-exempt income for purposes of the
regular federal tax. A portion of the Fund’s distributions may be subject to Federal income
tax and such distributions will generally be subject to state and local taxes. A portion of
such distributions may be includable in taxable income for purposes of the Federal
alternative minimum tax. The Fund will distribute to holders of the Fund’s Common Shares
at least annually all or substantially all of its investment company taxable income after the
payment of dividends and interest, if any, owed with respect to any outstanding preferred
shares or other forms of leverage utilized by the Fund. The Fund intends to pay any capital
gains distributions at least annually. If the Fund realizes a long-term capital gain, it will be
required to allocate such gain between the Common Shares and any Preferred Shares
issued by the Fund in proportion to the total dividends paid to each class for the year in
which the income is realized.

Various factors will affect the level of the Fund’s income, including the asset mix and
average maturity of the Fund’s portfolio, the amount of leverage utilized by the Fund and
the cost of such leverage and the Fund’s use of hedging. To permit the Fund to maintain a
more stable monthly distribution, the Fund may from time to time distribute less than the
entire amount of income earned in a particular period. The undistributed income would be
available to supplement future distributions. As a result, the distributions paid by the Fund
for any particular monthly period may be more or less than the amount of income actually
earned by the Fund during that period. Undistributed income will add to the Fund’s NAV
(and indirectly benefits the Manager and the Sub-Advisor by increasing their fees) and,
correspondingly, distributions from undistributed income will reduce the Fund’s NAV. See
“Distributions” and “Leverage Program.”

Cash distributions to the holders of the Fund’s Common Shares may be reinvested under the
Fund’s Dividend Reinvestment Plan (the “Plan”) in additional whole and fractional shares if
you or your representative elect to enroll in (“opt-in”) the Plan. See “Distributions” and
“Dividend Reinvestment Plan.”

The Fund has retained [insert] as custodian, [insert] as fund accountant, [insert] as the
sub-accountant and [insert] as the transfer agent for the Fund. The Manager and the Board
of Trustees will be responsible for overseeing the activities of the custodian, fund
accountant and transfer agent. See “Custodian, Administrator, Fund Accountant,
Sub-Accountant and Transfer Agent.”

The Fund intends to apply to list the Common Shares on the New York Stock Exchange
(“NYSE”). The trading or ticker symbol of the Common Shares is expected to be “ .”
Closed-end funds differ from open-end management investment companies (commonly
referred to as mutual funds) in that closed-end funds generally list their shares for trading
on a securities exchange and do not redeem their shares at the option of the shareholder.

By comparison, mutual funds issue securities redeemable at net asset value at the option of
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the shareholder and typically engage in a continuous offering of their shares. Mutual funds
are subject to continuous asset in-flows and out-flows, whereas closed-end funds can
generally stay more fully invested in securities consistent with the closed-end fund’s
investment objective(s) and policies. In addition, in comparison to open-end funds,
closed-end funds have greater flexibility in their ability to make certain types of
investments, including investments in illiquid securities.
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Shares of closed-end funds listed for trading on a securities exchange frequently trade at a
discount from net asset value. The market price of such shares may be affected by net asset
value, dividend or distribution levels and their stability (which in turn will be affected by
levels of dividend or interest payments by the fund’s portfolio holdings, the timing and success
of the fund’s investment strategies, regulations affecting the timing and character of fund
distributions, fund expenses and other factors), supply of and demand for the shares, trading
volume of the shares, general market, interest rate and economic conditions and other factors
beyond the control of a closed-end fund. The foregoing factors, among others, may result in
the market price of the Common Shares being greater than, less than or equal to net asset
value.

The Board of Trustees has reviewed the structure of the Fund in light of its investment
objectives and policies and believes that the closed-end fund structure is appropriate. As
described in this Prospectus, however, the Board of Trustees may review periodically the
trading range and activity of the Common Shares with respect to their net asset value, and the
Board of Trustees may take certain actions to seek to reduce or eliminate any such discount to
net asset value. Such actions may include open market repurchases or tender offers for the
Common Shares or the possible conversion of the Fund to an open-end fund. There can be no
assurance that the Board of Trustees will decide to undertake any of these actions or that, if
undertaken, such actions would result in the Common Shares trading at a price equal to or
close to their net asset value. See “Structure of the Fund; Common Share Repurchases and
Conversion to Open-End Fund.”

It is expected that the Fund’s distributions will generally be treated as tax-exempt income for
purposes of the regular federal tax. A portion of the Fund’s distributions may be subject to
Federal income tax and such distributions will generally be subject to state and local taxes. A
portion of such distributions may be includable in taxable income for purposes of the Federal
alternative minimum tax. See “Federal Tax Matters.”

Risk is inherent in all investing. The following discussion summarizes the principal risks that
you should consider before deciding whether to invest in the Fund. For additional information
about the risks associated with investing in the Fund, see “Risks.”

No Operating History. The Fund is a newly organized, diversified, closed-end management
investment company with no operating history. It is designed for long-term investing and not
as a vehicle for trading. Shares of closed-end investment companies frequently trade at a
discount from their net asset value. This risk may be greater for investors expecting to sell
their shares in a relatively short period of time after completion of the public offering.
Investment Risk. An investment in the Fund’s Common Shares is subject to investment risk,
including the possible loss of the entire principal amount that you invest. As with any stock,
the price of the Fund’s Common Shares will fluctuate with market conditions and other factors.
The Fund uses leverage, which will magnify the Fund’s investment, market and certain other
risks.
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Market Risk and Selection Risk. Market risk is the possibility that the market values of securities owned by the Fund
will decline. There is a risk that the bond market will go down in value, including the possibility that the market will
go down sharply and unpredictably. The prices of debt securities tend to fall as interest rates rise, and such declines
tend to be greater among debt securities with longer maturities. Market risk is often greater among certain types of
debt securities, such as zero coupon bonds which do not make regular interest payments but are instead bought at a
discount to their face values and paid in full upon maturity. As interest rates change, these securities often fluctuate
more in price than securities that make regular interest payments and therefore subject the Fund to greater market risk
than a fund that does not own these types of securities. When-issued and delayed delivery transactions are subject to
changes in market conditions from the time of the commitment until settlement. This may adversely affect the prices
or yields of the securities being purchased. The greater the Fund’s outstanding commitments for these securities, the
greater the Fund’s exposure to market price fluctuations. Selection risk is the risk that the securities that the Fund’s
management selects will underperform the bond market, the market relevant indices, or other funds with similar
investment objectives and investment strategies.

Interest Rate Risk. Generally, when market interest rates rise, prices of debt securities fall, and vice versa. Interest
rate risk is the risk that the debt securities in the Fund’s portfolio will decline in value because of increases in market
interest rates. As interest rates increase, slower than expected principal payments may extend the average life of
securities, potentially locking in a below-market interest rate and reducing the Fund’s value. In typical market interest
rate environments, the prices of longer-term debt securities generally fluctuate more than the prices of shorter-term
debt securities as interest rates change. These risks may be greater in the current market environment because certain
interest rates are near historically low levels. As interest rates decline, issuers of municipal bonds that have the right
to call those securities may prepay principal earlier than scheduled, forcing the Fund to reinvest in lower-yielding
securities and potentially reducing the Fund’s income. The Fund may utilize certain strategies, including taking
positions in futures and options for the purpose of reducing the interest rate sensitivity of the Fund’s debt securities
and decreasing the Fund’s exposure to interest rate risk. The Fund is not required to hedge its exposure to interest rate
risk and may choose not to do so. In addition, there is no assurance that any attempts by the Fund to reduce interest
rate risk will be successful.

Credit Risk. Credit risk is the risk that an issuer of a municipal bond will become unable to meet its obligation to
make interest and principal payments. In general, lower rated municipal bonds carry a greater degree of risk that the
issuer will lose its ability to make interest and principal payments, which could have a negative impact on the Fund’s
NAV or dividends. Because the Fund may invest at least 25% of its Managed Assets in non-investment grade
municipal bonds, the Fund is more subject to credit risk than a fund that invests primarily in investment grade
municipal bonds.

Municipal Bond Market Risk. Economic exposure to the municipal bond market involves certain risks. The Fund’s
economic exposure to municipal bonds includes municipal bonds in the Fund’s portfolio and municipal bonds to
which the Fund is exposed through the ownership of TOBs Residuals. The municipal market is one in which dealer
firms make markets in bonds on a principal basis using their proprietary capital, and during the recent market turmoil
these firms’ capital was severely constrained. As a result, some firms were unwilling to commit their capital to
purchase and to serve as a dealer for municipal bonds. Certain municipal bonds may not be registered with the SEC
or any state securities commission and will not be listed on any national securities exchange. The amount of public
information available about the municipal bonds to which the Fund is economically exposed is generally less than
that for corporate equities or bonds, and the investment performance of the Fund may therefore be more dependent on
the analytical abilities of the Sub-Advisor than would be a stock fund or taxable bond fund. The secondary market for
municipal bonds, particularly the below investment grade bonds to which the Fund may be economically exposed,
also tends to be less well-developed or liquid than many other securities markets, which may adversely affect the
ability to sell such bonds at attractive prices or at prices approximating those at which the Fund currently values
them.
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In addition, many state and municipal governments that issue securities are under significant economic and financial
stress and may not be able to satisfy their obligations. The ability of municipal issuers to make timely payments of
interest and principal may be diminished during general economic downturns and as governmental cost burdens are
reallocated among Federal, state and local governments. The taxing power of any governmental entity may be limited
by provisions of state constitutions or laws and an entity’s credit will depend on many factors, including the entity’s
tax base, the extent to which the entity relies on Federal or state aid, and other factors which are beyond the entity’s
control. In addition, laws enacted in the future by Congress or state legislatures or referenda could extend the time for
payment of principal and/or interest, or impose other constraints on enforcement of such obligations, or on the ability
of municipalities to levy taxes or could limit the tax exemption of certain types of municipal bonds that the Fund may
invest in. Issuers of municipal bonds might seek protection under the bankruptcy laws. In the event of bankruptcy of
such an issuer, holders of municipal bonds could experience delays in collecting principal and interest and such
holders may not, in all circumstances, be able to collect all principal and interest to which they are entitled. To
enforce its rights in the event of a default in the payment of interest or repayment of principal, or both, the Fund may
take possession of and manage the assets securing the issuer’s obligations on such securities, which may increase the
Fund’s operating expenses. Any income derived from the Fund’s ownership or operation of such assets may not be
tax-exempt.

General obligation bonds are obligations involving the credit of an issuer possessing taxing power and are payable
from such issuer's general revenues and not from any particular source. Timely payments depend on the issuer’s credit
quality, ability to raise tax revenues and the ability to maintain an adequate tax base.

Revenue bonds issued by state or local agencies to finance the development of low-income, multi-family housing
involve special risks in addition to those associated with municipal bonds generally, including that the underlying
properties may not generate sufficient income to pay expenses and interest costs. Such bonds are generally
non-recourse against the property owner, may be junior to the rights of others with an interest in the properties, may
pay interest that changes based in part on the financial performance of the property, may be prepayable without
penalty and may be used to finance the construction of housing developments which, until completed and rented, do
not generate income to pay interest. Increases in interest rates payable on senior obligations may make it more
difficult for issuers to meet payment obligations on subordinated bonds.

15
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Municipal leases and certificates of participation involve special risks not normally associated with general
obligations or revenue bonds. Leases and installment purchase or conditional sale contracts (which normally provide
for title to the leased asset to pass eventually to the governmental issuer) have evolved as a means for governmental
issuers to acquire property and equipments without meeting the constitutional and statutory requirements for the
issuance of debt. The debt issuance limitations are deemed to be inapplicable because of the inclusion in many leases
or contracts of “non-appropriation” clauses that relieve the governmental issuer of any obligation to make future
payments under the lease or contract unless money is appropriated for such purpose by the appropriate legislative
body on a yearly or other periodic basis. In addition, such leases or contracts may be subject to the temporary
abatement of payments in the event that the governmental issuer is prevented from maintaining occupancy of the
lease premises or utilizing the leased equipment. Although the obligations may be secured by the leased equipment or
facilities, the disposition of the property in the event of non-appropriation or foreclosure might prove difficult, time
consuming and costly, and may result in a delay in recovering or the failure to fully recover ownership of the assets.

Certificates of participation, which represent interests in unmanaged pools of municipal leases or installment
contracts, involve the same risks as the underlying municipal leases. In addition, the Fund may be dependent upon the
municipal authority issuing the certificate of participation to exercise remedies with respect to the underlying
securities. Certificates of participation also entail a risk of default or bankruptcy, both of the issuer of the municipal
lease and also the municipal agency issuing the certificate of participation.

Municipalities and other public authorities issue private activity bonds to finance development of industrial facilities
for use by a private enterprise, which is solely responsible for paying the principal and interest on the bond. Moral
obligation bonds are generally issued by special purpose public authorities of a state or municipality. If the issuer is
unable to meet its obligations, repayment of these bonds becomes a moral commitment, but not a legal obligation, of
the state or municipality.

To be tax exempt, municipal bonds must meet certain regulatory requirements. If a municipal bond fails to meet such
requirements, the interest received by the Fund from its investment in such bonds and distributed to shareholders may
be taxable. It is possible that interest on a municipal bond may be declared taxable after the issuance of the bond, and
this determination may apply retroactively to the date of the issuance of the bond, which could cause a portion of
prior distributions made by the Fund to be taxable to shareholders in the year of receipt.

High Yield Municipal Securities Risk. Bonds of below investment grade quality are regarded as having predominantly
speculative characteristics with respect to the issuer’s capacity to pay interest and repay principal, and are commonly
referred to as “junk bonds.” The value of high yield, lower quality bonds is affected by the creditworthiness of the
issuers of the securities and by general economic and specific industry conditions. Issuers of high yield bonds are not
as strong financially as those with higher credit ratings. These issuers are more vulnerable to financial setbacks and
recession than more creditworthy issuers, which may impair their ability to make interest and principal payments.
Lower grade securities may be particularly susceptible to economic downturns. It is likely that an economic recession
could severely disrupt the market for such securities and may have an adverse impact on the value of such securities.
In addition, it is likely that any such economic downturn could adversely affect the ability of the issuers of such
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securities to repay principal and pay interest thereon and increase the incidence of default for such securities.
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Lower grade securities, though typically high yielding, are characterized by high risk. These securities are subject to
a greater risk of default. They may be subject to certain risks with respect to the issuing entity and to greater market
fluctuations than certain lower yielding, higher rated securities. The retail secondary market for lower grade securities
may be less liquid than that of higher rated securities; adverse conditions could make it difficult at times for the Fund
to sell certain securities or could result in lower prices than those used in calculating the Fund’s NAV. Because of the
substantial risks associated with lower grade securities, you could lose money on your investment in Common Shares
of the Fund, both in the short term and the long term.

The prices of debt securities generally are inversely related to interest rate changes; however, the price volatility
caused by fluctuating interest rates of securities also is inversely related to the coupons of such securities.
Accordingly, below investment grade securities may be relatively less sensitive to interest rate changes than higher
quality securities of comparable maturity because of their higher coupon. This higher coupon is what the investor
receives in return for bearing greater credit risk. The higher credit risk associated with below investment grade
securities potentially can have a greater effect on the value of such securities than may be the case with higher quality
issues of comparable maturity.

The ratings of Moody’s, S&P and other rating agencies represent their opinions as to the quality of the obligations
which they undertake to rate. Ratings are relative and subjective and, although ratings may be useful in evaluating the
safety of interest and principal payments, they do not evaluate the market value risk of such obligations. Although
these ratings may be an initial criterion for selection of portfolio investments, the Sub-Advisor also will

independently evaluate these securities and the ability for the issuers of such securities to pay interest and principal.
To the extent that the Fund invests in lower grade securities that have not been rated by a rating agency, the Fund’s
ability to achieve its investment objectives will be more dependent on the Sub-Advisor’s credit analysis than would be
the case when the Fund invests in rated securities.

Limited Term Risk. Unless action is otherwise taken by the Board of Trustees in accordance with the Agreement and
Declaration of Trust, the Fund will commence the process of liquidation and dissolution at the close of business on

[ 1. The Fund will not seek to return $[ ] per share upon termination. The Fund’s limited term may cause it to sell
securities when it otherwise would not, which could cause the Fund’s returns to decrease and the market price of the
Common Shares to fall. Rather than reinvesting the proceeds of its matured, called or sold securities, the Fund may
distribute the proceeds in one or more liquidating distributions prior to the final termination, which may cause the
Fund’s fixed expenses to increase when expressed as a percentage of assets under management. Alternatively, the
Fund may invest the proceeds in lower yielding securities or hold the proceeds in cash or cash equivalents, which

may adversely affect the performance of the Fund.
17
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General Leverage Risk. The use of leverage creates an opportunity for increased common share net investment
income dividends, but also creates risks for the holders of Common Shares. Leverage is a speculative technique that
exposes the Fund to greater risk and increased costs than if it were not implemented. Increases and decreases in the
value of the Fund’s portfolio will be magnified when the Fund uses leverage. As a result, leverage may cause greater
changes in the Fund’s NAV. The Fund will also have to pay interest on its borrowings, if any, which may reduce the
Fund’s return. This interest expense may be greater than the Fund’s return on the underlying investment. The Fund’s
leveraging strategy may not be successful.

If the Fund enters into a credit facility, the Fund may be required to prepay outstanding amounts or incur a penalty
rate of interest upon the occurrence of certain events of default. The Fund would also likely have to indemnify the
lenders under the credit facility against liabilities they may incur in connection therewith. In addition, the Fund
expects that any credit facility would contain covenants that, among other things, likely would limit the Fund’s ability
to pay distributions in certain circumstances, incur additional debt, change certain of its investment policies and
engage in certain transactions, including mergers and consolidations, and require asset coverage ratios in addition to
those required by the 1940 Act. The Fund may be required to pledge its assets and to maintain a portion of its assets
in cash or high-grade securities as a reserve against interest or principal payments and expenses.

Reverse repurchase agreements involve the risks that the interest income earned on the investment of the proceeds
will be less than the interest expense and Fund expenses, that the market value of the securities sold by the Fund may
decline below the price of the securities the Fund is obligated to repurchase and that the securities may not be
returned to the Fund. There is no assurance that reverse repurchase agreements can be successfully employed.

The Fund may in the future issue preferred shares as a form of financial leverage. Any such preferred shares of the
Fund would be senior to the Fund’s Common Shares, such that holders of preferred shares would have priority over
the distribution of the Fund’s assets, including dividends and liquidating distributions. If preferred shares are issued
and outstanding, holders of the preferred shares would elect two trustees of the Fund, voting separately as a class.

The Fund may also use leverage through its investments in TOBs Residuals. See “Special Risk Considerations — Tender
Option Bonds Risk.”

The Fund anticipates that the money borrowed for investment purposes will pay interest based on shorter-term
interest rates that would be periodically reset. So long as the Fund’s portfolio provides a higher rate of return, net of
expenses, than the interest rate on borrowed money as reset periodically, the leverage may cause the holders of
Common Shares to receive a higher current rate of return than if the Fund were not leveraged. If, however, long-term
and/or short-term rates rise, the interest rate on borrowed money could exceed the rate of return on securities held by
the Fund, reducing return to the holders of Common Shares. Recent developments in the credit markets may
adversely affect the ability of the Fund to borrow for investment purposes and may increase the costs of such
borrowings, which would reduce returns to the holders of Common Shares.
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There is no assurance that a leveraging strategy will be successful. Leverage involves risks and special considerations
for common shareholders, including:

_the likelihood of greater volatility of net asset value, market price and dividend rate of the Common Shares than a
comparable portfolio without leverage;

the risk that fluctuations in interest rates on borrowings and short-term debt or in the interest or dividend rates on any
leverage that the Fund must pay will reduce the return to the holders of the Fund’s Common Shares;

the effect of leverage in a declining market, which is likely to cause a greater decline in the net asset value of the
-Common Shares than if the Fund were not leveraged, which may result in a greater decline in the market price of the
Common Shares;

_ when the Fund uses financial leverage, the investment advisory fees payable to the Manager and the Sub-Advisor
will be higher than if the Fund did not use leverage; and

- leverage may increase operating costs, which may reduce total return.

The use of TOBs Residuals will require the Fund to earmark or segregate assets to cover its obligations (or,
if the Fund invests in reverse repurchase agreements, borrows money or issues preferred shares, to maintain
asset coverage in conformity with the requirements of the 1940 Act). While the segregated assets may be
invested in liquid securities, they may not be used for other operational purposes. Consequently, the use of
leverage may limit the Fund’s flexibility and may require that the Fund sell other portfolio investments to pay
Fund expenses, to maintain assets in an amount sufficient to cover the Fund’s leveraged exposure or to meet
other obligations at a time when it may be disadvantageous to sell such assets.

Certain types of borrowings by the Fund may result in the Fund being subject to covenants in credit
agreements relating to asset coverage and portfolio composition requirements. The Fund may be subject to
certain restrictions on investments imposed by guidelines of one or more rating agencies, which may issue
ratings for the short-term corporate debt securities or preferred shares issued by the Fund. These guidelines
may impose asset coverage or portfolio composition requirements that are more stringent than those imposed
by the 1940 Act. The Sub-Advisor does not believe that these covenants or guidelines will impede them
from managing the Fund’s portfolio in accordance with the Fund’s investment objectives and policies.

The Fund may invest in the securities of other investment companies. Such securities may also be leveraged,
and will therefore be subject to the leverage risks described above. This additional leverage may in certain
market conditions reduce the net asset value of the Fund’s Common Shares and the returns to the holders of
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Common Shares.

Tender Option Bonds Risk. TOBs Residuals are derivative municipal securities that have embedded in them
the risk of economic leverage. There is no assurance that the Fund’s strategy of using TOBs Residuals to
leverage its assets will be successful.
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Distributions on TOBs Residuals will bear an inverse relationship to short-term municipal bond interest rates.
Distributions on the TOBs Residuals paid to the Fund will be reduced or, in the extreme, eliminated as short-term
municipal interest rates rise and will increase when short-term municipal interest rates fall. The amount of such
reduction or increase is a function, in part, of the amount of TOBs Floaters sold by the issuer of these securities
relative to the amount of the TOBs Residuals that it sells. The greater the amount of TOBs Floaters sold relative to
the TOBs Residuals, the more volatile the distributions on the TOBs Residuals will be. Short-term interest rates are at
historic lows and may be more likely to rise in the current market environment.

The Fund’s use of TOBs Residuals will create economic leverage. Any economic leverage achieved through the
Fund’s investment in TOBs Residuals will create an opportunity for increased common share net income and returns,
but will also create the possibility that common share long-term returns will be diminished if the cost of the TOBs
Floaters exceeds the return on the securities in the TOBs Issuer. If the income and gains earned on municipal
securities owned by a TOBs Issuer that issues TOBs Residuals to the Fund are greater than the payments due on the
TOBs Floaters, the Fund’s returns will be greater than if it had not invested in the TOBs Residual.

The Fund has no current intention of investing in recourse TOBs Residuals. However, circumstances may change and
it is possible that in the future the Fund may elect to invest in recourse TOBs Residuals to leverage its portfolio. If the
Fund uses recourse TOBs Residuals, the liquidity provider may seek recourse against assets of the Fund, and the
Fund may have to pay the liquidity provider the difference between the purchase price of any TOBs Floaters put to
the liquidity provider by third party investors and the proceeds realized by the liquidity provider from the remarketing
of those TOBs Floaters or the sale of the assets in the TOBs Issuer, which could cause the Fund to lose money in
excess of its investment in a TOBs Issuer.

Although the Fund generally would unwind a TOBs transaction rather than try to sell a TOBs Residual, if it did try to
sell a TOBs Residual, its ability to do so would depend on the liquidity of the TOBs Residual. TOBs Residuals have
varying degrees of liquidity based, among other things, upon the liquidity of the underlying securities deposited in the
TOBs Issuer. The market price of TOBs Residuals are more volatile than the underlying securities due to leverage.
The leverage attributable to TOBs Residuals may be “called away” on relatively short notice and therefore may be less
permanent than more traditional forms of leverage. In certain circumstances, the likelihood of an increase in the
volatility of net asset value and market price of the Common Shares may be greater for a fund that relies primarily on
TOBs Residuals to achieve a desired effective leverage ratio. The Fund may be required to sell its TOBs Residuals at
less than favorable prices, or liquidate other Fund portfolio holdings in certain circumstances, including, but not
limited to, the following:

If the Fund has a need for cash and the securities in the TOBs Issuer are not actively trading due to adverse market
conditions;

If the sponsors of TOBs Issuers (as a collective group or individually) experience financial hardship and
consequently seek to terminate TOBs Issuers sponsored by them; and
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If the value of an underlying security declines significantly (to a level below the notional value of the TOBs
Floaters issued by the TOBs Issuer) and if additional collateral has not been posted by the Fund.

The Fund may invest in taxable TOBs Residuals, issued by TOBs Issuers formed with taxable municipal securities.
The market for such taxable TOBs Residuals is relatively new and undeveloped. Initially, there may be a limited
number of counterparties, which may increase the credit risks, counterparty risks, liquidity risks and other risks of
investing in taxable TOBs Residuals. The Fund may not invest more than 20% of its Managed Assets in any single
third party sponsor that establishes a TOBs Issuer.

Debt Securities Risk. The risks of investing in debt securities include (without limitation): (i) credit risk, i.e., the
issuer may not repay the loan created by the issuance of that debt security; (ii) maturity risk, i.e., a debt security with
a longer maturity may fluctuate in value more than one with a shorter maturity; (iii) market risk, i.e., low demand of
debt securities may negatively impact their price; (iv) interest rate risk, i.e., when interest rates go up, the value of a
debt security goes down, and when interest rates go down, the value of a debt security goes up (long-term debt
securities will normally have more price volatility because of interest rate risk than short-term debt securities); (v)
selection risk, i.e., the securities selected by the Manager may underperform the market or other securities selected by
other funds; and (vi) call risk, i.e., during a period of falling interest rates, the issuer may redeem a security by
repaying it early, which may reduce the Fund’s income, if the proceeds are reinvested at lower interest rates.

Additional risks associated with an investment in the Fund include the following: (i) not all U.S. government

securities are insured or guaranteed by the U.S. government—some are backed only by the issuing agency, which must
rely on its own resources to repay the debt; and (ii) the Fund’s yield will fluctuate with changes in short-term interest
rates.

Tax Risk. 1t is expected that the Fund’s distributions will generally be treated as tax-exempt income for purposes of
the regular federal tax. A portion of the Fund’s distributions may be subject to Federal income tax and such
distributions will generally be subject to state and local taxes. A portion of such distributions may be includable in
taxable income for purposes of the Federal alternative minimum tax. See “Federal Tax Matters.”

The value of the Fund’s investments and its net asset value may be adversely affected by changes in tax rates and
policies. Because interest income from municipal securities is normally not subject to regular federal income
taxation, the attractiveness of municipal securities in relation to other investment alternatives is affected by changes
in federal income tax rates or changes in the tax-exempt status of interest income from municipal securities.

The Fund is generally not a suitable investment for individual retirement accounts, for other tax-exempt or
tax-deferred accounts or for investors who are not sensitive to the federal income tax consequences of their
investments.
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The Fund will invest in municipal bonds, generally in reliance at the time of purchase on an opinion of bond counsel
to the issuer that the interest paid on those bonds will be excludable from gross income for Federal income tax
purposes. Subsequent to the Fund’s acquisition of such a municipal bond, however, the bond may be determined to
pay, or to have paid, taxable income. As a result, the treatment of distributions previously paid or to be paid by the
Fund as exempt-interest dividends could be adversely affected, subjecting the Fund’s shareholders to increased federal
income tax liabilities.

The IRS may determine that a municipal bond issued as tax-exempt should in fact be taxable. If the Fund held such a
bond, it might have to distribute taxable ordinary income dividends or reclassify as taxable income previously
distributed as exempt-interest dividends.

Management Risk. The Fund is subject to management risk because it is an actively managed portfolio. The Manager
and the Sub-Advisor will apply investment techniques and risk analyses in making investment decisions for the Fund,
but there can be no guarantee that these will produce the desired results.

Current Economic Conditions—Credit Crisis Liquidity and Volatility Risk. The markets for credit instruments have
experienced periods of extreme illiquidity and volatility since the latter half of 2007. General market uncertainty and
consequent repricing risk have led to market imbalances of sellers and buyers, which in turn have resulted in
significant valuation uncertainties in a variety of debt securities, including municipal bonds. These conditions
resulted in, and in many cases continue to result in, greater volatility, less liquidity, widening credit spreads and a
lack of price transparency, with many debt securities remaining illiquid and of uncertain value. Such market
conditions may make valuation of some of the Fund’s municipal bonds uncertain and/or result in sudden and
significant valuation increases or declines in its holdings. Also, issuers of municipal bonds might seek protection
under the bankruptcy laws. In the event of bankruptcy of such an issuer, holders of municipal bonds could experience
delays in collecting principal and interest and such holders may not, in all circumstances, be able to collect all
principal and interest to which they are entitled. To enforce its rights in the event of a default in the payment of
interest or repayment of principal, or both, the Fund may take possession of and manage the assets securing the
issuer’s obligations on such securities, which may increase the Fund’s operating expenses. In addition, illiquidity and
volatility in the credit markets may directly and adversely affect the setting of dividend rates on the Common Shares.

In response to the recent national economic downturn, governmental cost burdens may be reallocated among Federal,
state and local governments. Also, as a result of the downturn, many state and local governments have experienced
significant reductions in revenues and consequently difficulties meeting ongoing expenses. As a result, certain of
these state and local governments may have difficulty paying principal or interest on their outstanding debt and may
experience ratings downgrades of their debt. In addition, municipalities might seek protection under the bankruptcy
laws, thereby affecting the repayment of their outstanding debt.

Valuation Risk. Unlike publicly traded common stock which trades on national exchanges, there is no central place or
exchange for fixed-income securities trading. Fixed-income securities generally trade on an “over-the-counter” market
which may be anywhere in the world where the buyer and seller can settle on a price. Due to the lack of centralized
information and trading, the valuation of fixed-income securities may carry more risk than that of common stock.
Uncertainties in the conditions of the financial market, unreliable reference data, lack of transparency and
inconsistency of valuation models and processes may lead to inaccurate asset pricing. As a result, the Fund may be
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subject to the risk that when a fixed-income security is sold in the market, the amount received by the Fund is less
than the value of such fixed-income security carried on the Fund’s books.
22
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Distressed Securities Risk. Distressed securities frequently do not produce income while they are outstanding. The
Fund may be required to incur certain extraordinary expenses in order to protect and recover its investment. The Fund
also will be subject to significant uncertainty as to when and in what manner and for what value the obligations
evidenced by the distressed securities will eventually be satisfied (e.g., through a liquidation of the obligor’s assets, an
exchange offer or plan of reorganization involving the distressed securities or a payment of some amount in
satisfaction of the obligation). In addition, even if an exchange offer is made or a plan of reorganization is adopted
with respect to distressed securities held by the Fund, there can be no assurance that the securities or other assets the
Fund receives in connection with such exchange offer or plan of reorganization will not have a lower value or income
potential than may have been anticipated when the investment was made or could be taxable to some extent.
Moreover, any securities the Fund receives upon completion of an exchange offer or plan of reorganization may be
restricted as to resale. As a result of the Fund’s participation in negotiations with respect to any exchange offer or plan
of reorganization with respect to an issuer of distressed securities, the Fund may be restricted from disposing of such
securities.

Inflation/Deflation Risk. Inflation risk is the risk that the value of assets or income from investments 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, the dividend rates or
borrowing costs associated with the Fund’s leverage would likely increase, which would tend to further reduce returns
to the holders of the Fund’s Common Shares. Deflation risk is the risk that prices throughout the economy decline
over time-the opposite of inflation. Deflation may have an adverse affect on the creditworthiness of issuers and may
make issuer defaults more likely, which may result in a decline in the value of the Fund’s portfolio.

Market Discount From Net Asset Value Risk. Shares of closed-end investment companies frequently trade at a
discount from their net asset value. This characteristic is a risk separate and distinct from the risk that the Fund’s NAV
per Common Share could decrease as a result of its investment activities and may be greater for investors expecting

to sell their Common Shares in a relatively short period of time following completion of this offering. The net asset
value per Common Share will be reduced immediately following this offering as a result of the payment of certain
offering costs. Although the value of the Fund’s net assets is generally considered by market participants in
determining whether to purchase or sell Common Shares, whether investors will realize gains or losses upon the sale
of the Common Shares will depend entirely upon whether the market price of the Common Shares at the time of sale
is above or below the investor’s purchase price for the Common Shares. Because the market price of the Common
Shares will be determined by factors such as net asset value, dividend and distribution levels and their stability

(which will in turn be affected by levels of dividend and interest payments by the Fund’s portfolio holdings, the
timing and success of the Fund’s investment strategies, regulations affecting the timing and character of Fund
distributions, Fund expenses and other factors), supply of and demand for the Common Shares, trading volume of the
Common Shares, general market, interest rate and economic conditions and other factors that may be beyond the
control of the Fund, the Fund cannot predict whether the Common Shares will trade at, below or above net asset

value or at, below or above the initial public offering price.
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Derivatives Risk. The Fund’s investments in derivatives have risks, including: the imperfect correlation between the
value of such instruments and the underlying assets of the Fund, which creates the possibility that the loss on such
instruments may be greater than the gain in the value of the underlying assets in the Fund’s portfolio; the loss of
principal; the possible default of the other party to the transaction; and illiquidity of the derivative investments.
Certain of the derivative instruments in which the Fund may invest may, in certain circumstances, give rise to a form
of financial leverage, which may magnify the risk of owning such instruments. Furthermore, the ability to
successfully use derivative instruments depends on the ability of the Sub-Advisor to predict pertinent market
movements, which cannot be assured. Thus, the use of derivative instruments to generate income, for hedging, for
currency or interest rate management or other purposes may result in losses greater than if they had not been used,
may require the Fund to sell or purchase portfolio securities at inopportune times or for prices other than current
market values, may limit the amount of appreciation the Fund can realize on an investment or may cause the Fund to
hold a security that it might otherwise sell. In addition, there may be situations in which the Sub-Advisor elects not to
use derivatives which may result in losses greater than if they had been used. Amounts paid by the Fund as premiums
and cash or other assets held in margin accounts with respect to the Fund