Prospectus Supplement Number 3
to Prospectus dated August 29, 2001

27,500,000 Shares
Tax-Free Puerto Rico Target Maturity Fund, Inc.

Common Stock

This Prospectus Supplement relates to the issuance by Tax-Free Puerto Rico Fund, Inc. (the "Fund") of shares of common stock,
par value $0.01 per share (the "Shares") of the Fund. The public offering price per Share will be the greater of (i) $10 or (ii) the
then current net asset value per Share plus the applicable sales load. This Prospectus Supplement may not be used or relied upon
unless the Prospectus is delivered simultaneously herewith. This Prospectus Supplement sets forth certain information,
including investment advisory fees and sales load, as well as other fees and expenses, an investor needs to know before
making an investment decision. Investors are encouraged to retain it for future reference. Capitalized terms used but not
defined herein are defined in the Prospectus, dated August 29, 2001( the "Prospectus").

An investment in the Fund involves certain risks, including the loss of any amounts invested. The net asset value of the Fund
at any particular time will depend on the market value of the underlying investments held by the Fund, which may fluctuate
depending on various factors, including interest rates, market conditions, other general economic conditions, and/or factors affecting
the issuer of any particular investment held by the Fund. In addition, to the extent that the Fund intends to assume large positions
in a small number of issuers, the Fund's net asset value and its yield may fluctuate to a greater extent than that of a diversified
investment company. Investors should also be aware that a potential exists for conflicts of interest to arise. See "Special
Considerations and Risk Factors" in the Prospectus.

The Fund may increase amounts available for investment through the issuance of preferred stock, debt securities (i.e., debt
instruments of varying maturities, including commercial paper and short-term and medium-term notes), and other forms of leverage.
The Fund's leverage activities pose increased risks for Shareholders, including the possibility of higher volatility of both the net asset
value and the market value of the Shares. See "Special Leverage Considerations — Issuance of Preferred Stock and Debt Securities"
in the Prospectus.

(continued on next page)

THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE
SECURITIES ACT OF 1933, OR WITH ANY OF THE VARIOUS STATES OR JURISDICTIONS, AND THE FUND HASNOT BEEN
REGISTERED UNDER THE INVESTMENT COMPANY ACT OF 1940. THE SHARES ARE BEING OFFERED EXCLUSIVELY
TO INDIVIDUALS HAVING THEIR PRINCIPAL RESIDENCE WITHIN THE COMMONWEALTH OF PUERTO RICO AND TO
PERSONS,OTHER THAN INDIVIDUALS, WHOSE PRINCIPAL OFFICE AND PRINCIPAL PLACE OF BUSINESSARE LOCATED
WITHIN THE COMMONWEALTH OF PUERTO RICO.

AN INVESTMENT IN THE FUND IS NEITHER INSURED NOR GUARANTEED BY THE U.S. GOVERNMENT OR BY THE
GOVERNMENT OF THE COMMONWEALTH OF PUERTO RICO. PROSPECTIVE INVESTORS SHOULD BE AWARE THAT
THE SECURITIES ARE NOT AN OBLIGATION OF OR GUARANTEED BY PAINEWEBBER INCORPORATED OF PUERTO
RICO,OR ANY OF ITS AFFILIATES. IN ADDITION, SUCH INVESTMENTS ARENOT DEPOSITS AND ARE NOT INSURED BY
THE FEDERAL DEPOSIT INSURANCE CORPORATION OR ANY OTHER AGENCY OF THE U.S. GOVERNMENT.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT OR EFFECT TRANSACTIONS WHICH
STABILIZE ORMAINTAIN THE MARKET PRICE OF THE SHARESATALEVELABOVE THAT WHICHMIGHT OTHERWISE
PREVAIL IN THE OPEN MARKET. SUCH STABILIZATION, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

Price to Public’” Sales Load Proceeds to Fund ¥/
PerShare ........ ... ... ... .. ... .. .. . .... 310.00 30.475 39.525
Total ....... ... . .. . . . . . . . . .. . . .. . 0.0, $3275,000,000 313,062,500 3261,937,500
Total Assuming Full Exercise of
Over-Allotment Option ™ ... ................. $316,250,000 815,021,875 $301,228,125
(1) The price to the public after the Initial Closing (as such term is defined herein) will be the greater of (i) $10.00 or (ii) the then current net asset value
per Share plus applicable sales load. See "UNDERWRITING" and "VALUATION OF COMMON STOCK" in the Prospectus.
2) See "UNDERWRITING" in the Prospectus.
3) Before deduction of offering and organizational expenses that are payable by the Fund, estimated not to exceed $250,000. See "USE OF
PROCEEDS" in the Prospectus.
4 Assuming exercise in full of the 30-day option granted by the Fund to the Underwriter to purchase up to 4,125,000 additional Shares, on the same

terms, solely to cover over-allotments. See "UNDERWRITING" in the Prospectus.

UBS PaineWebber Incorporated of Puerto Rico

The date of this Prospectus Supplement is November 29, 2001



(continued from previous page)

The Fund is offering an aggregate 27,500,000 Shares through UBS PaineWebber Incorporated of
Puerto Rico ( herein referred to as "UBS PaineWebber Puerto Rico," and in its capacity as the
underwriter, the "Underwriter"). The Underwriter proposes to offer and sell the Shares offered
hereby solely to Puerto Rico Residents at a public offering price of the greater of (i) $10.00 or (ii)
the then current net asset value per Share plus the applicable sales load. The sales charge on
purchases of the Shares in this offering is $0.475 per Share (4.75%). Subject to the terms and
conditions of the Underwriting Agreement entered into by the Fund and the Underwriter dated
August 29, 2001, as amended on September 27, October 30 and November 29, 2001, the
Underwriter will compensate certain brokers and dealers in connection with sales of the Shares
at a rate of up to $0.30 per Share. Investors should consult their brokers concerning the manner
and method of payment for the Shares. The minimum investment in the initial public offering is
100 Shares.

As disclosed in the Prospectus, as supplemented from time to time, the Underwriter initially
committed to purchase 8,000 Shares at several closings to be held in San Juan, Puerto Rico. The
first closing took place on August 31, 2001, and the Fund issued 7,000,000 Shares. After such
closing, the Fund determined to offer an additional 8,000,000 Shares, for a total of 15,000,000
Shares. On September 28, 2001, the second closing took place, and the Fund issued 7,750,000
additional Shares for sale to the Underwriter, for a total of 14,750,000 Shares issued by the Fund
at such date.

Subsequently, the Fund determined to offer an additional 11,850,000 Shares, for a total of
26,600,000 Shares to be offered to the public. On October 30, 2001, the third closing took place
and the Fund issued an additional 11,850,000 Shares for sale to the underwriters for a total of
26,600,000 Shares issued by the Fund at such date.

Presently, the Fund has determined to offer an additional 900,000 Shares, for a total of
27,500,000 Shares. The Fund has entered into an Amendment to the Underwriting Agreement
dated November 29, 2001, amending the Underwriting Agreement to provide for the sale by the
Fund and the purchase by the Underwriter of the total 27,500,000 Shares to be offered by the
Fund. Inasmuch as the Fund has issued 26,600,000 Shares, the Underwriter will purchase the
remaining Shares, at one closings to be held in San Juan, Puerto Rico. After the later of (i) the
final Closing for the Shares or (i1) the date of closing for the purchase of any Shares to cover over-
allotments (as further described below), the public offering price and other selling terms may be
changed by the Underwriter.

The Fund has also granted the Underwriter an option, exercisable for 30 days from the date of the
final closing date for the Shares, to purchase up to an additional 4,125,000 Shares to cover
over-allotments. Investors should consult their investment executives concerning the time for
submitting their purchase orders and the manner and method of payment for the Shares. The
Shares are offered by the Underwriter, subject to prior sale, when as and if delivered to and
accepted by the Underwriter and subject to their right to reject orders in whole or in part.

The aggregate proceeds from the offering of the Shares are estimated at $261,937,500
(8301,228,125 if the Underwriter's over-allotment option is exercised in full) before payment of
offering expenses. The maximum sales load paid to the Underwriter for this offering will be
$13,062,500 ($15,021,875 if the Underwriter's over-allotment is exercised in full) based upon a
maximum sales load of $0.475 per Share. Such proceeds will be invested in accordance with the
Fund’s investment objective and policies within a year from the date of the fund's Initial date of
registration with the OCFIL. Pending such investment, the proceeds may be invested in temporary
investments as described in the Prospectus. See "Use of Proceeds" in the Prospectus.



8,000,000 Shares
Tax-Free Puerto Rico Target Maturity Fund, Inc.
Common Stock
(Initial Offering Price of $10 per Share)

Tax-Free Puerto Rico Target Maturity Fund, Inc. (the"Fund") is a newly organized, non-diversified, closed-end management
investment company.

The Fund's investment objectives are:

. to provide you with current incomethat is exempt from U.S. Federal and Puerto Rico incometaxes for residents of the
Commonwealth of Puerto Rico, asis consistent with the preservation of capital; and

. to return your initial investment of $10 per share of Common Stock by or before December 31, 2031.

TheFundwill normally invest at least 67% of itstotal assetsin securitiesissued by Puerto Ricoissuers. Theseincludesecurities
issued by the Commonwealth of Puerto Rico and its political subdivisions, organizations, agencies, and instrumentalities, Puerto Rico
mortgage-backed and asset-backed securities, corporate obligations and preferred stock of Puerto Rico entities, and other securitiesthat
the Investment Adviser may select, consistent with the Fund's investment objectives and policies. The Fund may invest up to 33% of
its total assets in, among other things, securitiesissued or guaranteed by the U.S. Government, its agencies and instrumentalities, non-
Puerto Rico mortgage-backed and asset-backed securities, corporateobligationsor preferred stock of non-Puerto Ricoissuers, municipal
securities of issuers within the U.S., and in other non-Puerto Rico Securities which the Investment Adviser may sdect, consistent with
the Fund'sinvestment objectives and policies. The Fund may invest a portion of its total assetsin taxable securities of both Puerto Rico
and non-Puerto Rico issuers. At least 95% of the Fund's total assets will be invested in securities that at the time of purchase arerated
as "investment grade" by a nationally recognized statistical rating organization, or which may be determined by the Fund's I nvestment
Adviser to be of comparablecredit quality. See"INVESTMENT OBJECTIVESAND POLICIES" inthemain body of this Prospectus.
No assurance can be given that the Fund will achieve its investment obj ectives.

An investment in the Fund involves certain risks, including the loss of any amountsinvested. Since the Fund may have
large investments in a small number of issuers, the Fund's net asset value and its yield may increase or decrease more than that of a
diversified investment company. You should also be aware that certain conflicts of interest exist among the Fund, the Investment
Adviser, and its affiliates. The Fund may raise additional assets to invest by issuing preferred stock, debt securities, or other forms of
leverage. Leverageis a speculative investment technique and can result in large changes in the net asset value and the market value of
the Fund's shares of Common Stock (the " Shares") as well asincreased risk for your investment inthe Fund. Aninvestment inthe Fund
is not equivalent to an investment in the underlying securities of the Fund. You should not view the Fund as a vehicle for trading
purposes. Investments in the Shares are designed primarily for long-term investors. See "RISK FACTORS AND SPECIAL
CONSIDERATIONS" and "SPECIAL LEVERAGE CONSIDERATIONS" in the main body of this Prospectus. T his Prospectus
contains important infor mation about the Fund. Y ou should read the Prospectus befor e deciding whether toinvest, and retain
it for futurereference.

THESE SECURITIESHAVENOT BEEN APPROVED OR DISAPPROVED BY THE OFFICEOF THE COMMISSIONER
OF FINANCIAL INSTITUTIONS OF PUERTO RICO. THE OFFICE OF THE COMMISSIONER OF FINANCIAL
INSTITUTIONSHASNOT MADE ANY DETERMINATION REGARDING THEACCURACY ORADEQUACY OF THIS
PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY ISA CRIMINAL OFFENSE.

Per Share Total
Public Offering Price ! $10.00 $80,000,000
Sales Load $0.475 $3,800,000
$9.525 $76,200,000

Proceeds to Fund (before expenses) 234

(6] The priceto the public after the Initial Closing will be the greater of (i) $10 or (ii) the then-current net asset value per Share plusthe
applicable salesload. See"UNDERWRITING" and "VALUATION OF COMMON STOCK" in the main body of this Prospectus.

2 Before deduction of offering expenses payable by the Fund, estimated not to exceed $175,000.

3) The Underwriter may also purchase up to an additional 1,200,000 Shares of Common Stock at theinitial public offering pricewithin
30 days from the date of thelast closing to cover over-allotments. If such over-allotment is exercised, total proceeds to the Fund will
amount to $87,630,000 (before expenses). See "UNDERWRITING" in the main body of this Prospectus.

4 See "ESTIMATED FUND EXPENSES" for a description of the various costs and expenses you can expect to bear, directly or
indirectly.

UBS PaineWebber I ncor porated of Puerto Rico



The date of this Prospectus is August 29, 2001.



THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND
EXCHANGE COMMISSION UNDER THE U. S. SECURITIESACT OF 1933, ORWITH ANY OF
THEVARIOUSSTATESORJURISDICTIONS,AND THE FUND HASNOT BEEN REGISTERED
UNDER THE INVESTMENT COMPANY ACT OF 1940. THESE SECURITIES ARE BEING
OFFERED EXCLUSIVELY TOINDIVIDUALSWHOSE PRINCIPAL RESIDENCE ISINPUERTO
RICO, OR TO CORPORATIONS AND OTHER BUSINESS ORGANIZATIONS WHOSE
PRINCIPAL OFFICE AND PLACE OF BUSINESS ARE IN PUERTO RICO.

AN INVESTMENT IN THE FUND ISNEITHER INSURED NOR GUARANTEED BY THE U.S.
GOVERNMENT ORBY THE GOVERNMENT OF THE COMMONWEALTH OF PUERTORICO.
THE SECURITIES ARE NOT DEPOSITS OR OBLIGATIONS OF, OR GUARANTEED OR
ENDORSED BY ANY BANK OR OTHER INSURED DEPOSITORY INSTITUTION AND ARE
NOT INSURED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION, THE FEDERAL
RESERVE BOARD OR ANY OTHER GOVERNMENT AGENCY.

TheFundwill consist of an actively managed portfolio of investment securities having afinal maturity
of no later than December 31, 2031. UBS PaineWebber Trust Company of Puerto Ricowill act asinvestment
adviser to the Fund. UBS PainéWebber Incorporated of Puerto Rico ("UBS PaineWebber Puerto Rico") will
act as underwriter to the Fund (the "Underwriter"). The address of the Fund is American International Plaza
Building - Seventh Floor, 250 M ufioz Rivera Avenue, San Juan, Puerto Rico 00918, and its tel ephone number
is (787) 773-3888.

The initial public offering priceis $10 per Share and the price to the public after the Initial Closing
will be the greater of $10 or the then current net asset value per Share plus the applicable sales load. The
minimum number of Shares you may purchase is 100. Investments in the Shares are offered exclusively to
residents of the Commonwealth of Puerto Rico. Prior tothis offering, there has been no market for the Shares.
TheUnderwriter currently intends to maintain amarket in the Shares commencing after thefinal closing of the
initial public offering of the Shares, althoughiit is not obligated to do so. No assurance can be given asto the
liquidity of, or the trading market for, the Shares as aresult of any activities undertaken by the Underwriter.
Such purchases and sales, if commenced, may be discontinued at any time. If at any time UBS PaineWebber
Puerto Rico ceases to maintain a market, the Shareswill becomeilliquid until amarket is reestablished. You
will bear certain costs, directly or indirectly, related to sales load, organizational and offering expenses,
investment advisory fees, administration fees, as well as other Fund operating expenses described herein.

You should rely only on the information contained in this Prospectus. The Fund has not authorized
anyone to provide you with different information. You should not assume that the information provided by
this Prospectusisaccurateas of any date other than the date on the front of this Prospectus. This Prospectus
does not constitute an offer to sell or a solicitation of an offer to buy such securitiesin any circumstances
in which such offer or solicitation is unlawful.



SUMMARY

Thefollowing merely summarizes more detailed information included in this Prospectus. That moredetailed
information governs, and unless otherwise specified, cross-referencesareto such information. This Prospectus speaks
only asof its date and the information contained herein is subject to change. Y ou should carefully consider information
set forth under the headings "RISK FACTORS AND SPECIAL CONSIDERATIONS" and "SPECIAL LEVERAGE
CONSIDERATIONS" in the main body of this Prospectus.

The Fund

I nvestment Objectives
and Policies

The Offering

Tax-Free Puerto Rico Target Maturity Fund, Inc. (the "Fund") is a newly organized,
non-diversified, closed-end management investment company registered under the Puerto
Rico Investment Companies Act. TheFund isa corporation under thelaws of Puerto Rico.

The Fund's investment objectives are:

. to provide you with current income that is exempt from U.S. Federal and Puerto
Rico income taxes for residents of the Commonwesalth of Puerto Rico, as is
consistent with the preservation of capital; and

. to return your initial investment of $10 per share of Common Stock by or before
December 31, 2031 (the "Target Date").

The Fund will normally invest at least 67% of its total assetsin securities issued by Puerto
Ricoissuers. Theseinclude securitiesissued by the Commonwesalth of Puerto Rico and its
political subdivisions, organizations, agencies, and instrumentalities, Puerto Rico
mortgage-backed and asset-backed securities, corporate obligations and preferred stock of
Puerto Rico entities, and other securitiesthat the Investment Adviser may select, consistent
with the Fund's investment objectives and policies. The Fund may invest up to 33% of its
total assetsin, among other things, securitiesissued or guaranteed by the U.S. Government,
its agencies and instrumentalities, non-Puerto Rico mortgage-backed and asset-backed
securities, corporate obligations or preferred stock of non-Puerto Rico issuers, municipal
securities of issuers within the U.S., and other non-Puerto Rico Securities which the
Investment Adviser may select, consistent with the Fund's investment objectives and
policies. The Fund may invest a portion of its total assets in taxable securities of both
Puerto Rico and non-Puerto Ricoissuers. TheFund may not invest in securitieswhich have
amaturity date subsequent to December 31, 2031.

At least 95% of the Fund's total assets will beinvested in securities which, at the time of
purchase, (i) are rated "investment grade” by a nationally recognized statistical rating
organization listed or approved by the Office of the Commissioner of Financial Institutions
or (ii) which may be determined by the Fund's Investment Adviser to be of comparable
credit quality. See"INVESTMENT OBJECTIVES AND POLICIES" inthemain body of
this Prospectus. There is no assurance that the Fund will achieve its investment
obj ectives.

The Fund is offering 8,000,000 shares of Common Stock (the "Shares"), through UBS
PaineWebber Incorporated of Puerto Rico ("UBS PaineWebber Puerto Rico" and, in its
capacity asunderwriter of the Shares, the"Underwriter"). TheUnderwriter has committed
to purchase the Shares at several closings to be held in San Juan, Puerto Rico. It is
anticipated that theinitial closing will take place on or about August 31, 2001, and several
subsequent closings will take place at monthly intervals thereafter. The Underwriter may
also purchase up to an additional 1,200,000 Shares to cover "over-allotments." The
minimum number of Shares an investor may purchaseis 100.




Offerings and
Transfer Limitations

Special Leverage
Consider ations

M anagement of
theFund

Theinitial public offering priceis $10 per Share and the priceto the public after the Initial
Closing will be the greater of $10 or the then current net asset value per Share plus the
applicable salesload. See "UNDERWRITING" in the main body of the Prospectus.

The Shares are being offered for sale exclusively to individuals who have their principal
residence in Puerto Rico and to corporations and other business organizations whose
principal office and place of business are in Puerto Rico. You will be required to deliver
tothe Underwriter or dealer a letter of representation in the form of Appendix C attached
tothis Prospectus. The Shares may be sold, pledged, hypothecated, or otherwisetransferred
exclusively to residents of Puerto Rico. If you ceaseto beresident of Puerto Rico, you will
no longer have availablethe tax benefits that make the Fund an attractive investment, and
you have an obligation to notify the Underwriter or dealer of such change in residency
within 30 days from ceasing to be a resident of Puerto Rico, to liquidate your investment
in the Shares as soon as it becomes economically feasibleto do so, and you will agree not
to purchase more Shares. See"LIMITATIONS ON OFFERINGS AND TRANSFER OF
SHARES" in the main body of this Prospectus.

The Fund may raise additional assets to invest by issuing preferred stock, debt
securities, or other forms of leverage, representing not more than 50% of the
Fund'stotal assetsimmediately after such issuance. The Fund intends to start its
leverage program after the completion of the offering of the Shares.

Use of leverage is a speculative investment technique and involvesrisk to a greater extent
than if you invested in a non-leveraged Fund, including the possihility of greater changes,
up or down, of both the net asset value and the market value of your investment in the
Shares. The effects of leverage may cause you to lose any or all of the amount invested.
See"RISK FACTORSAND SPECIAL CONSIDERATIONS" and"SPECIAL LEVERAGE
CONSIDERATIONS" in the main body of this Prospectus.

UBS PaineWebber Asset Managers ("UBSPWAM"), adivision of UBS PaineWebber Trust
Company of Puerto Rico ("UBS PWTC") will serve as the Fund's investment adviser (the
"Investment Adviser") and will receive an annual investment advisory fee not to exceed an

aggregate rate of 0.50% of the Fund's average weekly gross assets.

UBS PWTC will also serve as the Fund's administrator (in such capacity, the
"Administrator") as well as its transfer agent, registrar, dividend disbursing, and
shareholder servicing agent and custodian of the Fund's assets. As Administrator, UBS
PWTC will receive a fee of 0.15% of the Fund's average weekly gross assets. See
"ESTIMATED FUND EXPENSES" below and "MANAGEMENT OF THE FUND" and
"TRANSACTION INVOLVING AFFILIATES" in the main body of this Prospectus.

UBSPWTC isan affiliate of UBS PaineWebber Puerto Rico and UBS AG. Y ou should be

awarethat certain conflicts of interest exist among the Fund, the Investment Adviser, and
its affiliates.

S2




Risk Factors

Transactions I nvolving
Affiliates

Distributions of
Principal

Liquidation of
the Fund

Dividends and Other
Distributions

See "RISK FACTORS AND SPECIAL CONSIDERATIONS" in the main body of this
Prospectus for a summary of risk considerations that may be relevant to prospective
investors in the Fund.

It is anticipated that certain transactions with affiliates will take place. All transactions
with affiliates will be subject to procedures adopted by the Fund's Board of Directors,
including the Independent Directors (as defined herein), in an effort to address potential
conflictsof interest. Thereisno assurancethat these procedureswill beeffective. Portfolio
transactions between the Fund and UBS PaineWebber Puerto Rico and/or its affiliates will
be executed pursuant to terms and conditions comparable to those with unrelated third
parties in the ordinary course of its investment activities. See "RISK FACTORS AND
SPECIAL CONSIDERATIONS' and "PORTFOLIO TRANSACTIONS—Transactions
Involving Affiliates" in the main body of this Prospectus.

On or after January 1, 2012, the Fund will commence pro rata distributions to its
Shareholders of all or a portion of the principal payments received by the Fund on its
portfolio securities, whether by maturity, prepayments, acceleration, redemption, sale or
otherwise ("Distributions of Principal™). The amount of such Distributions of Principal
will be determined at the discretion of the Investment Adviser and will be effected after
deducting any amounts utilized by the Fund to repay outstanding leverage and in addition
to regular monthly distributions of net investment income and distributions of net capital
gains, if any. By the Target Date, the Fund intends to have distributed an amount at least
equal, in the aggregate, to the initial offering price of $10 per Share. To the extent
necessary, the Fund may usetherealized net capital gainsand/or the net investment income
(inthat order) to achieve this investments objective. Any amounts distributed by the Fund
will be separately designated to indicate the sources of such distribution. There is no
assurance that the Fund will be ableto effect Distributions of Principal in accordance with
its objective or otherwise return an amount at least equal, in the aggregate, to the initial
offering price of $10 per Share. See"DIVIDENDS AND OTHER DISTRIBUTIONS" in
the main body of this Prospectus.

When the outstanding principal balance of the Fund's portfolio investments is reduced to
5% or less of the aggregate principal amount of the Fund's investments purchased with the
proceeds of the Fund'sinitial offering of Shares, the Fund may sell its remaining portfolio
securities to any person, including UBS PainéWebber Puerto Rico, an affiliate of the Fund
(in accordance with procedures adopted by the Fund's Board of Directors), and use the
proceeds to complete the Distributions of Principal. Gains realized on the sale will be
distributed, together with any remaining Distributions of Principal.

In addition, the Fund's certificate of incorporation provides that the Fund's corporate
existence will expire on December 31, 2037. See "DIVIDENDS AND OTHER
DISTRIBUTIONS" in the main body of this Prospectus.

The Fund intends to distribute monthly dividends of substantially all of its net investment
income (which reflects amounts declared and paid as dividends on preferred stock aswell
asinterest paid on outstanding debt securities [including commercial paper] or other forms
of leverage). The net capital gains realized by the Fund, if any, may be retained by the
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Shar e Repur chases

Taxation

Fund, as permitted by Puerto Ricolaw, unlessthe Fund's Board of Directors determinesthat
the net capital gains will also be distributed. See "DIVIDENDS AND OTHER
DISTRIBUTIONS" in the main body of this Prospectus.

Although the Shareholders will not have the right to redeem their Shares, the Fund may
take action to repurchasethe Sharesin the open market or make tender offersfor its Shares
at their net asset value. See"REPURCHASE OF THE SHARES BY THE FUND" in the
main body of this Prospectus.

See"TAXATION" inthemain body of this Prospectusfor asummary of thematerial Puerto
Ricoand U.S. tax considerations that may berelevant to prospectiveinvestorsin the Fund.
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ESTIMATED FUND EXPENSES

Thefollowing tablesareintended to assist youin understanding the various costs and expenses you can expect
to bear, directly or indirectly, by investing in the Shares of Common Stock of the Fund.

Shareholder Transaction Expenses
Sales Load (as a percentage of offeringprice) .. ......... . 4.75%

Annual Fund Oper ating Expenses (as a per centage of aver age weekly gross assets) @

Investment AdviSory Fees . . . ... o 0.50%
AdMINIStration FEES . . . . ..o 0.15%
Other EXPENSES® . ..ot 0.10%
Total Annual Fund Operating EXPeNSeS . . ... oo ot ie it 0.75%®
@) Investment advisory and administration fees, which are indirectly paid entirely by you, will be charged as a percentage
of average weekly gross assets (which include the assets purchased with the proceeds of leverage). See
"MANAGEMENT OF THE FUND."
2 "Other Expenses' have been estimated for the first fiscal year of operations and include, among others, custodian and

transfer agency fees, organizational expenses, feesfor certain shareholder services, legal, regulatory, and accounting fees,
printing costs, and registration fees.

TheFund may borrow money, among other things, by issuing preferred stock, debt securities, and other formsof leverage.
As aresult of any such borrowings, the Fund will incur interest costs not reflected in the above table. See"SPECIAL
LEVERAGE CONSIDERATIONS' and "DESCRIPTION OF CAPITAL STOCK" in the main body of this Prospectus.
Assuming borrowings in the amount of approximately 50% of the Fund's total assets, including amount borrowed at an
annual interest rate (including dividends on preferred stock) of 4% payable on such leverage, and based on market rates
as of the date of this Prospectus, the annual return on the assets that the Fund's portfolio must experience (net of
expenses) in order to cover such interest payments would be 2%. The actual cost of leverage (including dividends on
preferred stock) will be based on market rates at the time the Fund undertakes aleveraging strategy, and such actual cost
of leverage may be higher or lower than that assumed, as more fully described herein.

3) Such fees may be voluntarily waived or reimbursed by UBS PWTC from time to time. However, items included under
the caption "Other Expenses’ will not be waived. There is no assurance, however, that any such waiver or
reimbursement, if commenced, will be continued.

Example

The following is intended to assist you in understanding the various costs that you will bear directly or
indirectly. Theexample assumes payment by the Fund of operating expenses at thelevels set forth in the table above.

Y ou would pay the following expenses on a $10,000 investment, assuming (i) the deduction of 4.75% initial
sales load at the time of purchase, (ii) a’5% annual return, (iii) all dividends and distributions reinvested at net asset
value, and (iv) the deduction of thetotal annual Fund operating expenses, as described above, remaining the samefor
the years shown.

One Year ThreeYears Five Years Ten Years
Assuming No Leverage $548 $703 $872 $1,361
Assuming L everage of 50%
of the Fund's total assets $740 $1,288 $1,860 $3,409

This example also provides you with a means for comparison with the expense levels of other investment
companies with different fee structures over varying investment periods. To facilitate such comparison, the Fund has
used a 5% annual return assumption. The Fund's annual return may be greater or lessthan 5%. Thisexample
should not be considered a representation of future expenses, and actual expenses may be greater or lessthan
those shown for purposes of this example.




RISK FACTORS AND SPECIAL CONSIDERATIONS

The main risks of investing in the Tax-Free Puerto Rico Target Maturity Fund (the "Fund") are described
below. Any of theserisks may cause you to lose money.

General. The Fund's investments may be harmed by the performance of U.S., Puerto Rico, and foreign
investment securities markets, which may be influenced by factors including interest rates, inflation, politics, fiscal
policy, and current events. Becausethe Fund investsininvestment securities, the Fund's net asset value may fluctuate
dueto market conditions and you may experience adeclinein the valueof your investment in the Fund and losemoney.

Lack of Operating History. TheFundisanewly organized closed-end management investment company with
no previous operating history. The Fund may not succeed in meeting its investment objectives.

Conflictsof Interest Risk. Whilethe Fundis subject tothetermsand conditions of the Commissioner's Ruling
(including provisions regarding transactions with affiliates), it is not registered under the U.S. Investment Company
Act of 1940, as amended, (the "1940 Act") and therefore, is not subject to the restrictions regarding, among other
things, transactions between the Fund and UBS PaineWebber Incorporated of Puerto Rico ("UBS PainéWebber Puerto
Rico") or its affiliates contained therein. It is anticipated that the Fund will engage in such transactions, including
securities purchase and sale transactions and repurchase agreement transactions, directly with UBS PaineWebber
Puerto Rico and possibly other of its affiliates. For most securities purchased by the Fund, one of those entities may
be the only dealer, or one of only a few dealers, in the securities being purchased or sold by the Fund. Inthat event,
independent sources for valuation or liquidity of a security may be limited or nonexistent. The Fund is expected to
invest a substantial portion of its assets in those securities. The Fund may also invest in securities issued by its
affiliates, or make deposits with those affiliates. Asaresult of the abovetransactions and other dealings, theinterests
of affiliates of the Fund's Investment Adviser (asdefined below) may conflict with those of the Fund asto the priceand
other terms of transactions that they engage with. Portfolio transactions between the Fund and UBS PaineWebber
Puerto Rico and/or its affiliates will be executed pursuant to terms and conditions comparable to those with unrelated
third partiesin the ordinary course of itsinvestment activities. In addition, theinvestment advisory fee payableto the
Investment Adviser during periodsin which the Fund isutilizing leverage will be higher than when it is not doing so
becausethefeeis calculated as a percentage of average weekly gross assets, including assets purchased with leverage.
Because the asset base used for calculating the investment advisory fee is not reduced by aggregate indebtedness
incurred in leveraging the Fund, the Investment Adviser may have a conflict of interest in formulating a
recommendation to the Fund as to whether and to what extent to use leverage.

UBS PaineWebber Asset Managers of Puerto Rico ("UBS PWAM"), a division of PaineWebber Trust
Company of Puerto Rico, ("UBS PWTC," and in its capacity as investment adviser, the "Investment Adviser"), UBS
PaineWebber Puerto Rico and their affiliates may engage, at the present or in the future, in business transactions with
or related to any one of the issuers of the Fund's investment assets, or with competitors of such issuers, as well as
providethemwithinvestment banking, asset management, trust, or advisory services, including merger and acquisition
advisory services. These activities may present a conflict between any such affiliated parties and the interests of the
Fund. Any such affiliated parties may also publish or may have published research reports on one or more of such
issuers and may have expressed opinions or provided recommendations inconsistent with the purchasing or holding
of the securities of such issuers. Any of these activities may affect the market value of the securities issued by them
and therefore, will affect the value of the shares of the Common Stock (the "Shares") of the Fund. Moreover, the
Investment Adviser is not registered under the U.S. Investment Advisers Act of 1940, as amended, and therefore, is
not subject to the restrictions imposed on investment advisers thereunder.

Liquidity and Restrictions on the Transfer of the Shares. The Shares have not been registered with the U.S.
Securities and Exchange Commission under the U.S. Securities Act of 1933, as amended (the "1933 Act"), and the
Fund has not been registered under the 1940 Act. Consequently, the Shares may be offered, sold, or otherwise
transferred exclusively to individual swhose principal residenceisin Puerto Rico, or to corporations and other business
organizations whose principal office and place of business arein Puerto Rico. Prior to theinitial sale or subsequent
transfer of the Shares, each purchaser will be required to represent in writing to the Fund, the Underwriter or the




Administrator that the above conditions to purchase are satisfied. Appendix C to this Prospectus contains, in letter
form, the substance of representations must be made prior to the purchase and delivery of such shares. Such
restrictions shall remain in effect until such timeif any, as the Fund shall determine, based on an opinion of legal
counsd, that they are no longer necessary in order to preserve an exemption for the Shares from the registration
requirements of the 1933 Act and for the Fund under the 1940 Act. Shareholders who cease to be residents of Puerto
Rico (as described above) will no longer have available the tax benefits that make the Fund an attractive investment,
and those Shareholders have an obligation to liquidate their Shares as soon as it becomes economically feasibleto do
0.

Prior tothis offering, there has been no market for the Shares. TheUnderwriter currently intendsto maintain
amarket in the Shares commencing after thefinal closing of theinitial public offering of the Shares, although it is not
obligated to do so. No assurance can be given as to the liquidity of, or the trading market for, the Shares as a result
of any activities undertaken by the Underwriter. Such purchases and sales, if commenced, may be discontinued at any
time. If at any time UBS PaineWebber Puerto Rico ceases to maintain a market, the Shares will becomeilliquid until
amarket is reestablished.

The market price of the Fund's Shares will be determined by such factors as relative demand for and supply
of such Shares in the market, general market, and economic conditions and other factors beyond the control of the
Fund. The Fund cannot predict whether the Shares will trade at, below or above net asset value or at, below or above
the offering price. That conclusion is further affected by the fact that there may be few or no market-makers in the
Shares. UBS PainéWebber Puerto Rico may be the only person maintaining a market in the Fund's Shares, and from
timetotime, dueto regulatory constraints or otherwise, UBS PaineWebber Puerto Rico may ceaseto maintain amarket
in the Shares, which could result inilliquidity of the Shares. Shares of closed-end investment companies frequently
trade at a discount from their net asset values. However, Puerto Rico investment companies which are similar to the
Fund have generally (though not always) traded at an amount equal or at a premium to their net asset value. There
is no assurance, however, that thiswill continue in the future or that the experience of the Fund will replicate that of
other similar Puerto Rico investment companies. Accordingly, the Shares may not be suitableto all investors as they
aredesigned primarily for long-term investors, and investors in the Shares should not view the Fund as a vehicle for
trading purposes.

Return of Initial Public Offering Price of $10 per Share. To the extent capital losses realized by the Fund
on dispositions of securities are not offset by capital gains realized in the same or in subsequent years, there is no
assurancethat the Fund will beableto return to you an aggregate of $10 per Share by December 31, 2031 (the"Target
Date"). Inadditiontotheother risks of leverage, the existenceof leverage may affect theability to return $10 per Share
by the Target Date. Specifically, totheextent that the Fund realizeslossesin excess of gainson theadditional portfolio
securities purchased with the leverage, the Fund may be required to repay maturing debt securities with principal,
income, or gainsthat may otherwise have been applied tothereturn of the $10 per Shareby the Target Date. The Fund
will establish areserve account to recoup amounts paid by the Fund in connection with its organization and itsinitial
public offering.

Political Risk. Palitical or regulatory developments in Puerto Rico and in the United States could adversely
affect the tax-exempt status of interest paid on securities or the tax-exempt status of the Fund's dividends. These
developments could also cause the value of the Fund's investments to fall.

Geographic Concentration Risk. TheFund isexposed to certain risksresulting from the reduced geographic
diversification of its portfolio. The Fund's assets are invested primarily in securities of Puerto Rico issuers.
Consequently, the Fund in general is more susceptible to economic, political, regulatory or other factors adversely
affecting issuers in Puerto Rico than a Fund that is not concentrated in Puerto Rico issuers. Also, the Fund's ability
to achieve its investment objective and to comply with applicable law depends on the availability of Puerto Rico
obligations. If those obligations are unavailable or are only available at a price unreasonably abovetheir market value
or at interest rates inconsistent with the Fund's investment objective, it may harm the Fund's performance.




Industry Concentration Risk. The Fundwill concentrateitsinvestmentsin the Puerto Rico financial services
industry. To the extent that the Fund's investments are heavily concentrated in a particular sector of the economy, it
may be adversely affected morethan a Fund that is more diversified across various sectors of the economy should that
sector suffer a downturn. The financial services industry is subject to various material business risks. For example,
changesin the prevailing interest rates or stock market conditions can have significant effects on the industry and the
results of business operations in such industry. Some of therisks to which thisindustry is subject may become more
acutein periods of economic slowdown or recession. During such period, loan delinquenciesand foreclosuresgenerally
increase and could result in an increased incidence of losses and/or claims and legal actions. In addition, such
conditions could lead to a potential declinein demand for the securities of the financial services industry. Changes
in the legal or regulatory environment could also have adverse effects, such as changing the nature of activities in
which the industry may engage or by increasing competition from other sources.

Non-Diversification Risk. A relatively high percentage of the Fund's assets will beinvested in obligations of
a limited number of Puerto Rico issuers. Consequently, the Fund's net asset value and its yield may increase or
decrease more than that of a more diversified investment company as a result of changes in the market's assessment
of the financial condition and prospects of such Puerto Rico issuers. The Fund also will be more susceptible to any
single economic, political, or regulatory occurrence in Puerto Rico than a more widdly diversified Fund.

Interest Rate Risk. Thevalueof amoney market instrument generally can be expected to fall when short-term
interest ratesrise and to risewhen short-terminterest rates fall. Interest raterisk istherisk that interest rateswill rise,
sothat thevalueof the Fund'sinvestmentswill fall. Also, the Fund'syield will tend to lag behind changesin prevailing
short-terminterest rates. This means that the Fund'sincomewill tend to rise more slowly than increasesin short-term
interest rates. Similarly, when short-term interest rates are falling, the Fund's income will tend to fall more slowly.

Fixed Income Securities Generally. Theyield on fixed income securities of the type the Fund may invest in
depends on avariety of factors, including general market conditions for such securities, the financial condition of the
issuer, the size of the particular offering, the maturity, credit quality and rating of the security. Generally, the longer
the maturity of those securities, the higher its yield and the greater the changes in its yields both up and down. The
market value of fixed income securities normally will vary inversely with changesin interest rates. Such changesin
the Fund's net asset value, in particular, also might affect the price of the Shares. Theunique characteristics of certain
types of securities also may make them more sensitive to changes in interest rates.

Certain issuers of fixed income securities are subject to the provisions of bankruptcy, insolvency, and other
laws affecting the rights and remedies of creditors that may result in delays and costs to the Fund if a party becomes
insolvent. Itisalsopossiblethat, asaresult of litigation or other conditions, the power or ability of suchissuersto meet
their obligationsfor the repayment of principal and payment of interest, respectively, may be materially and adversely
affected.

Repurchase Agreement Risk. If a repurchase agreement counterparty defaults, the Fund may suffer time
delaysand incur costs or possible losses in connection with the disposition of the securities underlying the repurchase
agreement. Inthe event of default, instead of the contractual fixed rate of return, the rate of return to the Fund will
depend on intervening fluctuations of the market values of the underlying securities and the accrued interest on the
underlying securities. 1nsuch an event, the Fund would haverights against the counterparty for breach of contract with
respect to any losses resulting from those market fluctuations.

Municipal ObligationsRisk. Certain of themunicipal obligationsinwhich the Fund may invest present their
own distinct risks. Theserisks may depend, among other things, on the financial situation of the government issuer,
or, inthe caseof industrial development bonds and similar securities, on that of the entity supplying the revenues that
areintended to repay the obligations. It isalso possiblethat, as aresult of litigation or other conditions, the power or
ability of issuersor those other entitiesto meet their obligations for the repayment of principal and payment of interest
may be materially and adversely affected.




Mortgage-Backed Securities Risk. Mortgage-backed securities, in general, differ from investments in
traditional debt securitiesin that, among other things, principal may beprepaid at any time dueto prepayments by the
obligorson theunderlying obligations. Prepayments might result in reinvestment of the proceeds of such prepayments
at interest rates that are lower than the prepaid obligations. Prepayments are influenced by a variety of economic,
geographic, demographicand other factors. Generally, however, prepaymentswill increaseduring periods of declining
interest rates and decrease during periods of rising interest rates. Sinceasubstantial portion of thePuerto Rico or other
securities available to the Fund may be mortgage-backed securities, the potential for increasing the Fund's exposure
to these and other risks related to such securities might cause the market value of the Fund's investments to fluctuate
more than otherwise would be the case.

Asset-Backed Securities Risk. Asset-backed securities present risks similar to those of mortgage-backed
securities. However, in the case of many asset-backed securities, the prepayment rates on the underlying assets have
historically beenlessinfluenced by market interest ratefluctuations and therefore have been more stable. Thefrequent
absence a government guarantee creates greater exposure to the credit risk on the underlying obligations and,
depending on the structure, credit risk regarding the sponsor of such obligations.

Illiquid Securities. Illiquid securities are securities that cannot be sold within a reasonable period of time,
not to exceed seven days, in the ordinary course of business at approximately the amount that the Fund has valued the
securities. Therepresently arealimited number of participantsinthemarket for certain Puerto Rico securitiesor other
securities or assets that the Fund may own. That and other factors may cause certain securities to have periods of
illiquidity. Illiquid securitiesinclude, among other things, securitiessubject tolegal or contractual restrictionsonresale
that hinder the marketahility of the securities.

Thereareno limitations on the Fund'sinvestment inilliquid securities. The Fund may also continueto hold,
without limitation, securities or other assats that become illiquid after the Fund's invest in them. To the extent the
Fund ownsilliquid securities or other illiquid assets, the Fund may not beableto sell them easily, particularly at atime
when it is advisable to do so to avoid losses.

Valuation Risk. There may befew or no dealers making a market in certain securities owned by the Fund,
particularly with respect to securities of Puerto Rico issuers including, but not limited to, investment companies.
Dealers making a market in those securities may not bewilling to provide quotations on aregular basisto the Fund's
Investment Adviser. It may therefore be particularly difficult to value those securities. When market quotations for
securities held by the Fund are not readily available from any such independent dealers, the Fund's administrator will
be responsible for obtaining quotations for such securities from various sources, including UBS PaineWebber Puerto
Rico. Asaresult, theinterests of UBS PaineWebber Puerto Rico may conflict with those of the Fund as to the price
and other terms of transactions among them.

Soecial Risks of Hedging Strategies. The Fund may use a variety of derivative instruments including
securities options, financial future contracts, options on future contracts and other interest rate protection transactions
such as swap agreements, to attempt to hedge its portfolio of assets and enhance its return. Successful use of most
derivative instruments depends upon the Investment Adviser's ability to predict movements of the overall securities
and interest rate markets. There can be no assurance that any particular hedging strategy adopted will succeed. See
"Appendix F — Hedging and Related Income Strategies.”

Derivative Instruments. I1n order to attempt to hedge various portfolio positions or to enhance itsreturn, the
Fund may invest up to 5% of itstotal assetsin certain instruments which are or may be considered derivatives. Subject
to the approval of the Fund's Board of Directors (the "Board of Directors"), such 5% limit may be exceeded only for
the purpose of hedging. Derivative instruments, because of their increased volatility and potential leveraging effect
(without being subject to the Fund's leverage limitations ), may adversdly affect the Fund. For example, investments
in indexed securities, including, among other things, securitieslinked to an equities or commoditiesindex and inverse
floating rate securities, may subject the Fund to therisks associated with changes in the particular indices, which may
includereduced or eliminated interest payments and losses of invested principal. Suchinvestments, in effect, may also
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be leveraged, thereby magnifying the risk of loss. Even where such derivative investments are used for hedging
purposes, there can be no assurance that the hedging transactions will be successful or will not result in losses. For
example, utilization of options and futures transactions involves therisk of imperfect correlation in movementsin the
price of options and futures and movements in the price of the securities or interest rates, which are the subject of the
hedge. Municipal derivatives may also be subject to the samerisks as floating rate municipal obligations generally,
risks of adversetax determination or, in the case of municipal derivatives used for hedging purposes, risks similar to
those for other hedging strategies.

Transactionswith Counter parties. TheFundwill engagein swap and other financial transactionsdirectly with
other counterparties. This subjects the Fund to the credit risk that a counterparty will default on an obligation to the
Fund. Such arisk contrasts with transactions done through exchange markets, wherein credit risk isreduced through
the collection of variation margin and through the interposition of a clearing organization as the guarantor of all
transactions. Clearing organizations transform the credit risk of individual counterparties into the more remote risk
of the failure of the clearing organization.




THE FUND

Tax-Free Puerto Rico Target Maturity Fund, Inc. is a newly-organized, non-diversified, closed-end
management investment company. The Fund is a corporation organized under the laws of Commonwealth of Puerto
Rico ("Puerto Rico") operates as a registered investment company under the Puerto Rico Investment Companies Act,
asamended (the"PR-ICA") andis subject toaruling issued by the Office of the Commissioner of Financial Institutions
(the"OCFI") to the Fund (the"Commissioner'sRuling"). See"RULING OF THE COMMISSIONER." The Fundwas
incorporated under the laws of Puerto Rico on July 11, 2001. The Fund's principal office is located at American
International Plaza Building, 7th Floor, 250 Mufioz Rivera Avenue, San Juan, Puerto Rico 00918, and its telephone
number is (787) 773-3888. The Commissioner's Ruling is available for inspection at such address.

THE OFFERING

The Fund is offering 8,000,000 Shares, par value $0.01 per Share, through UBS PaineWebber Puerto Rico
(in its capacity as Underwriter of the Shares, the "Underwriter”). The Underwriter has committed to purchase the
Shares at several closingsto be held in San Juan, Puerto Rico. It isanticipated that thefirst closing will take place on
or about August 31, 2001 (the"Initial Closing") and several subsequent closings will take place at monthly intervals
thereafter. The Underwriter has been granted an option to purchase up to 1,200,000 additional Shares solely to cover
over-allotments. The public offering price will be the greater of (i) $10.00 or (ii) the then current net asset value per
Share plus the applicable sales load. The minimum number of Shares an investor may purchase is 100. See
"UNDERWRITING."

The Shares are being offered for sale exclusively to individuals who have their principal residence in
Puerto Rico and to persons, other than individuals, that have their principal office and principal place of businessin
Puerto Rico (collectively, the "Puerto Rico Residents"). All investorsin and transferees of the Shares will berequired
toddiver totheUnderwriter or adealer aletter of representationin theform of Appendix C attached to this Prospectus.
See"LIMITATIONS ON OFFERINGS AND TRANSFER OF SHARES" and "UNDERWRITING."

LIMITATIONS ON OFFERINGS AND TRANSFER OF SHARES

Whilethe Fundis subject to the terms and conditions of the Commissioner's Ruling, the Shares havenot been
registered under the 1933 Act, nor under the securities laws of any state or jurisdiction, and the Fund has not been
registered under the 1940 Act. Consequently, the Shares may be sold, pledged, hypothecated, or otherwisetransferred
exclusively to Puerto Rico Residents. Transferees of the Shares are required to deliver to the Underwriter or a dealer
a letter of representation in the form of Appendix C herein. The Underwriter and any dealers will be contractually
obligated to the Fund to obtain such | etter of representation in proper form. Any transfer of the Sharesto atransferee
who has not so provided such a letter will be null and void. Investors in the Shares (the "Shareholders") who cease
to be Puerto Rico Residentswill nolonger have available the tax benefits that make the Fund an attractive investment,
and within 30 days from ceasing to be Puerto Rico Residents, such Shareholders have an obligation to notify an
Underwriter or dealer to liquidate their investment in the Shares as soon as it becomes economically feasibleto do so
and to agree not to purchase more Shares. Theserestrictions shall remain in effect until such timeif any, asthe Fund,
the Underwriter, or the Fund's investment adviser UBS PWAM, adivision of UBS PWTC, shall determine based on
an opinion of counsd, that the restrictions are no longer necessary in order to preserve an exemption for the Shares
from the registration requirements of the 1933 Act and for the Fund from the 1940 Act.

USE OF PROCEEDS

The proceeds to the Fund of this public offering are estimated at $76,200,000 ($87,630,000 if the
Underwriter's over-allotment option is exercised in full) before payment of offering expenses (which it is anticipated
will not exceed $175,000). Organizational expenses, which will also bepaid by the Fundinthefirst year of operations,
are estimated at $75,000. Such proceeds will be invested in accordance with the Fund's investment objectives and
policies on or before the first anniversary of the Fund's registration as an investment company with the OCFI (the
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"Registration Date"). Pending such investment, the proceeds may beinvested temporarily in cash and short-term U.S.
Government securities (as used herein, "U.S. Government Securities' includes direct obligations of the U.S., as well
as securitiesissued by agencies and instrumentalities of the U.S.), consistent with the tax-exempt nature of the Fund.
The Fund will establish areserve account to recoup amounts paid by the Fund in connection with its organization and
itsinitial public offering.

INVESTMENT OBJECTIVES AND POLICIES

TheFund'sinvestment objectivesare (1) to provideyou with current incomethat is exempt from U.S. Federal
and Puerto Rico income taxes for residents of Puerto Rico, asis consistent with the preservation of capital, and (2) to
return your initial investment of $10 per Share by or before the Target Date.

The Fund will normally invest at least 67% of its total assetsin securities issued by Puerto Rico issuers (the
"Puerto Rico Assets"). These include securities issued by Puerto Rico and its political subdivisions, organizations,
agencies, and instrumentalities, Puerto Rico mortgage-backed and asset-backed securities, corporate obligations and
preferred stock of Puerto Rico entities, and other securitiesthat the Investment Adviser may select, consistent with the
Fund's investment objectives and policies. The Fund may invest up to 33% of its total assetsin, among other things,
securitiesissued or guaranteed by the U.S. Government, itsagencies and instrumentalities, non-Puerto Rico mortgage-
backed and asset-backed securities, corporate obligations or preferred stock of non-Puerto Rico issuers, municipal
securities of issuerswithinthe U.S., and in other non-Puerto Rico Securities which the Investment Adviser may select,
consistent with the Fund's investment objectives and policies (the "non-Puerto Rico Assets"). The Fund may invest
a portion of itstotal assets in taxable securities of both Puerto Rico and non-Puerto Rico issuers. The Fund may not
invest in securities which have a maturity date subsequent to December 31, 2031. There is no assurance that the
Fund will achieveitsinvestment objectives.

At least 95% of the Fund'stotal assetswill beinvestedin securitieswhich, at thetime of purchase, (i) arerated
within the four highest long-term categories by Standard & Poor's, a Division of the McGraw-Hill Companies, Inc.
("S&P"), Moody's Investors Service, Inc. ("Moody's"), or Fitch, Inc. ("Fitch"), without regard to any subcategory, or
that have received an equivalent rating from another nationally recognized statistical rating organization (an
"NRSRQ") listed or approved by the OCFI, or (ii) if not so rated, are in the opinion of the Investment Adviser, of a
credit quality comparable to such rated obligations, (i.e., those that are backed by a letter of credit or other forms of
corporate or governmental guarantees, the issuer of which has received an equivalent short-term or long-term credit
rating, as applicable). See Appendix D for further information regarding S& P's, Moody's, and Fitch's ratings. The
Fund will not make additional investmentsin lower-rated securitiesif, at the time of a proposed purchase, more than
5% of its assetswould beinvested in such securities. Changesin economic conditionsor other circumstancesaremore
likely tolead to a weakened capacity for issuers of lower-rated securities to make principal and interest paymentsthan
isthe case for issuers of higher grade securities. Subsequent to its purchase by the Fund, an issue of securities may
cease to be rated or its rating may be reduced below the minimum rating required for purchase by the Fund. The
Investment Adviser will consider such an event in determining whether the Fund should continue to hold the
obligation. In making such a determination, the lnvestment Adviser will consider such factorsin its assessment of the
credit quality of the issuer of the security and the price at which the security could be sold.

The maturity of the Fund's portfolio securities will vary based upon the Investment Adviser's assessment of
economic and market conditions. The net asset value of the common shares of a closed-end investment company, such
asthe Fund, whichinvestsprimarily infixed-incomesecurities, changes asthe general levels of interest rates fluctuate.
When interest rates decline, the value of fixed-income securities can be expected to rise. Conversely, when interest
rates rise, the value of fixed-income securities can be expected to decline. Prices of longer-term securities generally
fluctuate more in response to interest rate changes than do short-term or medium-term securities. These changesin
net asset value might be greater in the case of a Fund having aleveraged capital structure, asthe one proposed for the
Fund. See"SPECIAL LEVERAGE CONSIDERATIONS."



The Fund's investment objectives and fundamental policies may not be changed unless authorized by a
majority (or in some cases, asupermajority) of investorsin the Fund's outstanding Shares and by the OCFI. All other
investment policies and limitations, however, subject to applicable Puerto Rico law, may be changed by the Board of
Directors without the approval of either the Shareholders or the OCFI. See"INVESTMENT RESTRICTIONS."

Set forth below is a description of the various types of securities in which the Fund may invest.

Municipal Obligations. Municipal Obligationsaredebt obligationsor similar securitiesissued by or on behal f
of Puerto Rico, a State of the U.S., or any of their respective political subdivisions, organizations, agencies or
instrumentalities, or by multi-state agencies or authorities, the interest on which is, in the opinion of Fund counsel,
wholly or partially exempt fromincometax. Municipal Obligations areissued for various public purposes, including
constructionof public or privately-operated facilities, such asairports, bridges, hospitals, housing, masstransportation,
schools, streets and water and sewer works. Other public purposes for which Municipal Obligations may be issued
includerefinancing outstanding obligations and obtaining funds for general operating expenses and for loans to other
publicinstitutions and facilities. Thetypesof Municipal Obligationsin which the Fund may invest, and certain of the
risks attached thereto, are described in the Appendix A to this Prospectus. Not all of such types of Municipal
Obligations are currently available in Puerto Rico.

Mortgage-Backed Securities. Mortgage-Backed Securities represent direct or indirect participationsin, or
are secured by and are payable from, mortgage loans secured by real property ("Mortgage-Backed Securities").
Investors in Mortgage-Backed Securities typically receive interest and principal on the underlying mortgage loans
(and/or any related credit support). The Fund's investments in Mortgage-Backed Securities will be considered as
Puerto Rico Assets when the underlying assets are substantially comprised of mortgages over real property located
within Puerto Rico ("Puerto Rico Mortgage-Backed Securities").

Investments in Mortgage-Backed Securities will include those issued or guaranteed by the Government
National Mortgage Association ("GNMA"), Federal National Mortgage Association ("FNMA") or Federal HomeL oan
Mortgage Corporation ("FHLMC"), as well as Mortgage-Backed Securities which are not guaranteed or issued by
GNMA, FNMA, FHLMC, or any other government agency (" PrivateL abd M ortgage-Backed Securities"), andin either
casemay includecollateralized mortgageobligations ("CMOs"). PrivateL abel M ortgage-Backed Securitiesareissued
in connection with a securitization and represent a beneficial interest in a privately sponsored trust or other entity, the
assets of which are mortgage loans or GNMA, FNMA, FHLMC, or other Mortgage-Backed Securities, including
CMOs. See"RISK FACTORS AND SPECIAL CONSIDERATIONS" and "TAXATION."

GNMA Mortgage-Backed Securities include securities which are backed by mortgage loans insured by the
Federal Housing Administration or guaranteed by the V eterans Administration, and which consist of mortgage-backed
certificates with respect to pools of such mortgages guaranteed as to the timely payment of principal and interest by
the GNMA. That guarantee is backed by the full faith and credit of the U.S.

FNMA M ortgage-Backed Securitiesrepresent abeneficial ownership interest in oneor morepoolsof mortgage
loans, which may be insured by the Federal Housing Administration or the Veterans Administration, or which may
not be insured or guaranteed by any governmental agency. FHLMC Mortgage-Backed Securities represent direct or
indirect participations in, and are payable from, conventional residential mortgage loans. FNMA's and FHLMC's
obligationswith respect to their Mortgage-Backed Securities are not backed by the full faith and credit of the U.S., but
are considered to present minimal credit risks. CMOs are multiple-class Mortgage-Backed Securities. Some CMOs
are directly supported by other CMOs, which in turn are supported by pools of mortgage loans. Investors in them
typically receive payments out of the interest and principal on the underlying mortgage loans. The portions of these
payments that investors receive, as well as the priority of their rights to receive payments, are determined by the
specific terms of the CMO class. CMOs involve special risks. See "RISK FACTORS AND SPECIAL
CONSIDERATIONS — Mortgage-Backed Securities." The type of GNMA, FNMA, FHLMC and certain other
Mortgage-Backed Securities in which the Fund may invest are described in more detail in "Appendix B —
Mortgage-Backed Securities." Not all types of Mortgage-Backed Securities are currently available in Puerto Rico.
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Asset-Backed Securities. The Fund may invest in various types of asset-backed securities ("Asset-Backed
Securities"). The securitization techniques used in the context of Asset-Backed Securitiesaresimilar to thoseused for
M ortgage-Backed Securities. Thereceivables supporting Asset-Backed Securities presently areprimarily homeequity
mortgage loans and automaobile and credit card receivables, but may also consist of other types of obligations. Asset-
Backed Securities and the underlying receivables are not generally insured or guaranteed by any government agency.
However, in certain cases, such securities are collateralized by loans guaranteed by the U.S. Small Business
Administration ("SBA"). The SBA is an independent agency of the United States.

The SBA guarantees the payment of principal and interest on portions of loans made by private lenders to
certain small businesses. Theloansaregenerally commercial loans such asworking capital |oansand equipment loans.
The SBA isauthorized to issuefromtimeto time, through its fiscal and transfer agent, SBA-guaranteed participation
certificates evidencing fractional undivided interests in pools of these SBA-guaranteed portions of loans made by
private lenders. The SBA's guarantee of such certificates, and its guarantee of a portion of the underlying loan, are
backed by the full faith and credit of the United States.

Asset-Backed Securities will be considered Puerto Rico Asset-Backed Securities when the securitization
vehicleisorganized under thelaws of Puerto Rico or, regardless of where organized, when amajority of theunderlying
assets are obligations of Puerto Rico Residents.

CorporateObligations. Corporateobligations aredebt obligations or similar securitiesissued by or on behalf
of acorporation that desires to raise money for particular corporate purposes, such as for working capital or capital or
other expenditures, or for repayment of outstanding debt. See"Appendix D — Ratings of Municipal Obligations and
Debt Securities* and "Appendix E — Certain Other Types of Investments.”

Preferred Stock. A preferred stock is ablend of the characteristics of abond and common stock. It can offer
the higher yield of abond and has priority over common stock in equity ownership, but does not have the seniority of
abond and its participation in theissuer's growth may belimited. Preferred stock has preference over common stock
in the receipt of dividends and in any residual assets after payment to creditors should the issuer be dissolved. See
"Appendix E — Certain Other Types of Investments.”

OTHER INVESTMENT PRACTICES

Certain of the other investment practices in which the Fund may engage are described below. 1f, asthe Fund
currently intends, the Fund issues preferred stock, debt securities, and other forms of leverage and seeks to obtain a
rating of such preferred stock, debt securities, and other forms of leverage, any rating agency issuing such rating may,
as a condition thereof, impose additional asset coverage or other requirements, which may restrict the Fund's ability
to engage in these investment practices.

When-1ssued Securities and Delayed Delivery Transactions

The purchase of securities on awhen-issued or delayed delivery basis involves therisk that, asaresult of an
increasein yields availablein the marketplace, the value of the securities purchased will decline prior to the settlement
date. Thesaleof securitiesfor delayed delivery involvestherisk that the prices availablein the market on the delivery
date may be greater than those obtained in the sale transaction. At the time the Fund enters into a transaction on a
when-issued or delayed delivery basis, it will segregate with the Custodian (as defined herein) cash or liquid
instruments with a value not less than the value of the when-issued or delayed delivery securities. The value of these
assets will be monitored daily to ensure that their marked to market value will at all times exceed the corresponding
obligations of the Fund. Thereisalwaysarisk that the securities may not be delivered, and the Fund may incur aloss.



Short-Term Temporary Investments

Subject to the requirements of the Commissioner's Ruling, if, in the opinion of the Investment Adviser, no
suitable Puerto Rico Securities, other Municipal Obligations, or long-term U.S. Government securities are available,
or if the Investment Adviser believes unusual circumstances warrant a defensive posture, the Fund temporarily may
commit all or any portion of its assets to taxable or tax-exempt short-terminstruments. Suchinstruments may include
securities issued or guaranteed by the U.S. Government, its agencies or instrumentalities, commercial paper rated at
least A-1 by S&P, P-1 by Moody's or F1 by Fitch, bank certificates of deposit, bankers' acceptances and Repurchase
Agreements (as defined herein) secured by any of the foregoing.

Dollar Rolls and Rever se Repur chase Agreements

TheFund may enter into dollar rolls, in which the Fund sells mortgage-backed or other securitiesfor delivery
inthecurrent month and simultaneously contractsto purchase substantially similar securitieson aspecifiedfuturedate.
Inthecaseof dollar rollsinvolving mortgage-backed securities, the mortgage-backed securitiesthat are purchased will
be of the same type and will have the same interest rate as those sold, but will be supported by different pools of
mortgages. The Fund forgoes principal and interest paid during the roll period on the securities sold in adollar rall,
but the Fund is compensated by the difference between the current sales price and the lower price for the future
purchase aswell as by any interest earned on the proceeds of the securities sold. The Fund also could be compensated
through thereceipt of feeincome equivalent to alower forward price. The Fund may also enter into reverserepurchase
agreementsin which amember bank of the Federal Reserve Systemor a securities deal er who isamember of anational
securities exchange or is a market-maker in U.S. Government securities purchases portfolio securities from the Fund,
coupled with an agreement to resell them to the Fund at a specific dateand price (a"Reverse Repurchase Agreement™).
The Fund may enter into Reverse Repurchase Agreements with UBS PaineWebber Puerto Rico or its affiliates under
the circumstances described herein and if specifically approved by the Board of Directors and made subject to
procedures adopted by them. See "PORTFOLIO TRANSACTIONS—Transactions Involving Affiliates."

Dollar rollsand ReverseRepurchase Agreementsgenerally will beconsidered to beleverageand, accordingly,
will be subject to the Fund's limitations on leverage, which will restrict the aggregate of such transactions, together
with theissuance of preferred stock, debt securities, and other forms of leverage, to 50% of the Fund'stotal assets. See
"SPECIAL LEVERAGE CONSIDERATIONS." However, dollar rolls and Reverse Repurchase Agreements will not
be subject to such limitation if a separate account is established and maintained with respect to the value of the Fund's
commitments thereunder. In addition, certain of the dollar rolls and Reverse Repurchase Agreements entered into by
the Fund will be arbitrage transactions in which the Fund will maintain an offsetting position in securities or
Repurchase Agreements (as defined herein) that mature on or before the settlement date on the related dollar roll or
Reverse Repurchase Agreement. The Investment Adviser believes that such arbitrage transactions do not present the
risks to the Fund that are associated with other types of leverage.

The market value of securities sold under Reverse Repurchase Agreements typically is greater than the
proceeds of the sale, and accordingly, the market value of the securities sold is likely to be greater than the value of
the securitiesin which the Fund investsthose proceeds. ReverseRepurchase Agreementsinvolvetherisk that thebuyer
of the securities sold by the Fund might be unableto deliver them when the Fund seeksto repurchase. Intheevent the
buyer of securities under a Reverse Repurchase Agreement files for bankruptcy or becomes insolvent, such buyer or
its trustee or receiver may receive an extension of time to determine whether to enforce the Fund's obligation to
repurchasethe securities, and the Fund's use of the proceeds of the Reverse Repurchase Agreement may effectively be
restricted pending such decision.

Repur chase Agreements
The Fund may use Repurchase Agreements. The term "Repurchase Agreements,” for purposes of this
Prospectus, consists of transactionsin which the Fund purchases securities from amember bank of the Federal Reserve

System or a securities dealer who is a member of a national securities exchange or is a market-maker in U.S.
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Government securities and simultaneously commits to resell the securities to such original seller at an agreed-upon
date and pricereflecting amarket rate of interest unrelated to the coupon rate or maturity of the purchased securities.
Although Repurchase Agreements carry certain risks not associated with direct investments in securities, including
possible declines in the market value of the underlying securities and delays and costs to the Fund if the other party
to the Repurchase Agreement becomes bankrupt, the Fund intends to enter into Repurchase Agreements only with
banks and dealers in transactions believed by the Investment Adviser to present minimum credit risks. In addition,
each Repurchase Agreement must becollateralized at least at 102% with U.S. Government or other appropriateliquid
high grade securities, held at athird party custodian, and marked-to-market daily. Entities with whom the Fund may
enter into Repurchase Agreements may include UBS PaineWebber Puerto Rico or its affiliates, subject to procedures
adopted by the Board of Directors. See "SPECIAL LEVERAGE CONSIDERATIONS" and "PORTFOLIO
TRANSACTIONS — Transactions Involving Affiliates."

Other Practices

Call Rights. The Fund may purchase a Puerto Rico Security or other Municipal Obligation issuer's right to
call all or a portion of such obligation for mandatory tender for purchase (a"Call Right"). A holder of a Call Right
may exercise such right to require a mandatory tender for the purchase of related obligations, subject to certain
conditions. A Call Right that is not exercised during the maturity of the related obligation will expire without value.
The economic effect of holding both a Call Right and the related obligation is identical to holding an obligation as a
non-callable security.

Options and Futures. The Fund may use securities options (both exchange-traded and over-the-counter) to
attempt to enhance income (which would be taxable income) and may also attempt to reduce the overall risk of its
investments (i.e., hedge) by using securities options, financial futures contracts and other interest rate protection
transactions such as swap agreements. However, the Fund will not enter into financial futures contracts or options
thereon unless UBS PainéWebber Puerto Rico qualifies for an exclusion or exemption or comparable relief from
applicableregistration requirements containedintheregulationsadministered by theU.S. Commodity Futures Trading
Commission. See Appendix E to this Prospectus for a more complete discussion of the Fund's types of derivative and
related income strategies and the risks thereof.

Short Sales. The Fund may engagein short sales of securities "against the box" to defer realization of gains
or losses for tax or other purposes. A short sale "against the box™ occurs when the Fund owns an equal amount of the
securities sold short or owns securities convertibleinto or exchangeable, without payment of any further consideration,
for securities of the same issue as, and equal amount to, the securities sold short.

Securities Lending. Although it has no current intention to do so, the Fund may also lend securities fromits
portfolioto broker-dealers, banks, financial institutions, and institutional borrowers of securitiesand receivecollateral
in the form of cash or U.S. Government obligations, subject to procedures adopted by the Board of Directors.

SPECIAL LEVERAGE CONSIDERATIONS
I ssuance of Preferred Stock and Debt Securities

The Fund may increase amounts available for investment through the issuance of preferred stock, debt
securities (i.e., debt instruments of varying maturities, including commercial paper and short-term and medium-term
notes; such securities collectively referred to herein as the "debt securities”), or other forms of leverage (such debt
securities, as discussed herein, including Reverse Repurchase Agreements) to Puerto Rico Residents, representing not
more than 50% of the Fund's total assets immediately after such issuance. Such activities will be carried out in
accordancewith procedures asestablished by the Board of Directorsin an effort to address potential conflictsof interest
including, among other things, the potential conflicts of interest in setting interest or dividend rates. Thereis no
assurance that the procedures will be effective. The OCFI has restricted the Fund's leveraging activities. See
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"RULING OF THE COMMISSIONER" and "PORTFOL10 TRANSACTIONS— Transactions Involving Affiliates."
There can be no assurance that any of the above securities will be issued.

TheFund, subject to the above percentage limitations, may also engagein certain additional borrowingsfrom
banks or other financial institutions, through Reverse Repurchase Agreements. The Fund presently anticipates that
it will engage in borrowings from, and other forms of leverage with, UBS PainéWebber Puerto Rico or its affiliates
through Reverse Repurchase Agreements, dollar rolls, or otherwise upon the approval of and subject to procedures as
established by the Board of Directors, in order to address, among other things, the potential conflicts of interest in
setting interest or dividend rates. There is no assurance that the procedures will be effective. The Fund intends to
begin structuring its leverage program after the completion of the offering of the Shares. UBS PainéWebber Puerto
Rico may act as dealer or placement agent in connection with any offering of debt securities by the Fund. See
"PORTFOLIO TRANSACTIONS — Transactions Involving Affiliates." In addition, the Fund may also borrow for
temporary or emergency purposes, in an amount of up to an additional 5% of its total assets.

Althoughthegeneral timing andtermsof preferred stock, debt securities, and other formsof leverageofferings
are determined by the Board of Directors, it is anticipated that each issuance of preferred stock, debt securities, and
other forms of leveragewill pay dividends or interest at rates that are adjusted over relatively short periods of time and
will reflect prevailing short-term interest rates. The proceeds of any offering of preferred stock, debt securities, and
other form of leverage may be invested in longer-term fixed income Puerto Rico Securities (or other debt securities),
which typically bear interest at rates that are higher than short-terminterest rates (although such higher rates cannot
be assured).

Use of leverage through the issuance of preferred stock, debt securities, and other forms of leverage is a
speculative investment technique and involves increased risk for Shareholders to a greater extent than in a non-
leveraged Fund. Theseinclude the possibility of higher volatility of both the net asset value and the market value of
the Shares. The effects of leverage may cause a Shareholder to lose any or all of the amount invested. So long asthe
Fund is able to realize a higher net return on the assets purchased with the proceeds of the leverage than the then
current dividend or interest rate, asthe case may be, on any preferred stock, debt securities, or other forms of leverage
together with other related expenses, the effect of the leverage will be to cause the Shareholders to realize higher
current net investment income than if a Fund were not so leveraged. There can be no assurance, however, that the
Fundwill beabletorealizesuchanet return. Short-term, medium-term, and long-terminterest rates changefromtime
totime as doestheir relationship to each other (i.e., the slope of theyield curve) depending upon such factors as supply
and demand forces, monetary and tax policies, and investor expectations. Changesin any or all of such factors could
causetherelationship between short-term, medium-term, and long-term rates to change (i.e., toflatten or toinvert the
slopeof theyield curve) so that short-term and medium-term rates may substantially increaserelativeto thelong-term
obligationsinwhich the Fund may beinvested. Totheextent that thethen current dividend or interest rate, asthe case
may be, on any preferred stock, debt securities, and other forms of leverage approaches the net return on that portion
of the Fund's assets purchased with the proceeds of the leverage, the benefit of leverage to the Shareholders will be
reduced. Should thethen current dividend or interest rate, as the case may be, on any preferred stock, debt securities,
and other forms of leverage exceed the net return on the Fund's assets purchased with the proceeds of the leverage, the
Fund's leveraged capital structure would result in a lower yield to the Shareholders than if the Fund were not so
leveraged and therefore, the amount available for distribution to Shareholders will be reduced. Nevertheless, the
Investment Adviser may determineto maintain the Fund's leveraged position if it deems such action to be appropriate
under the circumstances. Theinvestment advisory fee payableto the Investment Adviser during periods in which the
Fund is utilizing leverage will be higher than when it is not doing so because the feeis calculated as a percentage of
averageweekly gross assets, including assets purchased with leverage. Because the asset base used for calculating the
investment advisory fee is not reduced by aggregate indebtedness incurred in leveraging the Fund, the Investment
Adviser may haveaconflict of interest in formulating arecommendation to the Fund asto whether and to what extent
to useleverage.

In addition, payments on preferred stock, debt securities, and other forms of leverage issued by the Fund for
investment may be indexed to equity or other indices unrelated to the assets held by the Fund. While the Fund will
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enter into hedging transactions to minimize the risks inherent in those transactions, there is no assurance that those
transactions will be successful. Moreover, any declinein the value of the Fund's assets will be borne entirely by the
Shareholders. Accordingly, the effect of leverage in a declining market would be a greater decrease in the net asset
value of the Fund's Shares than if the Fund were not leveraged and could adversely affect the Fund's ability to make
dividend payments and other distributions on both the Shares and preferred stock. Any such decrease may bereflected
in agreater declinein the market price of the Sharesand preferred stock. If the current investment income of the Fund
were not sufficient to meet dividend or interest requirements on the preferred stock, debt securities, and other forms
of leverage, it could become necessary for the Fund to liquidate certain of its investments, thereby reducing net assets
and, therefore, the net asset value of the Shares. Such liquidations al so would causethe Fund to incur transaction costs.
Moreover, while dividends on preferred stock or interest on debt securities, or other forms of leverage are unpaid, no
dividends or other distributions would be permitted to be paid on the Shares until the Fund resumes its payments of
dividends on preferred stock or of interest on the debt securities, or other forms of leverage, as the case may be.

TheFund may issuepreferred stock, debt securities, or other forms of leverageto the extent that immediately
after their issuance, (i) the value of the Fund's total assets (ii) less all the Fund's liabilities and indebtedness which are
not represented by preferred stock, debt securities, or other forms of leverage being issued or already outstanding, (iii)
is equal to or greater than 200% of the aggregate par value of all outstanding preferred stock (not including any
accumulated dividends or other distributions attributableto such preferred stock) and the total amount outstanding of
debt securities and other forms of leverage. This asset coverage requirement must also be met any time the Fund pays
adividend or makes any other distribution on theissued and outstanding Shares or any shares of the Fund's preferred
stock (other than a dividend or other distribution payable in Shares) as well as any time the Fund repurchases any
Shares, in each case after giving effect to such repurchase of Shares or issuance of preferred stock, debt securities, or
other forms of leveragein order to maintain asset coverage at the required 200% level. To the extent necessary, the
Fund may purchase or redeem preferred stock, debt securities, or other forms of leverage in order to maintain asset
coverage at the required 200% level. In such circumstances, the Fund may have to liquidate portfolio securities in
order to meet redemption requirements and might also haveto pay apremium. Any necessary liquidations could have
the effect of reducing future net income of the Fund. Such liquidations could cause the Fund to incur related
transactional costs.

Assuming the utilization of leverage by borrowings in the amount of approximately 50% of the Fund's total
assets, and an annual interest rate (including dividends on preferred stock) of 4% payable on such leverage based on
market rates as of the date of this Prospectus, the annual return on the assets that the Fund's portfolio must experience
(net of expenses) in order to cover such interest payments would be 2%. The following tableis designed to illustrate
the effect on investment return with leverage obtained by the issuance of preferred stock, debt securities, and other
forms of leverage representing approximately 50% of the Fund's total assets, assuming hypothetical annual returns of
minus 10% to plus 10%. As thetable shows, leverage generally increases the return when portfolio returnis positive
and decreases the return when the portfolio returnisnegative. Thefiguresappearing inthetablearehypothetical and
actual returns may be greater or less than those appearing in the table.

Assumed Return (net of expenses) (10%) (5%) 0% 5% 10%

Corresponding Share Return (24%) (14%) (4%) 6% 16%

Leveraging of the Fund cannot be fully achieved until preferred stock, debt securities, and other forms of
leverage are issued and the proceeds have been invested by the Fund.

TheFundwill seek to obtain aninvestment grade credit rating from S& P, Moody's, Fitch, or another NRSRO
on any preferred stock or debt securities which it may issue. The Fund believes that obtaining such ratings may
enhance the marketability of the preferred stock, debt securities, and other forms of leverage and thereby reduce the
dividend or interest rate on the preferred stock or debt securities from that which the Fund would be required to pay
if the preferred stock, debt securities, and other forms of leverage were not so rated. There can be no assurance that
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the Fund will be able to obtain such ratings, and such ratings would not eliminate or mitigate any risks of investing
in aFund's securities. TheNRSRO for preferred stock, debt securities, and other forms of leverage may require asset
coverage maintenance ratios that are in addition to, and more stringent than, those discussed above. 1n addition,
restrictions may be imposed on certain investment practices in which the Fund may otherwise engage. The NRSRO
requirements also are expected to impose certain minimum issue size, diversification and other requirements for
determining portfolio assets that are eigible for computing compliance with their asset coverage requirements. The
ability of the Fund to comply with such asset coverage maintenance ratios may be subject to circumstances, which are
beyond the control of the Fund, such as market conditions for its portfolio securities. Thetermsof any preferred stock,
debt securities, or other forms of leverage might prohibit the payment of dividends or other distributions onthe Shares
and any other preferred stock of the Fund in the event the Fund fails to meet such asset coverage maintenance ratios
and, in such circumstances, might also providefor mandatory redemption of the preferred stock (if redeemable), with
the potential adverse effects discussed above.

The issuance of any preferred stock, debt securities, and other forms of leverage entails certain costs and
expenses, such as underwriting discounts, rating agency fees, legal and accounting fees, printing costs, and certain
other ongoing expenses, such asadministrative and accounting fees. These costs and expenses are borne by the Fund.
Ongoing expenses associated with the issuance of any preferred stock, debt securities, and other forms of leverage are
reflected as areduction in the investment income that otherwise would be available for distribution to Shareholders.

Borrowings

I'n addition, the Fund may also borrow from banks or other financial institutions for temporary or emergency
purposes (including, among others, financing repurchases of the Shares and tender offers), in an amount of up to an
additional 5% of itstotal assets. Such borrowings by the Fund would also create leverage and would entail speculative
factors similar to those applicable to the issuance of preferred stock, debt securities, and other forms of leverage. If
borrowings are made on a secured basis, the Custodian will segregate the pledged assets for the benefit of the lender
or arrangements will be made with a suitable sub-custodian, which may include the lender.

INVESTMENT RESTRICTIONS

The Fund may not changeits investment objective or fundamental policy without the approval of either (i) a
majority of the outstanding Shares, if the proposed change has previously been recommended by theBoard of Directors,
or (ii) at least 75% of the outstanding Shares, upon thefailure of the Board of Directorsto approveaproposal submitted
by a Shareholder or agroup of Shareholdersthat hold in the aggregate at least 20% of the Shares. Under current law,
the OCFI also must approve any change in such objective or fundamental policy.

Asitsfundamental policy, the Fund may not issuedebt securitiesor borrow money frombanksor other entities
(including borrowings through dollar rolls and Reverse Repurchase Agreements), in excess of 50% of the Fund's total
assets (including the amount of borrowings and debt securities issued). In addition, the Fund may also borrow from
banks or other financial institutions for temporary or emergency purposes (including, among others, financing
repurchases of the Shares and tender offers), in an amount of up to an additional 5% of its total assets.

In addition, the Fund may not invest in securities which have a maturity date subsequent to December 31,
2031, and, the Commissioner's Ruling contains certain conditions with respect to the Fund's investment of 67% of its
assetsin Puerto Rico Assets ("67% Investment Requirement”) which restricts the Fund'sinvestments. See"RULING
OF THE COMMISSIONER."

Moreover, the Fund may not change the following investment limitations without the approval of a majority
of the Board of Directors and prior written notice to its Shareholders:
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€)) purchase the securities of any oneissuer if after such purchase it would own more than 75% of the
voting securities of such issuer, provided that securities issued or guaranteed by the U.S. Government, its agencies or
instrumentalities are not subject to this limitation;

(b) make an investment in any oneindustry if, at the time of purchase, the investment would causethe
aggregatevalueof all the Fund'sinvestmentsin suchindustry to equal 25% or more of the Fund'stotal assets; provided
that this limitation shall not apply to: (i) investments in securities issued or guaranteed by the U.S. Government, its
agencies or instrumentalities; (ii) Municipal Obligations, including Puerto Rico Municipal Obligations, other than
those backed only by the assets or revenues of a non-governmental entity; and (iii) investments in mortgage-backed
securities (whether or not issued or guaranteed by an agency or instrumentality of theU.S. Government). For purposes
of this restriction, the intended or designated use of real estate shall determine its industry;

(© purchase securities on margin, except for short term credits necessary for clearance of portfolio
transactions, and except that the Fund may make margin deposits in connection with its use of options or future
contracts. See"Appendix E — Certain Other Types of Investments;”

(d) engage in the business of underwriting securities of other issuers, except to the extent that, in
connection with the disposition of portfolio securities, the Fund may be deemed an underwriter under U.S. securities
laws and except that the Fund may write options;

©)] make short sales of securities or maintain a short position, except that the Fund may sell short
"against the box." A short sale "against the box™" occurs when the Fund owns an equal amount of the securities sold
or owns securities convertibleinto or exchangeablefor, without payment of any further consideration, securities of the
same issue as, and equal in amount to, the securities sold short;

® purchaseor sell real estate(including real estatelimited partnershipinterests), provided that the Fund
may invest in securities secured by real estate or interests therein or issued by entities that invest in real estate or
intereststherein (including mortgage-backed securities), and provided further that the Fund may exerciserights under
agreements relating to such securities, including the right to enforce security interests and to liquidate real estate
acquired as a result of such enforcement; provided, however, that such securities and any such real estate securing a
security acquired by the Fund shall not bea"U.S. real property interest” within the meaning of Section 897 of theU.S.
Internal Revenue Code of 1986, as amended (the "Code");

(9) purchase or sell commodities or commodity contracts, except that the Fund may enter into swap
agreements, options, futures contracts, see"Appendix E—Ceratin Other Types of Investments, and options on futures
contracts subject to certain restrictions. See"OTHER INVESTMENT PRACTICES — Other Practices — Options
and Futures."; or

(h) make loans, except through Repurchase Agreements, provided that for purposes of this restriction
the acquisition of bonds, debentures or other debt instruments or interests therein and investment in government
obligations, shall not be deemed to be the making of aloan.

MANAGEMENT OF THE FUND

The overall management of the business and affairs of the Fund is vested with the Board of Directors. The
Board of Directorsapprovesall significant agreements between the Fund and persons or companiesfurnishing services
toit, including the Fund's agreements with its Investment Adviser, Administrator, Custodian, and Transfer Agent (all
terms asdefined herein). Theday-to-day operations of the Fund are delegated to its officers and to the Administrator,
subject to the Fund's investment objectives and policies and to general supervision by the Board of Directors.

The following persons are members of the Board of Directors. Where indicated, such persons are executive
officersof the Fund or considered independent directorsin that they are unaffiliated to UBS PainéWebber Puerto Rico
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and its affiliates (the "Independent Directors'). Thelndependent Directors also serveon the boards of directors of the
Affiliated Funds (as defined below).

Migud A. Ferrer — President of UBS PainéWebber Puerto Rico since 1980 (employee since 1965) and a
Senior VicePresident of UBS PaineWebber Incorporated; President and CEO of UBS PWTC; Director of "Fundacion
parala Universidad de Puerto Rico" since 1996; Director of "Fundacién Biblioteca Rafael Hernandez Colén™ since
1993; former President and founder of the Puerto Rico Association of Financial Analysts; Member of the Board of the
Securities Industry Association of Puerto Rico; Associate Member of the New York Stock Exchange; member of the
Boards of Directors of the Puerto Rico Investors Family of Funds, the Puerto Rico Tax-Free Target Maturity Family
of Funds, the PaineWebber IRA Select Growth & Income Puerto Rico Fund, and the Tax-Free Puerto Rico Fund, Inc.
(collectively, such funds are referred to the "Affiliated Funds®). Heis also an officer of all of the Affiliated Funds.

Brendan D. Boyle — Senior Vice President of UBS PaineWebber Inc.; Director of Mutual Funds and
Insurance and Annuities; Member of the Board of Directors of Yasuda UBS PaineWebber since April 1999; Director
of UBSPWTC; ExecutiveVicePresident and Director of Salesand Marketing for Prudential Mutual Fundsfrom 1994
to 1996; Managing Director for Smith Barney from 1981 to 1994. Mr. Boyle earned hisB.A. from Marist Collegein
1976. Mr. Boyleis also a member of the Boards of Directors of the Affiliated Funds.

Victor J. Salgado Arroyo — Chairman of the Board of Directors, President and Chief Executive Officer of
INTEGRAND Assurance Company. Mr. Salgadois also amember of the Boards of Directors of the Affiliated Funds.
Heis considered by the Investment Adviser and UBS PaineWebber Puerto Rico to be an Independent Director.

Gabriel Dolagaray Balado — Former President of the Cooperativa de Seguros de Vida; former President of
the Association of Insurance Companies of Puerto Rico, Inc.; former member of the Executive Committee of the North
American Association of the International Cooperative Insurance Federation; Member, Advisory Board to the
Commissioner of Insurance of Puerto Rico; and former President of the Puerto Rico Chamber of Commerce. Mr.
Dolagaray is also a member of the Boards of Directors of the Affiliated Funds. Heis considered by the Investment
Adviser and UBS PaineWebber Puerto Rico to be an Independent Director.

Mario S. Belaval — Chairman of the Board of Bacardi Corporation since January 1997 and Executive Vice
President thereof from 1991 to 1997; Member of the Governor's Advisory Board on Foreign Trade; consultant to the
Venture Capital Committee of the Economic Development Bank for Puerto Rico; and Board M ember of the PuertoRico
Chapter of the American Red Cross. Mr. Belaval has acted as Vice President and Treasurer of the Puerto Rico
Manufacturers Association. Mr. Belaval is also a member of the Boards of Directors of the Affiliated Funds. Heis
considered by the Investment Adviser and UBS PaineéWebber Puerto Rico to be an Independent Director.

In consideration for services as members of the Fund's Board of Directors, each Independent Director will
receiveastipend fromthe Fund of up to $1,000 plus expenses, for attendance at each meeting of the Board of Directors
or committee thereof. The Fund will not pay or accrue any pension or retirement benefits to any director.

The following table sets forth the compensation paid to each Independent Director. The compensation for
Messrs. Ferrer and Boyleis paid by UBS PWTC or its affiliates.

Retirement
Benefits
Aggregate Accrued as
Compensation  Part of Fund Total Compensation from the
Name of I ndependent Dir ector from Fund® Expenses Affiliated Funds?
Victor J. Salgado Arroyo $4,000.00 None $22,000
Gabrid Dolagaray Balado $4,000.00 None $22,000
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Mario S. Bdaval $4,000.00 None $22,000

@ Estimated for the fiscal year ending July 31, 2002, assuming that the Board of Directors holds four
meetings during the year which are attended by all of the Independent Directors.

@) Amount as of December 31, 2000, and does not include amounts, if any, related to reimbursement for
expenses related to attendance at such Board meetings or meetings of committees thereof.

Subject tothe supervision of the Board of Directors, investment advisory serviceswill be provided tothe Fund
by UBS PWAM, a division of UBS PWTC, pursuant to an Investment Advisory Agreement (the "Advisory
Agreement”). UBS PWAM also serves as investment adviser to the Affiliated Funds. The Affiliated Funds have
combined portfolio assets of approximately $2.2 billion. UBS PWTC isatrust company organized under the laws of
PuertoRico and hasits principal officeand place of businessat American I nternational Plaza, Ninth Floor, 250 M ufioz
Rivera Avenue, San Juan, Puerto Rico 00918. UBS PWTC is licensed with the OCFI as a trust company organized
under the Puerto Rico Trust Company Act, asamended, and is not registered as an investment adviser under the U.S.
Investment AdvisersAct of 1940, asamended. UBSPWAM islocated at American International Plaza, Seventh Floor,
250 Murioz Rivera Avenue, San Juan, Puerto Rico 00918.

Pursuant to the Advisory Agreement, the Investment Adviser will provide a complete and continuous
investment program for the Fund and make investment decisions and place orders to buy, sell or hold particular
securities and other investments. As compensation for their investment advisory services related to the Fund, the
Investment Adviser will receive an annual investment advisory fee (whichisindirectly paid entirely by Shareholders)
not to exceed an aggregate rate of 0.50% of the average weekly gross assets of the Fund, payable monthly.

Unless earlier terminated as described below, the Advisory Agreement will continuein effect for a period of
two years from the date of execution and will remain in effect from year to year thereafter if approved annually by a
vote of a majority of those directors of the Fund who, as indicated below, are independent members of the Board of
Directors (the"Independent Board"). The Advisory Agreement is not assignable, except to affiliates of the Investment
Adviser subject to certain conditions. An Advisory Contract may be terminated, without penalty, (i) at any time by
an unanimous vote of the Independent Board, (ii) on 60 days written notice by the Investment Adviser to the Fund or
(iii) on 60 days written notice to the Investment Adviser by the vote of amajority of the outstanding voting securities
of the Fund.

The Investment Adviser shall not beliablefor any loss, expense, cost, or liability arising out of any error in
judgment or any action or omission, including any instruction given to the Custodian unless (i) such action or omission
involved an officer, director, employee, or agent of thelnvestment Adviser, and (ii) suchloss, expense, cost, or liability
arises out of the Investment Adviser's gross negligence, malfeasance or bad faith. The Investment Adviser may rely
on any notice or communication (written or oral) reasonably believed by it to begenuine. These limitations shall not
relievethe Investment Adviser from any responsibility, obligation or duty that an I nvestment Adviser may have under
state statutes, the laws of Puerto Rico or any federal securities law which is not waivable.

Leslie Highley, Jr., a Senior Vice President of UBS PWTC and of the Fund, will be responsible for the
day-to-day management of the Fund. Mr. Highley has been a Senior Vice President of each of the Affiliated Funds
sincetheir inception and serves as portfolio manager for UBS PWAM. Prior tojoining UBS PaineWebber Puerto Rico
in 1995, Mr. Highley was the President of Dean Witter Puerto Rico, Inc. since 1989 and a senior officer responsible
for Corporateand Public Finance. Prior thereto, he was Executive Vice President of Government Devel opment Bank
for Puerto Rico.

UBSPWTC also serves asthe Fund's administrator (in such capacity, the"Administrator"). Pursuant tothe
Administration Agreement between the Fund and UBS PWTC and subject to the overall supervision of the Board of
Directors, the Administrator will beresponsiblefor providing facilities and personnel to the Fund in the performance
of certain servicesincluding the weekly determination of the Fund's net asset value and net income. Ascompensation
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for their administration services to the Fund, the Administrator will receive an annual administration fee equivalent
toarate of 0.15% of the average weekly gross assets of the Fund, payable monthly. The Administrator may retain the
services of a sub-administrator, which may beits affiliate.

The Fund's securities and cash will be held under a custody agreement between the Fund and UBS PWTC,
pursuant to which UBS PWTC will serve as custodian for the Fund's assets (in such capacity, the "Custodian"). As
compensation for its custody services, the Custodian will receiveafee as agreed from timeto time with the Fund; such
feewill beat aratecustomarily paidto other custodiansfor the provision of similar services. The Custodian may retain
the services of a sub-custodian, which may beits affiliate.

Pursuant to the terms of the Transfer Agency, Registrar, and Shareholder Servicing Agreement between the
Fund and UBS PWTC, the latter will be responsible for maintaining aregister of the Shares for holders of record and
opening and maintaining Shareholder accounts (in such capacity, the "Transfer Agent"). As compensation for its
transfer agency, registrar, dividend disbursing and sharehol der services, the Transfer Agent will receiveafeeasagreed
from time to time with the Fund; such fee will be at a rate customarily paid to other transfer agents for the provision
of similar services. The Transfer Agent may retain the services of a sub-transfer agent, which may be its affiliate.

VALUATION OF COMMON STOCK

The net asset value of the Shares will be calculated at least weekly by the Administrator. The Fund intends
to publishitsnet asset valueweekly in alocal newspaper of general circulation within Puerto Rico. Thenet asset value
per Share will be computed by dividing the value of the securities held by the Fund plus any cash or other assets
(including interest and dividends accrued but not yet received and earned discount) minus all liabilities (including
accrued expenses) by the total number of Shares outstanding at such time.

The Fund's assets will bevalued by the Administrator, with the assistance of the Investment Adviser, in good
faith and under the supervision of the Board of Directors based upon market quotations when such quotations are
available. Primarily because it may be an administrative inconvenience for dealers other than UBS PainéWebber
Puerto Ricoto providethe Administrator with market quotations, independent sources of valuation may be unavailable
for asubstantial majority of the Fund's assets. When market quotations for securities held by the Fund are not readily
availablefrom any suchindependent dealers, the Administrator will beresponsiblefor obtaining quotationsfrom UBS
PaineWebber Puerto Rico. When market quotationsfor the Fund's assets are not availablefrom any sources, including
UBS PaineWebber Puerto Rico, they will be valued at fair value by or under the direction of the Board of Directors
utilizing quotations and other information concerning similar securities derived from recognized dealers in those
securities or information regarding thetrading spreads quoted by recognized deal ers between such securitiesand U.S.
Treasury securities whose maturities are determined to be most closely matched to the average life of the Fund's
securities for which fair valueisto bedetermined. UBS PaineWebber Puerto Rico might also bethe sole or best source
of thistypeof pricing information. Notwithstanding the above, assets with maturities of 60 days or less generally will
be valued at amortized cost if their original term to maturity was 60 days or less, or by amortizing the difference
between their fair value as of the 61st day prior to maturity and their maturity valueif their original term to maturity
exceeded 60 days, unlessin either casethe Board of Directors or an authorized committee thereof determines that this
does not represent fair value.

PORTFOLIO TRANSACTIONS

Subject to policies established by the Board of Directors, the Investment Adviser will be responsible for the
execution of the Fund's portfolio transactions. 1n executing portfolio transactions, the Investment Adviser will seek
to obtain the best net price and most favorable execution for the Fund, taking into account such factors as the price
(including the applicabledeal er spread or brokerage commission), sizeof order, difficulty of execution, and operational
facilities of thefirm involved. Certain securities in which the Fund will invest are traded on a "net" basis without a
stated commission through dealers acting for their own account and not as brokers. Prices paidto dealersin principal
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transactions of such securities generally include a "spread,” which is the difference between the prices at which the
dealer iswilling to purchase and sdll a specific security at that time.

In placing orderswith dealers, the Investment Adviser generally will attempt to obtain the best net price and
most favorable execution of their orders. TheInvestment Adviser may purchase and sell portfolio securities from and
to dealers who provide the Fund with research analysis, statistical, or pricing advice or similar services. Portfolio
transactionswill not bedirected by the Fund to deal ers solely on the basis of research and adviceprovided. 1nselecting
brokers and dealers, the Investment Adviser will consider the full range and quality of a broker's or dealer's services.
Factors considered by the Investment Adviser in selecting brokers and dealers may include the following: price; the
broker's or dealer's facilities; the broker's or dealer's reiability and financial responsibility; when relevant, the ability
of the broker or dealer to effect securities transactions, particularly with regard to such aspects as timing, order size,
and execution of orders; and theresearch and other services provided by that broker or deal er tothe Investment Adviser
(and the Investment Adviser's arrangements relating thereto) that are expected to enhance the Investment Adviser's
general portfolio management capabilities, notwithstanding that the Fund may not bethedirect or exclusivebeneficiary
of those services. Whilethe Investment Adviser generally seeksthe best net pricein placing orders, the Fund may not
necessarily be paying the lowest price available. Commission rates are one factor considered together with other
factors. The Investment Adviser will not be obligated to seek in advance competitive bidding for the most favorable
commission rate applicableto any particular transaction for the Fund or to select any broker-dealer on the basis of its
purported "posted’ commission rate. The Investment Adviser in its discretion, may cause the Fund to pay a
commission in excess of the amount another broker or dealer would have been charged for effecting that transaction,
provided the Investment Adviser has determined in good faith that such commission is reasonable in relation to the
value of the brokerage and/or research provided by the broker to the Investment Adviser. Research services furnished
by the brokers or dealers through which or with which the Fund effects securities transactions may be used by the
Investment Adviser in advising its other accounts (including the Affiliated Parties[as defined below]), and conversdly,
research services furnished to thelnvestment Adviser in connection with their other accounts or such other Funds may
be used in advising the Fund.

The Investment Adviser seeks to allocate on afair and equitable basis among advisory clients, including the
Affiliated Funds and the Fund, the opportunity to purchase or sell a security or investment that may be both desirable
and suitable for one or more of their clients, but for which thereis alimited supply or demand, although there can be
no assurance of equality of treatment according to any particular or predetermined standards or criteria. Where,
because of prevailing market conditions, it is not possible to obtain the same price or time of execution for all of the
securities or other investments purchased or sold for the Fund, transactions for the Fund may be reported with the
average price of these transactions.

The Investment Adviser may, on an aggregated basis, purchase or sel the same security for more than one
client to obtain afavorable priceto the extent permitted by applicable law. These orders may be averaged as to price
and allocated as to amount according to each client's daily purchase or sale orders or upon some other basis believed
to be equitable in accordance with procedures adopted by the Board of Directors.

Transactions Involving Affiliates

While the Fund is subject to the terms and conditions of the Commissioner's Ruling (including provisions
regarding transactions with affiliates), it is not registered under the 1940 Act and therefore, is not subject to the
restrictions regarding, among other things, transactions between the Fund and UBS PaineWebber Puerto Rico and its
affiliates (an "Affiliated Party,” and each such transaction an "Affiliated Transaction™") contained therein.

It is anticipated that the Fund will engage in Affiliated Transactions, such as securities purchase and sale
transactions and repurchase agreement transactions, directly with UBS PaineWebber Puerto Rico and possibly other
of its affiliates. For most securities purchased by the Fund, one of those entities may bethe only dealer, or one of only
afew dealers, in the securities being purchased or sold by the Fund. In that event, independent sources for valuation
or liquidity of asecurity may belimited or nonexistent. The Fundisexpected toinvest a substantial portion of its assets
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in those securities. The Fund may also invest in securities issued by or make deposits with an Affiliated Party. Asa
result of such Affiliated Transactions and other dealings, the interests of affiliates of an Affiliated Party may conflict
with those of the Fund as to the price and other terms of transactions that they engage with. Portfolio transactions
between the Fund and an Affiliated Party will be executed pursuant to terms and conditions comparable to those with
unrelated third parties in the ordinary course of its investment activities.

An Affiliated Party may also act asagent in connection with the placement of the Fund's preferred stock, debt
securities, and other formsof leverage. Such activitieswill be carried out in accordancewith procedures as established
by the Board of Directors in an effort to address potential conflicts of interest including, among other things, the
potential conflicts of interest in setting interest or dividend rates. Thereis no assurance that the procedures will be
effective. In addition, the investment advisory fee payable to the Investment Adviser (an Affiliated Party) during
periodsin whichthe Fundisutilizing leverage will be higher than when it is not doing so becausethefeeis calculated
as a percentage of average weekly gross assets, including assets purchased with leverage. Becausethe asset base used
for calculating the investment advisory feeis not reduced by aggregate indebtedness incurred in leveraging the Fund,
the Investment Adviser may haveaconflict of interest in formulating arecommendation to the Fund asto whether and
to what extent to use leverage. Affiliated Parties may also directly provide some or all of such leverage.

Affiliated Parties may also engage, at the present or in the future, in business transactions with or related to
any oneof the issuers of the Fund'sinvestment assets, or with competitors of suchissuers, aswell asprovidethemwith
investment banking, asset management, trust, or advisory services, including merger and acquisition advisory services.
Theseactivities may present aconflict between an Affiliated Party and theinterests of the Fund. Affiliated Parties may
also publish or may have published research reports on one or more of such issuers and may have expressed opinions
or provided recommendations inconsistent with the purchasing or holding of the securities of such issuers. Any of
these activities may affect the market value of the securities issued by them and therefore, will affect the value of the
Shares.

Other conflicts of interest may arisein the future, which will be addressed by the Board of Directors at such
time,

DIVIDENDS AND OTHER DISTRIBUTIONS

The Fund intends to distribute monthly dividends of substantially all of its net investment income (which
reflects amounts declared and paid as dividends on preferred stock as well as interest paid on outstanding debt
securities [including commercial paper] or other forms of leverage).

Thenet capital gainsrealized by the Fund, if any, may beretained by the Fund, unless the Board of Directors
determines that the net capital gains will be distributed to the Shareholders. The Fund will not retain the net capital
gains, unless such gains are offset by operating expenses of the Fund that are deductible for Puerto Rico income tax
purposes. Substantially all of the Fund's net investment income for any fiscal year will be distributed to Shareholders
during or after that year.

"Net capital gains," asused herein, meansthe excess of net long-term capital gain over net short-term capital
loss. "Net investment income,” asused herein, includes all interest (including tax-exempt interest and accrued income
on zero coupon Municipal Obligations) and other ordinary income earned by the Fund on its portfolio holdings and
net short term capital gains, net of the Fund's expenses.

While any debt securities or other forms of leverage are outstanding, the Fund may not declare any cash
dividend or other distribution on the Shares or preferred stock, unless at the time of such declaration: (1) all accrued,
dueand payableinterest payments havebeen paid; and (2) after giving effect to such dividend or distribution, the value
of the Fund's total assets less all liabilities and indebtedness not represented by any outstanding debt securities, is at
least equal to 200% of the aggregate principal amount of the outstanding debt securities and the aggregate par value
of all outstanding preferred stock. For further information regarding theimpact of theissuanceof preferred stock, debt
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securities, and other forms of leverage on the payment of dividends and other distributions on the Shares, see
"SPECIAL LEVERAGE CONSIDERATIONS."

Distributions of Principal

On or after January 1, 2012, the Fund will commence pro rata distributions to its Shareholders of all or a
portion of the principal payments received by the Fund on its portfolio securities, whether by maturity, prepayments,
acceleration, redemption, sale or otherwise ("Distributions of Principal™). The amount of such Distributions of
Principal will be determined at the discretion of the Investment Adviser and will be effected after deducting any
amounts utilized by the Fund to repay outstanding leverage and in addition to regular monthly distributions of net
investment income and distributions of net capital gains, if any. By the Target Date, the Fund intends to have
distributed an amount at least equal, in the aggregate, to the initial offering price of $10 per Share. To the extent
necessary, the Fund may usethe realized net capital gains and/or the net investment income (in that order) to achieve
this investments objective. Any amounts distributed by the Fund will be separately designated to indicate the sources
of suchdistribution. Thereisno assurancethat the Fund will be ableto effect Distributions of Principal in accordance
with its objective or otherwise return an amount at least equal, in the aggregate, to theinitial offering price of $10 per
Share.

The Investment Adviser will structure the maturity of the Fund's investments in order to achieve the above
mentioned objective. Moreover, asafundamental policy, no securities purchased by the Fund will haveamaturity date
subsequent to December 31, 2031. The payment of principal and interest on such securities, however, may be affected
by such factors as call features on the securities, issuer defaults and interest rate shortfalls.

Liquidation of the Fund

Upon the reduction of the outstanding principal balance of the Fund's portfolio investments to 5% or less of
the aggregate principal amount of the Fund's investments purchased with the proceeds to the Fund's from the initial
public offering, the Fund may sell the remaining Fund portfolio securitiesto any person, including UBS PaineWebber
Puerto Rico and its affiliates (in accordance with procedures adopted by the Fund's Board of Directors), and use the
proceeds to complete the Distributions of Principal. Gains realized on such sale will be distributed to Shareholders,
together with the final Distributions of Principal. See "THE FUND" and "RISK FACTORS AND SPECIAL
CONSIDERATIONS — Return of Initial Public Offering Price of $10 per Share."

REPURCHASE OF THE SHARESBY THE FUND

As mentioned previously, Puerto Rico investment companies which are similar to the Fund have generally
(though not always) traded at an amount equal or at a premium to their net asset value. There is no assurance,
however, that this will continue in the future or that the experience of the Fund will replicate that of other similar
Puerto Rico investment companies. The market price of the Shares will be determined by such factors as relative
demand for and supply of such Shares in the market, the Fund's net asset value, general market and economic
conditions, and other factors beyond the control of the Fund. See "RISK FACTORS AND SPECIAL
CONSIDERATIONS" and "VALUATION OF COMMON STOCK." Although the Shareholders will not have the
right to redeem their Shares, the Fund may take action to repurchase the Shares in the open market or make tender
offersfor its Shares at their net asset value. This may have the effect of reducing any market discount from net asset
value. Thereis no assurance that, if such action is undertaken to repurchase or tender for Shares, such action will
result in the Shares' trading at a price which approximates their net asset value. Although such repurchases and
tenders could have afavorableeffect on the market price of the Shares, the acquisition of such Shares by the Fund will
decrease the Fund's total assets and, therefore, have the effect of increasing the Fund's expenseratio. Moreover, the
Fund may repurchase Shares from Affiliated Parties. The Board of Directorswill establish procedures to address any
conflicts of interest which may arise when effecting such repurchases with an Affiliated Party. See "PORTFOLIO
TRANSACTIONS — Transactions Involving Affiliates."

21



TAXATION

THIS SECTION IS NOT TO BE CONSTRUED AS A SUBSTITUTE FOR CAREFUL TAX PLANNING.
PROSPECTIVEINVESTORSAREURGED TOCONSULT THEIROWNTAXADVISERSWITH SPECIFIC
REFERENCE TO THEIR OWN TAX SITUATIONS, INCLUDING THE APPLICATION AND EFFECT OF
OTHER TAX LAWSAND ANY POSSIBLE CHANGESIN THE TAXLAWSAFTER THE DATE OF THIS
PROSPECTUS.

Thefollowing discussion is a summary of the material Puerto Rico and U.S. Federal tax considerations that
may be relevant to prospective investors in the Fund. The discussion in connection with the Puerto Rico tax
considerations is based on the current provisions of the Puerto Rico Internal Revenue Code of 1994, as amended (the
"Puerto Rico Code") and the regulations promulgated or applicable thereunder (the "Puerto Rico Code Regulations’”)
issued by the Treasury Department of Puerto Rico (the "Treasury Department”), the Puerto Rico Municipal Property
Tax Act of 1991, as amended (the"MPTA") and the regulations promulgated thereunder, the Municipal License Tax
Act, asamended (the"MLTA") and the regulations promulgated thereunder, and the PR-ICA. The U.S. Federal tax
discussion is based on the current provisions of the Code and the regulations promulgated thereunder (the "Code
Regulations™).

Thisdiscussionassumesthat (i) theinvestorswill be (@) individualswho arebonafideresidents of Puerto Rico
during the entire taxable year for purposes of Section 933 of the Code (the "Puerto Rico Individuals®), or
(b) corporations and partnerships organized under the laws of Puerto Rico, having their principal officeand principal
place of business located in Puerto Rico, excluding "corporations and partnerships having in effect an election and
qualifying as"corporations of individuals" or "special partnerships" under the Puerto Rico Code or subject to any other
special tax regime under the Puerto Rico Code (the " Puerto Rico Entities," andjointly withthe Puerto Rico Individuals,
the "Puerto Rico Investors'), and (ii) the Puerto Rico Entities will not be subject at any timeto any special tax regime
under the Code including, without limitation, the provisions of the Code with respect to "controlled foreign
corporations,” "passive foreign investment companies,” "personal holding companies,” or "foreign personal holding
companies.”

This discussion does not purport to deal with all aspects of Puerto Rico and U.S. Federal taxation that may
berelevant to other typesof investors, particular investorsin light of their investment circumstances, or to certaintypes
of investors subject to special treatment under the Puerto Rico Code or the Code (e.g., banks, insurance companies or
tax-exempt organizations). Unless otherwise noted, thereferencesin thisdiscussiontothe Puerto Rico regular income
tax will include the alternative minimum tax imposed on Puerto Rico Entities by the Puerto Rico Code.

The existing provisions of the statutes, regulations, judicial decisions, and administrative pronouncements,
on which this discussion is based, are subject to change (even with retroactive effect).

The statements herein have been opined on by Axtmayer Benitez & Quifiones, P.S.C., counse to the Fund.
A prospective investor should be aware that an opinion of counsd represents only such counsd's best legal judgment
and that it is not binding on the Treasury Department, the Municipal Revenue Collection Center, any other agency or
municipality of Puerto Rico, the U.S. Internal Revenue Service (the "IRS"), or the courts. Accordingly, there can be
no assurance that the opinions set forth herein, if challenged, would be sustained.

PUERTO RICO TAXATION
Taxation of the Fund
Income Taxes. As aregistered investment company under the PR-ICA, the Fund will be exempt from the
income tax imposed by the Puerto Rico Code for each taxable year that it distributes as Taxable Dividends to its
investors an amount equal to at least 90% of its taxable year net income within the time period provided by the Puerto

Rico Code (the"90% Distribution Requirement”). Indetermining its net incomefor purposes of the 90% Distribution
Requirement, the Fund shall not takeinto account capital gains and losses and interest that is exempt under the Puerto
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Rico Code. For each taxableyear, the Fund intends to meet the 90% Distribution Requirement to be exempt from the
income tax imposed by the Puerto Rico Code.

Property Taxes. The Fund's fixed income securities will be exempt from the personal property tax imposed
by the MPTA.

Municipal License Taxes. Under theMLTA, the Fund will be subject toamunicipal licensetax of up to 1.5%
imposed on its "volume of business," except that interest on obligations issued by the government of Puerto Rico, its
instrumentalities or political subdivisions, or by the government of the U.S., will be exempt from municipal license
tax. Inaddition, that part of the Fund's income that is distributed annually to Puerto Rico Investors is excluded in
determining its "volume of business."

Taxation of Puerto Rico Investors

Income Taxes. The Fund may make distributions out of its current or accumulated earnings and profits
attributableto (i) income exempt from Puerto Rico income tax (the "Exempt Dividends"), (ii) net gains derived from
the sale or exchange of property (the "Capital Gain Dividends"), or (iii) other income (the "Taxable Dividends," and
jointly with the Exempt Dividends and the Capital Gains Dividends, the "Dividends").

Exempt Dividends. Exempt Dividends will not be subject to theregular incometax. Likewise, for purposes
of the alternative minimum tax the adjusted net book income of the Puerto Rico Entities will not include Exempt
Dividends.

A Distribution by the Fund will qualify asan Exempt Dividendif (i) such dividendisdesignated asan Exempt
Dividend by the Fund in a written notice submitted to the Puerto Rico Investors no later than 59 days after the close
of the Fund'staxableyear, (ii) such dividend does not exceed the earnings and profits of the Fund attributabletoincome
that is exempt under the Puerto Rico Code, and (iii) the Fund meets the 90% Distribution Requirement.

Capital Gain Dividends. Capital Gain Dividends distributed to Puerto Rico Individuals and Puerto Rico
Entities are treated as long-term capital gains.

ThePuerto Rico Code providesfor a10% long term capital gainsratefor PuertoRicoIndividualsand a12.5%
long term capital gainstax ratefor Puerto Rico Entities in connection with long term capital gains realized from the
sale or exchange of "property located in Puerto Rico," as defined in the Puerto Rico Code. Long term capital gains
realized by Puerto Rico Individuals and Puerto Rico Entities with respect to the sale or exchange of property that does
not constitute "property located in Puerto Rico" will respectively qualify for a 20% and 25% capital gains tax rate. It
is important to note that the Puerto Rico Code does not specify whether Capital Gain Dividends should be treated as
a gain from the sale or exchange of "property located within Puerto Rico" or other property and, therefore, the
identification of the applicable capital gains tax rate for such distributions is not currently determinable.

Taxable Dividends Distributed to Puerto Rico Individuals. Taxable Dividends Distributed to Puerto Rico
Individuals are subject to a 10% withholding tax (the "10% Puerto Rico Withholding Tax"), if certain requirements
aremet. Otherwise, Taxable Dividends will be subject to the regular income tax.

To qualify for the 10% Puerto Rico Withholding Tax, the Taxable Dividends must be derived from current
or accumulated earnings and profits derived from investments (i) in Puerto Rico corporations or partnerships, or non-
Puerto Rico corporations or partnerships whose gross income effectively connected with the conduct of a trade or
businessin Puerto Rico is at least 80% of its grossincome for the preceding three taxable years ending with the close
of itstaxableyear preceding the declaration of the dividend, (ii) theincome from which constitutes Puerto Rico source
incomeunder the Puerto Rico Code, provided the proceedsthereof are used tofinanceor refinancereal property located
in Puerto Rico or used in the active conduct of atrade or businessin Puerto Rico, or (iii) subject to U.S. Federal income
tax under the Code. Additionally, if the Fund derives income from sources withinthe U.S. that qualifies as "portfolio
interest” under Section 881(c) of the Code, dividends distributed by the Fund out of such earnings and profits will
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qualify for the 10% Puerto Rico Withholding Tax, only if the "portfolio interest” derived by the Fund for any given
taxable year represents less than 10% of the Fund's total gross income for such year. For purposes of determining
whether less than 10% of the Fund's total gross income is "portfolio interest,” gross income that is exempt from tax
under Section 1022(b) of the Puerto Rico Code shall be excluded from the Fund's gross income.

If the 10% Puerto Rico Withholding Tax is applicable, it must be withheld by the Fund and paid to the
Treasury Department. However, Puerto Rico Individual may elect not to be subject to the 10% Puerto Rico
Withholding Tax (the "Election”). If the Election is made, the Taxable Dividend distributed to such individual will
be subject to the regular income tax.

For an Election to be effective during a taxable year, the Fund must be notified in writing prior to the first
distribution made by the Fund during such taxable year. The Election must be made on a yearly basis, and it must
include (i) the name and address of the electing Puerto Rico Individual, (ii) his or her taxpayer identification number,
(iii) astatement authorizing the Fund to abstain fromwithholding the 10% Puerto Rico Withholding Tax, (iv) theyear
of thedistribution(s) with respect to which the Election ismade, (v) the date on which theelectionis made, and (vi) the
signature of the Puerto Rico Individual. Oncean Electionismade, such Electionisfinal with respect to all subsequent
distributions during such taxable year.

Absent an Election, the Fund will withhold the 10% Puerto Rico Withholding Tax from Taxable Dividends
distributedto PuertoRico Individuals. Uponfiling hisor her Puerto Ricoincometax return, the Puerto Rico Individual
that failsto make an Election will still have the option to include the Taxable Dividend as ordinary income subject to
theregular incometax. If such option to include the Taxable Dividends as ordinary income is made, the 10% Puerto
Rico Withholding Tax will be allowed as a credit against the Puerto Rico Individual's income tax liability for the
particular taxable year.

Unless otherwise designated by the Fund, itsdistributions of dividendsto Puerto Rico Individualswill consist
of Taxable Dividends subject to the 10% Puerto Rico Withholding Tax.

TaxableDividendsDistributed to Puerto Rico Entities. ThePuerto RicoEntitiesreceiving TaxableDividends
are entitled to claim an 85% dividend received deduction with respect to such distributions (the "Dividend Received
Deduction"). The Dividend Received Deduction may not exceed 85% of the Puerto Rico Entity's net taxable income
for such taxable year.

Unless otherwise designated by the Fund, its distributions of dividends to Puerto Rico Entities will consist of
Taxable Dividends subject to the Dividend Received Deduction.

Distributions of Principal. For purposes of the Puerto Rico Code, all distributions (including Distributions
of Principal) made by the Fund during a taxable year, will betreated as Dividends to the extent that for such year the
Fund has current or accumulated earnings and profits. Distributions in excess of current and accumulated earnings
and profitswill betreated asatax-freereturn of capital totheinvestor tothe extent of theinvestor's basisin the Shares.
Tothe extent that such distributions exceed the Fund's current and accumul ated earnings and profits, and theinvestor's
basisinits Shares will betreated as a gain derived from the sale, exchange or other disposition of such Shares. If the
Shares have been held by the Puerto Rico Investor for more than six months and they constitute a capital asset in the
hands of suchinvestor, thegainwill qualify asalong term capital gain and subject to the 10% and 12.5% capital gains
tax rate provided by the Puerto Rico Code for Puerto Rico Individuals and Puerto Rico Entities, respectively.

Sale, Exchange or Other Disposition of the Shares. Gains from the sale, exchange or other disposition of
Shares which have been held by Puerto Rico Individual s for more than six months and which constitute capital assets
in the hands of such investors are subject to amaximum 10% capital gainstax. Gainsfromthe sale, exchangeor other
disposition of Shares which have been held by Puerto Rico Entities for more than six months and which constitute
capital assetsin the hands of suchinvestors are subject to amaximum 12.5% alternative capital gainstax. Puerto Rico
Investors may elect to treat such gains subject to the regular income and alternative minimum tax provided by the
Puerto Rico Codein lieu of thetax rateindicated herein. Lossesfromthe sale, exchangeor other disposition of Shares
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that constitute capital assetsin the hands of Puerto Rico Investors are deductible only to the extent of gains from the
sale, exchange or other disposition of capital assets; except that Puerto Rico | ndividuals may also deduct up to $1,000
of such losses from ordinary income.

Redemption of Shares. The partial or total redemption of Shares is generally treated as a sale or exchange
of such Shares, unless it is essentially equivalent to a dividend. If a redemption of Shares is treated essentially
equivalent toadividend, then the distribution madein redemptionwould betreated asa TaxableDividend tothe extent
of the Fund's current and accumulated earnings and profits. 1n distinguishing whether a stock redemption should be
treated as such or essentially equivalent to a dividend, the Puerto Rico Code Regulations provide that (i) pro-rata
redemptions of stock are generally treated as essentially equivalent to adividend, and (ii) redemptions that terminate
ashareholder'sinterest are not to betreated as essentially equivalent to adividend. However, neither the Puerto Rico
Code nor the Puerto Rico Code Regulations set forth guidelines to determine which other redemptions are not
essentially equivalent to a dividend distribution. 1n the absence of Puerto Rico guideines, the Treasury Department
generally follows the principles established under the Code, the Code Regulations, and the rulings and other
administrative pronouncements of the IRS.

Dividends Distributed to Life Insurance Companies. Exempt Dividends and Taxable Dividends distributed
to insurance companies organized under the laws of Puerto Rico which are subject to the Puerto Rico incometax as
"life insurance companies” under the provisions of Section 1201 of the Puerto Rico Code (the "Life Insurance
Companies") will not be subject to the regular income tax.

Capital Gain Dividends will be subject to income tax under the Puerto Rico Code and treated as long term
capital gains as discussed herein.

For purposes of the alternative minimum tax, the "adjusted net book income" of Life Insurance Companies
does not include Exempt Dividends.

DividendsDistributed to Mutual Insurance Companies. Exempt Dividendsdistributedtoinsurancecompanies
organized under the laws of Puerto Rico, other than Life Insurance Companies, which are subject to Puerto Rico
income tax as mutual insurance companies under the provisions of Section 1211 of the Puerto Rico Code (the "M utual
Insurance Companies”) will not be subject to the regular income tax.

Capital Gain Dividends will be treated as long-term capital gains as discussed herein

For purposes of the alternative minimum tax, the"adjusted net book income" of Mutual |nsurance Companies
shall not include the Exempt Dividends.

TaxableDividends received by Mutual Insurance Companies are subject to income tax under the Puerto Rico
Code. Mutual Insurance Companies will be able to claim the 85% Dividend Received Deduction with respect to
Taxable Dividends, subject to the limitations imposed by the Puerto Rico Code.

Dividends Distributed to Non-Mutual Insurance Companies. Dividends received by Insurance Companies
subject to Puerto Rico income tax under the provisions of Section 1207 of the Puerto Rico Code (the "Non-Mutual
Insurance Companies"), will beincluded in grossincome. In computing their net income for purposes of the regular
income tax, such companies areentitled to deduct interest exempt from Puerto Rico incometaxes under the provisions
of Section 1022(b)(4) of the Puerto Rico Code. The Non-Mutual Insurance Companies are not, however, entitled to
deduct expenses that are attributable to exempt interest as provided in Section 1207(e) of the Puerto Rico Code.
Moreover, such Section 1207 does not addressthetreatment of Exempt Dividendsdistributed from earningsand profits
attributableto interest described in Section 1022(b)(4) of the Puerto Rico Code. Under general principles that apply
to the tax treatment of distributions made by investment companies registered under the PR-ICA, Exempt Dividends
should be treated as interest described in Section 1022(b)(4) of the Puerto Rico Code to the extent distributed out of
such earnings and profits.
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Capital Gain Dividends will be treated as long term capital gains as discussed herein.

For purposes of the alternative minimum tax, the "adjusted net book income" of Non-Mutual Insurance
Companies will not include the Exempt Dividends.

Non-Mutual Insurance Companies will be ableto claim the 85% Dividend Received Deduction with respect
to Taxable Dividends subject to the limitations imposed by the Puerto Rico Code.

Estate and Gift Taxes. The Shareswill not be subject to Puerto Rico estate and gift taxesif held by a Puerto
Rico Individual who is a citizen of the U.S. that acquired his or her citizenship solely because of birth or residencein
Puerto Rico and was a resident of Puerto Rico, in the case of estate taxes, at the time of death, and in the case of gift
taxes, at the time the gift was made.

Municipal License Taxes. Distributions made to Puerto Rico Entities may be subject to a municipal license
tax of up to 1.5% in the case of investors engaged in afinancial business, and of up to 0.5% in the case of Puerto Rico
Entities engaged in anon-financial business. Distributionsto Puerto Rico Individuals will not be subject to municipal
license tax.

Property Taxes. The Shares are exempt from Puerto Rico personal property taxesin the hands of the Puerto
Rico Investors.

UNITED STATESTAXATION
Taxation of the Fund

In the opinion of Axtmayer Benitez & Quifiones, P.S.C., counsel tothe Fund, based on certain representations
made by the Fund and the Investment Adviser, under current U.S. Federal income tax law the Fund will betreated as
aforeign corporation not engaged in aU.S. trade or businessand will not berequired to filea U.S. Federal income tax
return. Asaforeign corporationnot engagedinaU.S. tradeor business, the Fundis not subject to U.S. Federal income
tax on gains derived from the sale or exchange of personal property (except for gains fromthedisposition of a"United
States Real Property Interest”). The Fund is, however, subject to a U.S. Federal income tax of 30% on certain other
types of income from sources within the United States. An opinion of counsd is not binding on the IRS, however, and
it ispossiblethat the IRS or a court could disagree with counsd's conclusion. If the Fund were ultimately found to be
engaged in a U.S. trade or business, it would be subject to U.S. Federal corporate income tax on that part of its net
income that was effectively connected with such trade or business and to a branch profits tax (which is generally
imposed on aforeign corporation on the repatriation from the U.S. of earnings and profits attributabletoa U.S. trade
or business) at a 30% rate on its earnings and profits attributable to such effectively connected income, subject to a
number of statutory adjustments. The Codealsoimposesa™Personal Holding Company" tax on certainincomederived
from sources within the U.S. by foreign corporations that qualify as "Personal Holding Companies.” In general, a
"Personal Holding Company" isany corporation that derives at least 60% of its grossincome from passive sources and
of whom more than 50% of the value of its stock is owned directly or indirectly by five (5) individuals or less.
However, the Fund's Certificate of Incorporation contains certain ownership limitations to ensure that five or fewer
Puerto Rico residents never own directly or indirectly more than 50% of the stock of the Fund, measured by value or
voting power. Furthermore, if the Fund qualifies as a PFIC (as defined below), it will not be treated as a "Personal
Holding Company."

Taxation of Puerto Rico Individual and Corpor ate | nvestors

The Code does not tax foreign corporations not engaged in aU.S. trade or business on amountsreceived from
sources outside the U.S. Corporations incorporated in Puerto Rico aretreated asforeign corporations under the Code.
Because dividends paid by the Fund will have a Puerto Rico source rather than a U.S. source, such Puerto Rico
corporate investors not engaged in a U.S. trade or business will not be subject to U.S. taxation on dividends received
from the Fund. Dividends paid to Puerto Rico Entities engaged in a U.S. trade or business will be subject to U.S.
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Federal incometax only if such dividends are effectively connected to the U.S. trade or business. Under Code Section
933, individuals who are bona fide residents of Puerto Rico during the entire taxable year in which dividends are
received will not be subject to U.S. taxation on such dividends received from sources within Puerto Rico. Therefore,
bona fide Puerto Rico residents will not be subject to U.S. taxation on dividends received from the Fund. Such
Shareholderswill not, however, generally beallowed aU.S. tax deduction from grossincome for any amount allocable
to the dividends received from the Fund.

Gain, if any, from the sale, exchange or other disposition of the Fund's Shares by a Puerto Rico resident
individual within the meaning of Section 865(g)(1) of the Codeis generally treated as Puerto Rico sourceincome and
therefore excluded from U.S. taxation if such shares do not constitute inventory in the hands of such investor and the
Puerto Ricoresident paysaPuerto Ricoincometax at an effectiverate of at least 10% on thegain. However, aresident
of Puerto Rico, within the meaning of Section 865(g)(1) of the Code, who is not subject to a 10% tax on gain fromthe
sale of the Shares that do not constitute inventory may nevertheless treat the gain as Puerto Rico source income not
subject to U.S. Federal income tax if the requirements of Notice 89-40 are met. The Caode provision governing the
source of the gain authorizes the Secretary of the Treasury to issue regulations making the 10% tax requirement
inapplicableto bonafideresidents of Puerto Rico. InNotice89-40, thel RS announced that regulationswould beissued
that would providethat gain from the sale of stock by individuals who had been bona fide residents of Puerto Rico for
the entire taxable year of the sale and that is a resident of Puerto Rico for purposes of Section 865(g)(1) of the Code
would be Puerto Rico source, and therefore excluded from U.S. Federal taxation, whether or not the individual paid
a 10% tax on the gain to Puerto Rico. Unless contrary authority is issued, a resident of Puerto Rico who meets the
conditions described in the notice may treat gain from the sale, exchange or other disposition of the Shares as Puerto
Rico sourceincome. A Puerto Rico corporation that invests in the Fund will be subject to U.S. Federal incometax on
its dividends from the Fund and on a gain from a disposition of Shares only if the income and gain are effectively
connected to a U.S. trade or business carried on by the Puerto Rico corporation.

Under the Code, the Fund will likely be treated as a passive foreign investment company ("PFIC") for U.S.
Federal income tax purposes. Under the PFIC rules, a Shareholder that isa U.S. person — i.e., a citizen or resident
of the U.S., a U.S. domestic corporation or partnership, or an estate or trust that is taxed as a resident of the
U.S. — (such aShareholder referredtoasaU.S. Shareholder"), that disposes of its PFIC stock at again istreated as
receiving an excess distribution equal to such gain. In addition, if a U.S. Shareholder receives a distribution from a
PFIC in excess of 125% of the average amount of distributions such Shareholder has received from the PFIC during
thethree preceding taxable years (or shorter period if the U.S. Shareholder has not held the stock for three years), the
U.S. Shareholder istreated asreceiving an excess distribution egqual to such excess. Ingeneral, such excessdistribution
is taxed as ordinary income, and to the extent it is attributed to earlier years in which the PFIC stock was held, is
subject to an interest charge on the deferred tax amount.

Puerto Rico corporations are not U.S. shareholders for purposes of the PFIC provisions. However, the PFIC
rules may also give riseto tax consequences for a U.S. person that owns an interest in a Shareholder. Citizens of the
U.S. who are bona fide residents of Puerto Rico are U.S. shareholders for purposes of the PFIC provisions. However,
Prop. Reg. 1.1291-1(f) states that a deferred tax amount will be determined under Section 1291 on amounts derived
from sources within Puerto Rico by a bona fide resident of Puerto Rico only to the extent such amounts are allocated
to ataxable year in the Shareholder's holding period during which the Shareholder was not entitled to the benefits of
Section 933. Thus, under the proposed regulations, citizens of the U.S. who are bona fide residents of Puerto Rico
would not be subject to the PFIC provisionsiif they were entitled to the benefits of Section 933 during the entiretime
they held the Shares.

U.S. shareholders of a "foreign personal holding company"” are subject to tax on their share of certain
undistributed income, thereby preventing deferral of U.S. taxes on certain income. A "foreign personal holding
company" generally includes aforeign corporation if such corporation meets certain income tests and more than 50%
of its stock is owned directly or indirectly by five or fewer individuals who are U.S. citizens or residents. Puerto Rico
residents are not excepted from status as "United States citizens" for these purposes. However, because the Code
excludes Puerto Rico source income from the gross income of bona fide residents of Puerto Rico, such an individual
would not be subject to U.S. Federal income tax on undistributed income of the Fund, even if the Fund wereaforeign
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personal holding company. However, the Fund's Certificate of Incorporation contains certain ownership limitations
to ensure that five or fewer Puerto Rico residents never own directly or indirectly more than 50% of the stock of the
Fund, measured by value or voting power.

Estate and Gift Taxes

Under the provisions of the Code, the Shareswill not besubject to U.S. estateand gift taxesif held by aPuerto
Rico Individual who isacitizen of the U.S. who acquired his or her citizenship solely because of birth or residencein
Puerto Rico and was a resident of Puerto Rico, in the case of estate taxes, at the time of death, and in the case of gift
taxes, at the time the gift was made.

Potential investors are advised to consult their own tax advisers as to the consequences of an investment in
the Fund under the tax laws of Puerto Rico and the U.S., including the consequences of the sale or redemption of
Shares in the Fund.

DESCRIPTION OF CAPITAL STOCK

The Fund is authorized to issue 98 million Shares, $0.01 par value, and 2 million Shares of preferred stock,
$25 par value. The Board of Directors is further authorized to classify and reclassify any unissued shares of capital
stock fromtimeto time by setting or changing the preferences, conversion or other rights, voting powers, restrictions,
limitations as to dividends or terms and conditions of redemption of such shares by the Fund.

Common Stock

The Certificate of Incorporation of the Fund specifies that the Shares have no preemptive, conversion,
exchange or redemption rights. Each Share has equal voting, dividend, distribution and liquidation rights. The
outstanding Shares are, and those of fered hereby, when issued, will be, fully paid and nonassessable. Shareholdersare
entitled to one vote per Share. All voting rights for the election of directors are noncumulative, which means that the
holders of more than 50% of the Shares can elect 100% of the directors then nominated for election if they choose to
do so and, in such event, the holders of the remaining Shares will not be able to elect any directors. The PR-ICA
provides that not more than 50% of the Shares may be in any amount controlled by less than six Shareholders.

The Fund may in the future make additional offerings of its Shares. Any additional offerings, if made, will
require approval of its Board of Directors. UBS PaineWebber Puerto Rico may have to suspend any future purchase
and saletransactions effected by them for aperiod of time prior to an offering and up to the date of completion of such
additional offering of Shares conducted in the future.

Preferred Stock

Under the Fund's Certificate of Incorporation, it is authorized to issue 2,000,000 shares of preferred stock.
Each share of the Fund's preferred stock has a par value of $25, which is equal to its liquidation preference (the
"Liquidation Preference").

The Fund's Certificate of Incorporation permits the Board of Directors to make the following determinations
with respect to the shares of Fund's preferred stock:

(@ The number of shares constituting that series and the distinctive designation of that series;

(b) Thedividend rateon the shares of that series, whether dividends shall be cumulative, andif so, from
which date or dates, and the relative rights of priority, if any, of payment of dividends on shares of
that series;
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(© Whether that series shall have conversion privileges, and if so, the terms and conditions of such
conversion, including provision for adjustment of the conversion ratein such events asthe Board of
Directors shall determine;

(d) Whether or not the shares of that series shall be redeemable, and if so, the terms and conditions of
such redemption, including the date or dates upon or after which they shall be redeemable, and the
amount per share payablein case of redemption, which amount may vary under different conditions
and at different redemption dates;

(e Whether that seriesshall haveasinking Fund for the redemption or purchase of shares of that series,
and if so, the terms and amount of such sinking Fund;

® Therights of the shares of that seriesintheevent of voluntary or involuntary liquidation, dissolution
or winding-up of the corporation, and the relative rights of priority, if any, of payment of shares of
that series; and

(9) Any other relative rights, voting rights, preferences, and limitations of that series.

Upon any voluntary or involuntary liquidation, dissolution, or winding-up of the Fund, as the case may be,
the then holders of record of the shares of the Fund's preferred stock will be entitled to receive out of the assets of the
Fund available for distribution to all holders of the Shares as well as the shares of the Fund's preferred stock, before
any distribution is made to holders of the Shares, distributions upon liquidation in an amount equal tothe Liquidation
Preference of each share of preferred stock, without premium or penalty.

If upon any voluntary or involuntary liquidation, dissolution or winding-up of the Fund, as the case may be,
the amounts payable with respect to the shares of the Fund's preferred stock, are not paid in full, the holders of such
shares will shareratably in any such distribution of assets of the Fund in proportion to the full liquidation preferences
to which each is entitled. After payment of the full amount of the liquidation preference to which they are entitled,
the holders of such shares will not be entitled to any further participation in any distribution of assets of the Fund.

The Fund may not issue shares ranking, as to participation in profits or the assets of the Fund, senior or in
priority toits preferred stock, unless approved by the preferred stockholdersin accordancewith the Board of Directors
resolution providing for their creation.

The specific terms and conditions of any preferred stock issuance by the Fund will beset forth in a prospectus
supplement to this Prospectus. Moreover, in accordance with the PR-1CA, the OCFI must also approve the issuance
of such preferred stock.

RULING OF THE COMMISSIONER

Pursuant to the Commissioner's Ruling, certain waivers from the provisions of the PR-ICA were granted.
Terms not otherwise defined in this section shall have the meanings ascribed to them in the Commissioner's Ruling.
It isavailablefor inspection at the Fund's principal office. Among thewaiversgranted inthe Commissioner's Ruling
are the following:

1 The Fund is authorized to (i) offer, issue, and sell securities through private placements, regardless
of the number of Shareholders, and (ii) after the period of initial offering, offer, issueand sell Common stock through
private placement, only in connection with the Fund's dividend reinvestment plan, provided that the sale of Shares
through private placements will be limited to the sale of Shares through the Plan.

2. For purposes of computing the number of persons holding securities of the Fund under the PR-ICA,

the beneficial owners of such securities shall be considered as the holders, irrespective of whether such securities are
held in "street name" or by afiduciary.
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3. TheFund is allowed to hold investments in Puerto Rico Securities and U.S. Government securities
in each casein excess of the 25% limitation on investments in a single issuer imposed by Section 2 of the PR-ICA.
For all other securities, the Fund must comply with the 25% limitation on investment of a single issuer imposed by
Section 2 of the PR-ICA.

4. TheFund may also purchaseor otherwiseacquire securitiesissued by UBS PaineWebber Puerto Rico
or itsaffiliates, subject to alimitation of 5% of the market value of the Fund's total assets and the approval of amajority
of the Independent Directors.

5. The public noticerequirement under the PR-ICA and the obligation to file Part 2 of the Application
for Registration under the PR-ICA were waived.

6. The Fund has been exempted from the requirement of the PR-ICA that it always have no less than
11 Shareholders during the period from its initial capitalization until the first closing of the Fund's initial public
offering of securities.

7. The Fund shall comply with the 67% Investment Requirement on or before the Registration Date,
by investing at least 67% of the net proceeds received by the Fund from the sale of its securitiesinvested in Puerto Rico
Asset. Thereafter, theFund shall comply withthe 67% I nvestment Requirement upon the sal e, exchange, prepayment,
maturity or any other voluntary or involuntary disposition of a Fund asset, provided that the amount required by the
Fund to beinvested in order to achieve compliance with the 67% I nvestment Requirement shall not exceed the amount
of cash available for investment by the Fund as a result of the sale, exchange, prepayment, maturity, or any other
voluntary or involuntary disposition of a Fund asset.

8. The 67% Investment Requirement shall not beapplicable (i) for defensive or strategic purposes for
aperiod of 30 days but not more than twice in a year,(ii) during one period of a maximum of 30 daysin ayear, upon
the proven scarcity of Puerto Rico Assetsor of market disruption, or (iii) otherwise, for such longer periods as approved
by the OCFI.

9. The Fund will render quarterly reports as specified by the OCFl affirmatively certifying full
compliance with the 67% Investment Requirement during the preceding quarter (if applicable) or, if the Fund failed
to comply with such requirement, specifying the extent of the breach, the reasons therefor, and a description of the
actionstaken or to betaken by the Fund to achieve compliance. In addition, the Fund shall submit annual reports and
audited financial statements, as well as any report requested by the OCFI from time to time, and the OCFI may
designate an auditor, at the Fund's expense, to verify compliance by the Fund with the requirements contained in the
Commissioner's Ruling.

In addition, the OCFI has restricted the Fund's ability to engage in certain leveraging activities. Presently,
the Fund may conduct additional offerings of preferred stock, debt securities, and other forms of leverage subject to
the 50% of total assetsrestriction after giving effect to previous borrowings and previously issued preferred stock, debt
securities, and other forms of leverage. Such offerings would be made to Puerto Rico Residents. See"Appendix F —
Hedging and Related Income Strategies” herein.

UNDERWRITING

UBS PaineWebber Puerto Rico, as the Underwriter, will purchase from the Fund, subject to the terms and
conditions of a certain underwriting agreement, and the Fund will sell to the Underwriter, the totality of the Shares
being offered hereby.

The Underwriter has committed to purchase 8,000,000 Shares at several closings to be held in San Juan,
Puerto Rico. It isanticipated that thefirst closing will take place on or about August 31, 2001 and several subsegquent
closings will take place at monthly intervals thereafter. The Underwriter will offer the Shares offered hereby (and to
sdll such
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Shares) solely to Puerto Rico Residents at a public offering price of the greater of (i) $10.00 or (ii) thethen current net
asset valueper Shareplusthe applicablesalesload. Thesalesload on purchases of the Sharesinthisofferingis $0.475
per Share (4.75%). Subject to the terms and conditions of the Underwriting Agreement, the Underwriter will
compensate certain brokers and dealers in connection with sales of the Sharesin this offering at arate of up to $0.30
per Share. After thelater of (i) theFinal Closing or (ii) thedate of closing for the purchase of any Sharesto cover over-
allotments, the public offering price and other selling terms may be changed by the Underwriter. Investors should
consult their brokers concerning the manner and method of payment for the Shares. The minimum investment in the
initial public offering is 100 Shares.

The Fund has granted the Underwriter an option, exercisable for 30 days from the date of the Final Closing,
topurchaseupto 1,200,000 additional Shares. TheUnderwriter may exercisethisoption only to cover over-allotments.
The maximum sales load paid to the Underwriter for this offering will be $3,800,000 (or $4,370,000 if the
over-allotment option is exercised in full), based upon a maximum sales load per Share of $0.475.

The Underwriter may reduce or waivein its entirety the sales load on sales of the Shares where investors (i)
represent that the purchase of the Shares will be made with the proceeds from the redemption or sale of stock or units
of any fixed income investment companies or portfolio thereof advised by UBS PWAM; (ii) provide notice to the
Underwriter prior to such redemption or sale; and (iii) execute their purchase of the Shares within 60 days of such
redemption or sale. Pending such purchase, the redemption or sale proceeds must be held in cash or cash equivalents.
For investors that satisfy such requirements, the Underwriter currently intends to reduce the sales load in an amount
not to exceed $0.275 per Share, which results in a sales load of $0.20 per Share.

The Underwriter may take certain actions to discourage short-term trading of the Shares during a period of
time following the initial offering date. Included in these actions is the withholding of any compensation to dealers
in connection with Shares which were sold by such dealers and which were repurchased for the account of the
Underwriter during such period.

The Underwriting Agreement provides that the obligation of the Underwriter to purchase the Shares offered
hereby is subject to certain conditions. The Underwriter has committed to purchase, and the Fund is obligated to sell,
by means of a firm commitment underwriting all of the Shares offered by this Prospectus if any are purchased. The
Underwriting Agreement providesthat it may beterminated at or prior to the closing date of the Initial Closing for the
purchase of the Shares, if in the judgment of the Underwriter, payment for and delivery of the Shares is rendered
impracticable or inadvisable.

LEGAL OPINIONS

Thestatementsinthesection"TAXATION" havebeen passed upon by Axtmayer Benitez & Quifiones, P.S.C.,
who, at each closing date, will render an opinion on the validity of the Shares.

INDEPENDENT ACCOUNTANTS
The statement of net assets of the Fund as of August 28, 2001 is included herein and has been audited by
PricewaterhouseCoopers LLP, asstated in itsreport which appearsherein. Itsaddressis Banco Bilbao VizcayaBldg.,
9th Floor, 254 Mufioz Rivera Avenue, Hato Rey, Puerto Rico 00918.
PRIVACY POLICY

Attached asAppendix Hisacopy of the Privacy Policy astotheinformation the Fund compilesand maintains
on itsinvestors.
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GENERAL INFORMATION

Reportsto Shareholders
Thefiscal year of the Fund ends on July 31% of each year. Anannual report, containing financial statements

audited by the Fund's independent auditors, will be sent to Shareholders each year. After the end of each year,
Shareholders will receive Puerto Rico income tax information regarding dividends and capital gains distributions.

Additional Information

Additional information regarding the Fund is on file with the OCFI.
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APPENDIX A
TYPES OF MUNICIPAL OBLIGATIONS

The Fund may invest in the following types of Municipal Obligations, subject to their availability in Puerto
Rico, and in other types of Municipal Obligations as become available on the Puerto Rico market from time to time.
Not all of the described Municipal Obligations are presently available in Puerto Rico.

Municipal Bonds, Industrial Development Bonds and Private Activity Bonds

Municipal bonds are debt obligations issued to obtain Funds for various public purposes. The two principal
classifications of municipal bonds are "general obligation" and "revenue” bonds. General obligation bonds are secured
by theissuer's pledge of itsfull faith, credit and taxing power for the payment of principal and interest. Revenuebonds
are payable only from the revenues derived from a particular facility or class of facilities or, in some cases, from the
proceeds of a special excisetax or from another specific source, such asthe user of the facility being financed. Certain
municipal bonds are"moral obligation" issues, which normally areissued by special purpose public authorities. Inthe
case of such issues, an express or implied "moral obligation” of arelated government unit is pledged to the payment of
the debt service but is usually subject to annual budget appropriations.

The Fund may invest in industrial development bonds ("IDBs") and private activity bonds ("PABS"), which
aremunicipal bondsissued by or on behalf of public authorities to finance various privately operated facilities, such as
airports or pollution control facilities. IDBs and PABs are generally revenue bonds and thus are not payable from the
unrestricted revenueof theissuer. The credit quality of IDBsand PABsisusually directly related to the credit standing
of the user of the facilities being financed.

Asgenerally described in this Prospectus, the Fund may not presently concentrateits investments, e.g., invest
arelatively high percentage of its assets in Municipal Obligations (e.g., revenue bonds) issued by entities which may
pay their debt serviceobligationsfromtherevenuesderived fromsimilar projectssuchashospitals, multifamily housing,
nursing homes, continuing carefacilities, commercial facilities (including hotels), electric utility systems or industrial
companies. That limitation may in thefuture be changed by the Board of Directors. Any future determination to allow
concentration of the Fund's investments may make the Fund more susceptible to similar economic, political, or
regulatory occurrences. As the similarity in issuers increases, the potential for fluctuation of the net asset value of
Shares of the Fund also increases. Also, it isanticipated that asignificant percentage of the Municipal Obligations (e.g.,
revenue bonds) in the Fund's portfolio may beissued by entities or secured by facilitieswith arelatively short operating
history. Therefore, investors should also beawareof theriskswhich theseinvestments might entail, as discussed below.

Health Care Revenue Bonds. These securities include Municipal Obligations (i.e., revenue bonds) issued to
finance hospitals, nursing homes and continuing care facilities and which are generally secured by the revenues of
particular facilities. Theability of theissuersof such securitiesto meet their obligationsis dependent upon, among other
things, the revenues, costs and occupancy levels of the subject facilities and the competitive nature of these industries.
In addition, amajor portion of hospital and nursing home revenues typically is derived from Federal or state programs
such as Medicare and Medicaid and from various insurers. Changes in such programs or in the rates paid by insurers
may reduce revenues available for the payment of principal of or interest on such bonds. New governmental legislation
or regulationsand other factors, such astheinability to obtain sufficient mal practiceinsurance, may also adversdly affect
therevenues or costsof theseissuers. Moreover, inthecaseof lifecarefacilities, sincea portion of theservices provided
may be financed by an initial lump-sum deposit paid by occupants of the facility, there may berisk if the facility does
not maintain adequate financial resources to secure estimated actuarial liabilities.

A number of legislative proposalsconcerning health carehavebeenintroducedin U.S. Congressin recent years
or have been reported to be under consideration. These proposals include or may lead to a wide range of topics,
including cost controls, national health insurance, incentives for competition in the provision of health care services,
tax incentives and penaltiesrelated to heal th careinsurance premiums and promotion of prepaid health careplans. The
Fund is unable to predict the effect of any of these proposals, if enacted.

Sngle Family Housing Bonds and Multifamily Housing Bonds. Singlefamily housing bondsand multifamily
housing bonds are obligations of state and local housing authorities that have been issued in connection with a variety



of singleand multifamily housing projects. Economic developments, including fluctuationsininterest rates, increasing
construction and operating costs, increasing real estatetaxes and declining occupancy rates, and real estateinvestment
risks may have an adverse effect upon the revenues of such projects and such housing authorities. Multifamily housing
bonds may be subject to mandatory redemption prior to maturity, including redemption upon a non-completion of the
project or upon receipt of Federal Housing Administration or certain other insurance proceeds. Housing bonds may also
be subject to changes in creditworthiness due to potential weaknesses of mortgage insurance companies providing
various palicies; fluctuationsin the valuation of invested Funds and the strengths of banks and other entities which may
provide investment agreements; and smaller than expected mortgage portfolios due to the inability to originate
mortgages.

Public Power Revenue Bonds. Risksthat may arisewith respect tothee ectric utility industry includedifficulty
in financing large construction programs during an inflationary period; restrictions on operations and increased costs
attributable to environmental considerations; the difficulty of the capital markets in absorbing utility securities; the
availability of fuel for electric generation at reasonable prices, including among other considerations the potential rise
in fuel costsand the costs associated with conversionto alternate fuel sources; technical cost factorsand other problems
associated with construction, licensing, regulation and operation of nuclear facilities for eectric generation, including
among other considerationsthe problems associated with the useof radioactive materials and the disposal of radioactive
waste; and the effects of energy conservation. Certain of the issuers of these bonds may own or operate nuclear
generating facilities. Federal, state, and municipal governmental authorities may from timeto timereview and revise
existing requirements and impose additional requirements on such facilities. Problems of the type referred to above
could adversdly affect the ability of the issuer of public power revenue bonds to make payments of principal and/or
interest on such bonds. Certain municipal utilities or agencies may have entered into contractual arrangements with
investor-owned utilities and large industrial users and consequently may be dependent in varying degrees on the
performance of such contracts for payment of bond debt service. Also, the enforceability against municipalities of
"take-and-pay" and "take-or-pay" contracts which secure bondsissued by other municipal issuers has been successfully
challenged in recent years.

Transportation Revenue Bonds. Bonds in this category include bonds issued for airport facilities, bridges,
turnpikes, port facilities, railroad systems, or masstransit systems. Generally, airport facility revenuebonds arepayable
from and secured by the revenues derived from the ownership and operation of a particular airport. Payment on other
transportation bonds is often dependent primarily or solely on revenues from financed facilities, including user fees,
charges, tolls and rents. Such revenues may be adversely affected by increased construction and maintenance costs or
taxes, decreased use, competition from alternative facilities, scarcity of fuel, reduction or loss of rents or the impact of
environmental considerations. Other transportation bonds may be dependent primarily or solely on Federal, state or
local assistance including motor fud and motor vehicle taxes, fees and licenses, and therefore may be subject to
fluctuations in such assistance.

Water and Sewage Revenue Bonds. Bonds in this category include securities issued to finance public water
supply treatment and distribution facilities, and sewagecollection, treatment and disposal facilities. Repayment of these
bonds is dependent primarily on revenues derived from the billing of customers for water and sewer services, as well
as, in someinstances, connection fees and hook-up charges. Such revenue bonds may be adversely affected by thelack
of availability of Federal and state grants and by decisions of Federal and state regulatory bodies and courts.

Solid Waste and Resour ce Recovery Revenue Bonds. Bondsinthiscategory includesecuritiesissued tofinance
facilitiesfor removal and disposal of solid waste. Repayment of these bonds is dependent on factors which may include
revenues from appropriations fromagovernmental entity, thefinancial condition of the private project corporation and
revenues derived from the collection of charges for disposal of solid waste. 1n addition, construction and operation of
such facilities may be subject to cost overruns. Repayment of resourcerecovery bonds may also be dependent to various
degrees on revenues from the sale of electric energy or steam. Bonds in this category may be subject to mandatory
redemption in the event of project non-completion, if the project is rendered uneconomical, if the project failsto meet
certain performance criteria, or if it is considered an environmental hazard.
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Pollution Control Facility Revenue Bonds. Bondsin the pollution control facilities category includesecurities
issued on behalf of private corporations, including utilities, to providefacilities for the treatment of air, water and solid
waste pollution. Repayment of these bonds s dependent uponincomefrom and/or thefinancial condition of the project
corporation. In addition, governmental entities may from time to time impose additional restrictions or regulations
which could adversely affect the cost or operation of the facility.

Educational Facility Revenue Bonds. Educational facility revenue bonds include debt of state and private
colleges, universities and systems, and parental and student loan obligations. The ability of universities and colleges
to meet their obligations is dependent on various factors, including the revenues, costs and enrollment levels of the
ingtitutions. In addition, their ability may be affected by declines in Federal, state, and alumni financial support,
fluctuationsin interest rates and construction costs, increased maintenance and energy costs, failureor inability toraise
tuition or room charges and adverse results of endowment Fund investments.

Tax Increment Bonds. Tax increment bonds are issued to finance various public improvements and
redevelopment projects in blighted areas. Interest on such bonds is payable from increases in real property taxes
attributable to increases in assessed value resulting from the redevelopment of the blighted project area. Repayment
risksinclude, among other things, areductionin taxablevaluein the project areas, reductionin tax rates, delinquencies
in tax payments or a general shortfall in forecasted tax revenues.

Commercial Facility Revenue Bonds. The Fund may also invest in bonds for other commercial facilities
(including hotels) and industrial enterprises. The viability of such facilities depends on, among other things, general
economic factors affecting those industries and affecting those geographic areas in which such facilities are situated,
aswell asthe ability of the individual management of those facilities to maximize earnings and to remain competitive
within its service area.

Municipal Lease Obligations

Municipal lease obligations are Municipal Obligationsthat may take the form of leases, installment purchase
contracts or conditional sales contracts, or certificates of participation with respect to such contracts or leases.
Municipal lease obligations areissued by state and local governments and authorities to purchase land or varioustypes
of equipment and facilities. Although municipal lease obligations do not constitute general obligations of the
municipality for which the municipality's taxing power is pledged, they ordinarily are backed by the municipality's
covenant to budget for, appropriate and make the payments due under the lease obligation. The leases underlying
certain Municipal Obligations, however, providethat |ease payments are subject to partial or full abatement if, because
of material damage or destruction of the leased property, there is substantial interference with the lessee's use or
occupancy of such property. This "abatement risk” may be reduced by the existence of insurance covering the leased
property, themaintenance by thelessee of reserve Fundsor the provision of credit enhancements such aslettersof credit.

The liquidity of municipal lease obligations varies. Certain municipal lease obligations contain
"non-appropriation” clauseswhich providethat the municipality has no obligationto makeleaseor installment purchase
payments in future years unless money is appropriated for such purpose on a yearly basis. Some municipal lease
obligations of this type are insured as to timely payment of principal and interest, even in the event of a failure by the
municipality to appropriate sufficient Funds to make payments under the lease. However, in the case of an uninsured
municipal lease obligation, the Fund's ability to recover under theleasein the event of non-appropriation or default will
be limited solely to the repossession of the leased property, without recourse to the general credit of the lessee, and
disposition of the property in the event of foreclosure might prove difficult. The Fund does not intend to invest a
significant portion of its assets in such uninsured "non-appropriation” municipal lease obligations. There is no
limitation on the Fund's ability to invest in other municipal lease obligations.

Zero Coupon Obligations
TheFund may invest in zero coupon Municipal Obligations. Suchobligationsinclude"purezero” obligations,

which pay no interest for their entirelife (either because they bear no stated rate of interest or because their stated rate
of interest is not payable until maturity), and "zero/fixed" obligations, which pay no interest for an initial period and
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thereafter pay interest currently. Zero coupon obligations also include derivative instruments representing the
principal-only components of Municipal Obligations from which the interest components have been stripped and sold
separately by the holders of the underlying Municipal Obligations. Zero coupon securities usually trade at a deep
discount from their face or par value and will be subject to greater fluctuations in market valuein responseto changing
interest rates than obligations of comparable maturities that make current distributions of interest.

Floating and Variable Rate Obligations

The Fund may also purchase floating and variable rate municipal notes and bonds, which frequently permit
the holder to demand payment of principal at any time, or at specified intervals, and permit the issuer to prepay
principal, plus accrued interest, at its discretion after a specified notice period. The issuer's obligations under the
demand feature of such notes and bonds generally are secured by bank letters of credit or other credit support
arrangements. Therefrequently will beno secondary market for variableand floating rate obligations held by the Fund,
although the Fund may be able to obtain payment of principal at face value by exercising the demand feature of the
obligation.

Participation I nterests

The Fund may invest in participation interests in municipal bonds, including IDBs, PABs, and floating and
variablerate securities. A participation interest gives the Fund an undivided interest in a municipal bond owned by a
bank. The Fund has the right to sell the instrument back to the bank. Such right is generally backed by the bank's
irrevocable letter of credit or guarantee and permits the Fund to draw on the letter of credit on demand, after specified
notice, for all or any part of the principal amount of the Fund's participation interest plus accrued interest. Generally,
the Fund intends to exercise the demand under the letters of credit or other guarantees only upon a default under the
terms of the underlying bond, or to maintain compliance with the investment objectives and policies of the Fund. The
ability of a bank to fulfill its obligations under a letter of credit or guarantee might be affected by possible financial
difficulties of its borrowers, adverseinterest rate or economic conditions, regulatory limitations or other factors. The
Administrator will be responsible for the Fund being provided the services of monitoring the pricing, quality and
liquidity of the participation interests held by the Fund, and the credit standing of banks issuing letters of credit or
guarantees supporting such participation interests on the basis of published financial information reports of rating
services and bank analytical services.

Put Bonds

Put bonds are municipal bondswhich givethe holder an unconditional right to sell the bond back to the issuer
or aremarketing agent at a specified price and exercise date, which is typically well in advance of the bond's maturity
date. If theput isa"onetimeonly" put, the Fund ordinarily will sell the bond or put the bond, depending on the more
favorable price. If thebond has a series of puts after thefirst put, the bond will be held aslong as, in the opinion of the
Investment Adviser, it isin the best interests of the Fundto do so. The obligation to purchasethe bond on the exercise
date of the put may be supported by aletter of credit or other credit support agreement from a bank, insurance company
or other financial institution, the credit standing of which affects the credit standing of the obligation. Thereis no
assurancethat an issuer or remarketing agent for a put bond will beableto repurchasethe bond on the put exercise date
if the Fund chooses to exerciseits right to put the bond back to the issuer or remarketing agent.

Tender Option Bonds

Tender option bonds are long-term municipal securities sold by a bank subject to a "tender option” that gives
the purchaser theright to tender them to the bank at par plusaccrued interest at designated times (the "tender option™).
Thetender option may be exercisable at intervals ranging from bi-weekly to semi-annually, and the interest rateon the
bonds is typically reset at the end of the applicable interval in order to cause the bonds to have a market value that
approximates their par value. The tender option generally would not be exercisable in the event of a default on, or
significant downgrading of, the underlying municipal securities. Therefore, the Fund's ability to exercise the tender
option will be affected by the credit standing of both the bank involved and the issuer of the underlying securities.
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APPENDIX B
MORTGAGE-BACKED SECURITIES
General

M ortgage-backed securitieswereintroduced in the 1970swhen thefirst pool of mortgageloanswas converted
into a mortgage pass-through security. Since the 1970s, the mortgage-backed securities market in general has vastly
expanded and a variety of structures have been developed to meet investor needs.

New types of mortgage-backed securities are devel oped and marketed from time to time and, consistent with
its investment limitations, the Fund expects to invest in those new types of mortgage-backed securities that the
Investment Adviser believes may assist the Fundin achieving itsinvestment objective. The Fund may invest invarious
types of Puerto Rico Mortgage-Backed Securities, as described in herein. Not all of the types of securities described
below are available in Puerto Rico.

Government National Mortgage Association Securities

GNMA isawholly-owned corporateinstrumentality of the U.S. within the Department of Housing and Urban
Development. The National Housing Act of 1934, as amended (the "Housing Act"), authorizes GNMA to guarantee
the timely payment of the principal of and interest on securities that are based on and backed by a pool of specified
mortgage loans. To qualify such securities for a GNMA guarantee, the underlying mortgages must be insured by the
Federal Housing Administration under the Housing Act, or TitleV of the Housing Act of 1949 ("FHA Loans"), or be
guaranteed by the Veterans' Administration under the Servicemen's Readjustment Act of 1944, as amended ("VA
Loans"), or bepoolsof other eligiblemortgageloans. TheHousing Act providesthat thefull faith and credit of theU.S.
Government is pledged to the payment of all amounts that may be required to be paid under any guarantee. 1n order
tomeet its obligations under such guarantee, GNMA is authorized to borrow fromthe U.S. Treasury with no limitations
as to amount.

GNMA pass-through mortgage-backed securities may represent a pro rata interest in one or more pools of the
following types of mortgage loans: (i) fixed rate level payment mortgage loans; (ii) fixed rate graduated payment
mortgageloans; (iii) fixed rategrowing equity mortgage loans; (iv) fixed rate mortgage |oans secured by manufactured
(mobile) homes; (v) mortgage loans on multifamily residential properties under construction; (vi) mortgage loans on
completed multifamily projects; (vii) fixed rate mortgage loans as to which escrowed Funds are used to reduce the
borrower's monthly paymentsduring theearly years of the mortgageloans ("buydown" mortgage loans); (viii) mortgage
loans that provide for adjustments in payments based on periodic changes in interest rates or in other payment terms
of the mortgage loans; and (ix) mortgage-backed serial notes.

Federal National M ortgage Association Securities

FNMA is a federally chartered and privately owned corporation established under the Federal National
Association Charter Act. FNMA wasoriginally organizedin 1938 asaU.S. Government agency to add greater liquidity
to the mortgage market. FNMA was transformed into a private sector corporation by legislation enacted in 1968.
FNMA provides Funds to the mortgage market primarily by purchasing home mortgage loans from local lenders,
thereby providingthemwith Fundsfor additional lending. FNM A acquires Fundsto purchase such loansfrominvestors
that may not ordinarily invest in mortgage loans directly, thereby expanding the total amount of Funds available for
housing.

Each FNMA pass-through mortgage-backed security representsapro ratainterest in oneor more pool of FHA
Loans, VA Loans or conventional mortgage loans (i.e., mortgage loans that are not insured or guaranteed by any
governmental agency). The loans contained in those pools consist of: (i) fixed rate level payment mortgage loans;
(ii) fixed rate growing equity mortgage loans; (iii) fixed rate graduated payment mortgage loans; (iv) variable rate
mortgage loans; (v) other adjustable rate mortgage loans; and (vi) fixed rate mortgage loans secured by multifamily
projects. FNMA guaranteestimely payment of principal and interest on FNMA mortgage-backed securities. However,
the obligations of FNMA are not backed by thefull faith and credit of the U.S. Nevertheless, because of therelationship
between FNMA andthe U.S., it iswidedly believed that FNM A mortgage-backed securities present minimal credit risks.



Federal Home L oan Mortgage Cor poration Securities

FHLMC is a corporate instrumentality of the U.S. established by the Emergency Home Finance Act of 1970,
as amended (the "FHLMC Act"). FHLMC was organized primarily for the purpose of increasing the availability of
mortgage credit to finance needed housing. The operations of FHLMC currently consist primarily of the purchase of
first lien, conventional, residential mortgage loans and participation interests in such mortgage loans and the resale of
the mortgage loans so purchased in the form of mortgage-backed securities.

The mortgage loans underlying the FHLMC mortgage-backed securities typically consist of fixed rate or
adjustable rate mortgage loans with original terms to maturity of between ten and 30 years, substantially all of which
are secured by first liens on one-to four-family residential properties or multifamily projects. Each mortgage loan must
meet the applicable standards set forth in the FHLMC Act. Mortgage loans underlying FHLM C mortgage-backed
securities may include whole loans, participation interests in whole loans and undivided interests in whole loans and
participations in another FHLM C mortgage-backed securities.

FHLMC guarantees: (i) the timely payment of interest on all FHLMC mortgage-backed securities; (ii) the
ultimate collection of principal with respect to some FHLMC mortgage-backed securities; and (iii) the timely payment
of principal with respect to other FHLMC mortgage-backed securities. However, the obligations of FHLMC are not
backed by the full faith and credit of the U.S.

ARM and Floating Rate M ortgage-Backed Securities

Because the interest rates on ARM and Floating Rate mortgage-backed securities are reset in response to
changes in a specified market index, the values of such securities tend to be less sensitive to interest rate fluctuations
than the values of fixed-rate securities. ARM mortgage-backed securities represent aright to receive interest payments
at aratethat is adjusted to reflect the interest earned on a pool of ARMs. ARMSs generally providethat the borrower's
mortgageinterest ratemay not beadjusted aboveaspecified lifetime maximumrateor, in somecases, below aminimum
lifetimerate. Inaddition, certain ARM s providefor limitations on the maximum amount by which themortgageinterest
rate may adjust for any single adjustment period. ARMs may also providefor limitations on changes in the maximum
amount by which the borrower's monthly payment may adjust for any single adjustment period. In the event that a
monthly payment is not sufficient to pay the interest accruing on the ARM, any such excess interest is added to the
mortgage loan (" negative amortization™), which is repaid through future monthly payments. If the monthly payment
exceeds the sum of the interest accrued at the applicable mortgage interest rate and the principal payment that would
have been necessary to amortize the outstanding principal balance over the remaining term of the loan, the excess
reducesthe principal balance of the ARM. Borrowersunder ARM s experiencing negative amortization may takelonger
to build up their equity in the underlying property and may be more likely to default.

Theratesof interest payable on certain ARMs, and therefore on certain ARM mortgage-backed securities, are
based on indices, such as the one-year constant maturity Treasury Rate, that reflect changes in market interest rates.
Others are based on indices, such as the 11th District Federal Home Loan Bank Cost of Funds index, that tend to lag
behind changesin market interest rates. Thevaluesof ARM mortgage-backed securities supported by ARM sthat adjust
based on lagging indices tend to be somewhat more sensitive to interest rate fluctuations than those reflecting current
interest ratelevels, although thevalues of such ARM mortgage-backed securities still tend to beless sensitiveto interest
rate fluctuations than fixed-rate securities.

Floating Rate mortgage-backed securities are classes of mortgage-backed securities that have been structured
torepresent theright to receive interest payments at rates that fluctuate in accordance with an index but that generally
are supported by pools comprised of fixed-ratemortgageloans. Aswith ARM mortgage-backed securities, interest rate
adjustments on Floating Rate mortgage-backed securities may be based on indicesthat 1ag behind market interest rates.
Interest rates on Floating Rate mortgage-backed securities generally are adjusted monthly. Floating Rate
mortgage-backed securities are subject to lifetime interest rate caps, but they generally are not subject to limitations on
monthly or other periodic changes in interest rates or monthly payments.
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Specified M ortgage-Backed Securities

The Fund may invest in Mortgage-Backed Securities constituting derivativeinstruments such asinterest-only
obligations ("10s"), principal-only obligations (*POs") (other than1Osand POsthat are PAC Bonds), or inversefloating
rate obligations or other types of Puerto Rico mortgage-backed securities that may be developed in the future and that
are determined by the Investment Adviser to present types and levels of risk that are comparableto such 10s, POs and
inverse floating rate obligations (collectively, "Specified Mortgage-Backed Securities'). The Fund will invest in
Specified Mortgage-Backed Securities only when the Investment Adviser believes that such securities, when combined
with the Fund's other investments, would enable the Fund to achieve its investment objectives and policies.

Stripped mortgage-backed securities("SMBSs") areclasses of mortgage-backed securitiesthat receivedifferent
proportions of the interest and principal distributions from the underlying pool of mortgage assets. SMBSs may be
issued by agencies or instrumentalities of the U.S. Government or by private mortgage lenders. A common type of
SMBS will have one class that receives some of the interest and most of the principal from the mortgage assets, while
the other class will receive most of the interest and the remainder of the principal.

AnlOisan SMBSthat isentitled toreceiveall or aportion of theinterest, but none of the principal payments,
on the underlying mortgage assets; a PO isan SMBSthat isentitled to receiveall or aportion of the principal payments,
but none of theinterest payments, on the underlying mortgage assets. Thelnvestment Adviser believesthat investments
in POsmay facilitateits ability to manage the price sensitivity of the Fund to interest ratechanges. Generally, theyields
tomaturity on both 1O and PO classes areextremely sensitiveto therate of principal payments (including prepayments)
on the underlying mortgage assets. If the underlying mortgage assets of an 1O class of mortgage-backed security held
by the Fund experience greater than anticipated prepayments of principal, the Fund may fail to recoup fully itsinitial
investment in such securities even though the securitiesareratedin the highest rating category. Thelnvestment Adviser
believes that, since principal amortization on PAC Bonds is designed to occur at a predictable rate, 10s and POs that
are PAC Bonds generally are not as sensitive to principal prepayments as other 10s and POs.

M ortgage-backed securitiesthat constituteinverse floating rate obligations are mortgage-backed securitieson
which theinterest rates adjust or vary inversely to changesin market interest rates. Typically, an inversefloating rate
mortgage-backed security is one of two components created from a pool of fixed rate mortgage loans. The other
component is a variable rate mortgage-backed security, on which the amount of interest payableis adjusted directly in
accordance with market interest rates. Theinverse floating rate obligation receives the portion of the interest on the
underlying fixed-rate mortgages that is allocable to the two components and that remains after subtracting the amount
of interest payable on the variable rate component. Themarket value of an inversefloating rate obligation will be more
volatilethan that of afixed-rate obligation and, like most debt obligations, will vary inversely with changesin interest
rates. Certain of suchinversefloating rate obligations have coupon rates that adjust to changes in market interest rates
to a greater degree than the change in the market rate and accordingly have investment characteristics similar to
investment leverage. Asaresult, the market value of such inverse floating rate obligations are subject to greater risk
of fluctuation than other mortgage-backed securities, and such fluctuations could adversely affect theability of the Fund
to achieveits investment objectives and policies.

Theyields on Specified Mortgage-Backed Securities may be more sensitive to changes in interest rates than

Puerto Rico GNMA Mortgage-Backed Securities. Whilethe Investment Adviser will seek to limit theimpact of these
factors on the Fund, no assurance can be given that it will achieve this result.
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APPENDIX C

FORM OF REPRESENTATION LETTER

[Date of Purchase]

TO: [Underwriter or Dealer]

Tax-Free Puerto Rico Target Maturity Fund, Inc.

San Juan, Puerto Rico

Dear Sirs:

The undersigned (the "Purchaser"), has purchased shares of Common Stock, par value $0.01 per share (the
"Shares") of Tax-Free Puerto Rico Target Maturity Fund, Inc. (the"Fund") from you, as authorized seller of the Shares
(the "Seller"), and hereby represents to you that:

1

The Purchaser is acquiring the Shares for its own account and that it is the sole beneficial owner
thereof.

At the time the Shares were offered to the Purchaser, and as of the date of this letter, the Purchaser
isaresident of Puerto Rico, in that the Purchaser (i) is an individual whose principal residenceisin
Puerto Rico or (ii) is a corporation, partnership, trust or other form of business organization which
hasits principal officeand principal place of businesswithin Puerto Rico, and has not been organized
for the purpose of acquiring the Shares.

In compliance with all applicable Federal, state and Puerto Rico securities laws, the Purchaser
understands (i) that the Shares have not been registered under the Securities Act of 1933, asamended,
and the Fund has not been registered under the U.S. Investment Company Act of 1940, as amended,
and that neither the Fund nor the Seller, nor any of their affiliates, isrequired to soregister the Shares
or the Fund; (ii) that the Shares may not be resold, transferred or disposed of except as provided in
the Prospectus and then, only to anindividual or an entity that executesaletter that containsthe same
representations astoresidency asareset forthin thisletter; (iii) that the Transfer Agency Agreement
provides that the Transfer Agent for the Fund, may not register the transfer of ownership of any
Shares unless it, an Underwriter or dealer receives from the transferee of the Shares a letter of
representation substantially similar to this letter and that such Underwriter or dealer must be under
a contractual obligation to the Fund to obtain such a letter and indemnify the Fund against the
consequences of a failureto do so; and (iv) that the terms of the Shares provide that any purported
transfer to anyone other than a resident of Puerto Rico will be null and void.

If abusiness organization, the Purchaser is not an employee benefit plan subject to Section 406 of the
Employee Retirement Income Security Act of 1974, as amended, or to Section 4975 of the Internal
Revenue Code of 1986, as amended (or comparable provisions of any subsequent enactments), or a
trustee of any such plan.

If the Purchaser ceases to be a resident of Puerto Rico, the Purchaser will (i) notify the Seller or
another Underwriter or dealer within 30 days of ceasing to bearesident of Puerto Rico, (ii) liquidate
itsinvestment in the Fund when such liquidation becomes economically feasible, and (iii) agree not
to invest in additional Shares.

The Purchaser acknowledges having received and read a copy of the Prospectus and Prospectus
Supplements, if any, relating to the offering of the Shares by the Fund. The Purchaser further
acknowledges that (i) an investment in the Shares may not be suitable to all investors as they are



designed primarily for long-term investors, (ii) investors in the Shares should not view the Fund as
avehiclefor trading purposes, and (iii) an investment in the Fund is not equivalent to an investment
in the underlying securities of the Fund.

The Purchaser hereby acknowledges that the Fund may issue debt securities and/or preferred stock
or otherwise engage in activities that may constitute leverage. In that regard, the Purchaser fully
understandstherisksto the Fund and the Purchaser's investment in the Fund resulting from leverage

including, but not limited to, the risks described in the Prospectus of the Fund under "Special
Leverage Considerations” and "Appendix F — Hedging and Related Income Strategies.”

Very truly yours,
By:

Name:

Title (if applicable):

Company (if applicable):
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APPENDIX D
RATINGS OF MUNICIPAL OBLIGATIONS AND DEBT SECURITIES
Description of Moody's I nvestors Service Long-Term Debt Ratings

The purpose of Moody'sratingsisto provideinvestors with a simple system of gradation by which therelative
investment qualities of bonds may be noted. There are nine basic rating categories for long-term obligations, ranging
from Aaa (highest quality) to C (lowest quality). Moody's applies numerical modifiers 1, 2 and 3 in each generic rating
classification from Aato Caa. Themodifier 1 indicates that the obligation ranksin the higher end of its generic rating
category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates aranking in the lower end of the
generic rating category.

Moody's ratings are opinions, not recommendations to buy or sdll, and their accuracy is not guaranteed. A
rating should be weighed solely as one factor in an investment decision, and one should make one's own study and
evaluation of any issuer whose securities or debt obligations one is considering buying or selling.

Aaa — Bonds which arerated "Aaa" are judged to be of the best quality. They carry the smallest degree of
investment risk and are generally referred to as "gilt edge.” Interest payments are protected by a large or by an
exceptionally stable margin and principal is secure. While the various protective el ements are likely to change, such
changes as can be visualized are most unlikely to impair the Fundamentally strong position of such issues.

Aa— Bondswhich arerated "Aa" are judged to be of high quality by all standards. Together with the"Aaa"
group they comprise what are generally known as high grade bonds. They arerated lower than the best bonds because
margins of protection may not beaslargeasin "Aaa" securities or fluctuation of protective e ements may be of greater
amplitudeor there may beother e ements present which makethelong-termrisks appear somewhat larger thanin"Aaa"
rated securities.

A —Bondswhicharerated"A" possess many favorableinvestment attributesand areto beconsidered asupper
medium grade obligations. Factors giving security to principal and interest are considered adequate, but e ements may
be present which suggest a susceptibility to impairment sometime in the future.

Baa — Bonds which are rated "Baa" are considered medium grade obligations (i.e., they are neither highly
protective nor poorly secured). Interest payments and principal security appear adequate for the present, but certain
protective el ements may belacking or may be characteristically unreliable over any great length of time. Such bonds
lack outstanding investment characteristics and in fact have speculative characteristics as well.

Ba— Bonds which arerated "Ba" are judged to have speculative elements; their future cannot be considered
aswell assured. Often the protection of interest and principal payments may be very moderate and thereby not well
safeguarded during both good and bad times over the future. Uncertainty of position characterizes bondsin this class.

B — Bonds which are rated "B" generally lack characteristics of the desirable investment. Assurance of
interest and principal payments or of maintenance of other terms of the contract over any long period of time may be
small.

Caa — Bonds which are rated "Caa" are of poor standing. Such issues may be in default or there may be
present elements of danger with respect to principal or interest.

Ca— Bondswhich arerated "Ca" represent obligations which are speculativein a high degree. Such issues
are often in default or have other marked shortcomings.

C — Bonds which arerated "C" are the lowest rated class of bonds and issues so rated can be regarded as
having extremely poor prospects of ever attaining any real investment standing.



Issues that are secured by escrowed Funds held in trust, reinvested in direct, non-callable U.S. Government
obligations unconditionally guaranteed by the U.S. Government or Resolution Funding Corporation areidentified with
a #(hatchmark) symbol, e.g. #Aaa.

Con.(...) — Bonds for which the security depends upon the completion of some act or the fulfillment of some
condition are rated conditionally. These are bonds secured by (a) earnings of projects under construction, (b) earnings
of projects unseasoned in operation experience, (c) rentals which begin when facilities are completed, or (d) payments
to which some other limiting condition attaches. Parenthetical rating denotes probable credit stature upon completion
of construction or elimination of basis of condition.

Description of Moody's I nvestor s Service Short-Term Debt Ratings

M oody's short-termissuer ratings are opinions of the ability of issuersto honor senior financial obligationsand
contracts. Such obligations generally have an original maturity not exceeding one (1) year. Moody's employs the
followingthreedesignations, all judged to beinvestment grade, toindicatethereativerepayment ability of ratedissuers:

Prime-1. Issuers (or supporting institutions) rated Prime-1 have a superior ability for repayment of senior
short-term debt obligations. Prime-1 repayment ability will often beevidenced by many of thefollowing characteristics:
leading market positions in well-established industries; high rates of return on Funds employed; conservative
capitalization structurewith moderatereliance on debt and ample asset protection; broad margins in earnings coverage
of fixed financial chargesand high internal cash generation; well-established accessto arange of financial markets and
assured sources of alternate liquidity.

Prime-2. Issuers (or supporting institutions) rated Prime-2 have a strong ability for repayment of senior
short-term debt obligations. Thiswill normally be evidenced by many of the characteristics cited above, but to alesser
degree. Earnings trends and coverage ratios, while sound, may be more subject to variation. Capitalization
characteristics, while still appropriate, may be more affected by external conditions. Ample alternate liquidity is
maintai ned.

Prime-3. Issuers (or supporting institutions) rated Prime-3 have an acceptabl e ability for repayment of senior
short-term obligations. The effects of industry characteristics and market composition may be more pronounced.
Variability in earnings and profitability may result in changes in the level of debt protection measurements and may
require relatively high financial leverage. Adequate alternate liquidity is maintained.

Issuers rated "not prime" do not fall within any of the Prime rating categories.

If an issuer represents to Moody's that its short-term debt obligations are supported by the credit of another
entity or entities, then the name or names of such supporting entity or entities arelisted within the parenthesis beneath
the name of theissuer, or thereisafootnotereferring thereader to another pagefor the name or names of the supporting
entity or entities. In assigning ratings to such issuers, Moody's evaluates the financial strength of the affiliated
corporations, commercial banks, insurance companies, foreign governments, or other entities, but only as onefactor in
thetotal rating assessment. M oody's makes no representation and gives no opinion onthelegal validity or enforceability
of any support arrangements.

Description of Moody's I nvestor s Service Short-Term Notes and Variable Rate Demand Obligations (VRDOS)
Ratings

In municipal debt issuance, there are three rating categories for short-term abligations that are considered
investment grade. Theseratings are designated as Moody's Investment Grade (MIG) and are divided into three levels
— MIG 1through MIG 3. In addition, those short-term obligations that are of speculative quality are designated SG,
or speculative grade.

In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned. The first
element represents Moody's eval uation of the degree of risk associated with scheduled principal and interest payments.

D-2



The second element represents Moody's evaluation of the degree of risk associated with the demand feature, using the
MIG rating scale. The short-term rating assigned to the demand feature of VRDOs is designated as VMIG. When
either the long- or short-term aspect of a VRDO is not rated, that pieceis designated NR, e.g., Aaa/NR or NR/VMIG
1. MIG ratings expireat note maturity. By contrast, VMIG rating expirations will beafunction of eachissue's specific
structural or credit features.

MIGLVMIGIL. Thisdesignationdenotessuperior credit quality. Excellent protectionisafforded by established
cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

MIG2/VMIG2. Thisdesignation denotesstrong credit quality. Margins of protection areample, although not
so large as in the preceding group.

MIG3/VMIG3. This designation denotes acceptable credit quality. Liquidity and cash flow protection may
be narrow and market access for refinancing is likely to be less well established.

SG. This designation denotes speculative-grade credit quality. Debt instruments in this category may lack
sufficient margins of protection.

Description of 1ssue Credit Rating Definitions of Standard & Poor's, a Division of the M cGraw-Hill Companies,
Inc.

An S&Pissuecredit rating isacurrent opinion of the creditworthiness of an obligor with respect to a specific
financial obligation, a specific class of financial obligations, or a specific financial program (including ratings on
medium term note programs and commercial paper programs). It takes into consideration the creditworthiness of
guarantors, insurers, or other forms of credit enhancement on the obligation and takes into account the currency in
which the obligation is denominated.

Theissuecredit rating is not a recommendation to purchase, sdll, or hold afinancial obligation, inasmuch as
it does not comment as to market price or suitability for a particular investor.

Issue credit ratings are based on current information furnished by the obligors or obtained by S& P from other
sourcesit considersreiable. S& P does not performan audit in connection with any credit rating and may, on occasion,
rely on unaudited financial information. Credit ratings may bechanged, suspended, or withdrawn asaresult of changes
in, or unavailability of, such information, or based on other circumstances.

Issue credit ratings can be either long-term or short-term. Short-term ratings are generally assigned to those
obligations considered short-term in the relevant market. In the U.S., for example, that means obligations with an
original maturity of no morethan 365 days - including commercial paper. Short-term ratings are also used to indicate
the creditworthiness of an obligor with respect to put features on long-term obligations. Theresult isadual rating, in
which the short-term rating addresses the put feature, in addition to the usual long-term rating. Medium-term notes
are assigned long-term ratings.

Long-Term Issue Credit Ratings
Issue credit ratings are based, in varying degrees, on the following considerations:

l. Likelihood of payment capacity and willingness of the obligor to meet its financial commitment on
an obligation in accordance with the terms of the obligation;

. Nature of and provisions of the obligations; and
[I. Protection afforded by, and reative position of, the obligation in the event of bankruptcy,

reorganization, or other arrangement under thelaws of bankruptcy and other laws affecting creditors
rights.
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Theissuerating definitions are expressed in terms of default risk. Assuch, they pertain to senior obligations
of an entity. Junior obligations are typically rated lower than senior obligations, to reflect the lower priority in
bankruptcy, as noted above. (Such differentiation applies when an entity has both senior and subordinated obligations,
secured and unsecured obligations, or operating company and holding company obligations.) Accordingly, inthecase
of junior debt, the rating may not conform exactly with the category definition.

AAA — An obligor rated "AAA" has extremely strong capacity to meet its financial commitments. "AAA"
is the highest Issuer Credit Rating assigned by S& P.

AA — Anobligor rated "AA" has very strong capacity to meet itsfinancial commitments. It differsfromthe
highest rated obligors only in small degree.

A — An obligor rated "A" has strong capacity to meet its financial commitments but is somewhat more
susceptible to the adverse effects of changes in circumstances and economic conditions than obligors in higher-rated
categories.

BBB — An obligor rated "BBB" has adequate capacity to meet its financial commitments. However, adverse
economic conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet
its financial commitments.

BB, B, CCC, CC, C — Obligors rated "BB," "B," "CCC," and "CC" are regarded as having significant
speculative characteristics. "BB" indicates the least degree of speculation and "CC" the highest. While such obligors
will likely have some quality and protective characteristics, these may be outweighed by large uncertainties or major
exposures to adverse conditions.

BB — An obligor rated "BB" isless vulnerable in the near term than other lower-rated obligors. However, it
faces major ongoing uncertainties and exposureto adversebusiness, financial, or economic conditionswhich could lead
tothe obligor'sinadequate capacity to meet itsfinancial commitments. Anobligor rated"B" isMORE VULNERABLE
than the obligors rated "BB," but the obligor currently has the capacity to meet its financial commitments. Adverse
business, financial, or economic conditions will likely impair the abligor's capacity or willingness to meet itsfinancial
commitments.

B — An obligation rated "B" is more vulnerable to nonpayment than obligations rated "BB," but the obligor
currently has the capacity to meet itsfinancial commitment on the obligation. Adversebusiness, financial, or economic
conditions will likely impair the obligor's capacity or willingness to meet its financial commitment on the obligation.

CCC — Anobligor rated "CCC" is currently vulnerable and is dependent upon favorable business, financial,
and economic conditions to meet its financial commitments.

CC — An obligor rated "CC" is currently highly vulnerable. Plus (+) or minus(-) Theratings from"AA" to
"CCC" may be modified by the addition of a plus or minus sign to show relative standing within the major rating
categories.

C— A subordinated debt or preferred stock obligationrated " C" iscurrently highly vulnerableto nonpayment.
The"C" rating may be used to cover a situation where a bankruptcy petition has been filed or similar action taken, but
payments on this obligation are being continued. A "C" also will be assigned to a preferred stock issuein arrears on
dividends or sinking fund payments, but that is currently paying.

R — An obligor rated "R" is under regulatory supervision owing to its financial condition. During the
pendency of the regulatory supervision the regulators may have the power to favor one class of obligations over others
or pay some obligations and not others. Please see S& P's issue credit ratings for a more detailed description of the
effects of regulatory supervision on specific issues or classes of obligations.
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SD and D — An obligor rated "SD" (Selective Default) or "D" has failed to pay one or more of its financial
obligations (rated or unrated) when it came due. A "D" rating is assigned when S& P believes that the default will be
ageneral default and that the obligor will fail to pay all or substantially all of its obligations asthey comedue. An"SD"
rating isassigned when S& P believes that the obligor has selectively defaulted on aspecificissueor class of obligations
but it will continueto meet its payment obligations on other issues or classes of obligations in atimely manner. Please
see S& P'sissue credit ratings for a more detailed description of the effects of a default on specific issues or classes of
obligations.

N.R. — An issuer designated N.R. is not rated.

Public Information Ratings — Ratings with a"pi" subscript are based on an analysis of an issuer's published
financial information, aswell as additional information in the public domain. They do not, however, reflect in-depth
meetings with an issuer's management and are therefore based on less comprehensive information than ratings without
a"pi" subscript. Ratingswitha"pi*" subscript arereviewed annually based on anew year'sfinancial statements, but may
be reviewed on an interim basis if a major event occurs that may affect the issuer's credit quality.

Outlooks are not provided for ratings with a "pi" subscript, nor are they subject to potential CreditWatch
listings. Ratings with a "pi" subscript generally are not modified with "+" or "-" designations. However, such
designations may be assigned when the issuer's credit rating is constrained by sovereign risk or the credit quality of a
parent company or affiliated group.

Short-Term Issue Credit Ratings

A-1— An obligor rated "A-1" has STRONG capacity to meet its financial commitments. It israted in the
highest category by S& P. Within this category, certain obligors aredesignated with aplussign (+). Thisindicatesthat
the obligor's capacity to meet its financial commitmentsis EXTREMELY STRONG.

A-2— An obligor rated "A-2" has SATISFACTORY capacity to meet its financial commitments. However,
it is somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than
obligors in the highest rating category.

A-3— Anobligor rated "A-3" has ADEQUATE capacity to meet its financial obligations. However, adverse
economic conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet
its financial commitments.

B — Anobligation rated "B" is more vulnerable to nonpayment than obligations rated "BB," but the obligor
currently has the capacity to meet itsfinancial commitment ontheobligation. Adversebusiness, financial, or economic
conditions will likely impair the obligor's capacity or willingness to meet its financial commitment on the obligation.

C— A subordinated debt or preferred stock obligation rated "C" is currently highly vulnerableto nonpayment.
The"C" rating may be used to cover a situation where a bankruptcy petition has been filed or similar action taken, but
payments on this obligation are being continued. A "C" also will be assigned to a preferred stock issuein arrears on
dividends or sinking fund payments, but that is currently paying.

R — An obligor rated "R" is under regulatory supervision owing to its financial condition. During the
pendency of theregulatory supervision the regulators may have the power to favor one class of obligations over others
or pay some obligations and not others. Please see S& P's issue credit ratings for a more detailed description of the
effects of regulatory supervision on specific issues or classes of obligations.

SD and D — An obligor rated "SD" (Selective Default) or "D" has failed to pay one or more of its financial

obligations (rated or unrated) when it camedue. A "D" rating is assigned when S& P believes that the default will be
ageneral default and that the obligor will fail to pay all or substantially all of its obligations asthey comedue. An"SD"
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rating isassigned when S& P believes that the obligor has selectively defaulted on aspecificissueor class of obligations
but it will continueto meet its payment obligations on other issues or classes of obligationsin atimely manner. Please
see S& P'sissue credit ratings for a more detailed description of the effects of a default on specific issues or classes of
obligations.

N.R. — Anissuer designated N.R. is not rated
Description of Fitch, Inc.'s Credit Ratings

Fitch credit ratings are an opinion on the ability of an entity or of a securities issue to meet financial
commitments, such as interest, preferred dividends, or repayment of principal, on atimely basis.

Credit ratings are used by investors asindications of the likelihood of getting their money back in accordance
withthetermsonwhichthey invested. Thus, theuseof credit ratings definestheir function: "investment-grade” ratings
(international long-term"AAA" — "BBB" categories; short-term"F1" — "F3") indicate arelatively low probability of
default, while those in the "speculative’ or "non-investment grade" categories (international long-term "BB" — "D";
short-term"B" —"D") either signal ahigher probability of default or that a default has already occurred. Ratingsimply
no specific prediction of default probability.

Entities or issues carrying the samerating are of similar but not necessarily identical credit quality since the
rating categories do not fully reflect small differences in the degrees of credit risk.

Fitch credit and other ratings are not recommendations to buy, sdl, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt
nature or taxability of any payments of any security. Theratings are based on information obtained fromissuers, other
obligors, Underwriters, their experts, and other sources Fitch believes to bereliable. Fitch does not audit or verify the
truth or accuracy of such information. Ratings may be changed or withdrawn as a result of changes in, or the
unavailability of, information or for other reasons.

Analytical Considerations

When assigning ratings, Fitch considers the historical and prospective financial condition, quality of
management, and operating performance of theissuer and of any guarantor, any special features of a specific issue or
guarantee, the issu€'s relationship to other obligations of the issuer, as well as developments in the economic and
political environment that might affect the issuer's financial strength and credit quality.

Investment-grade ratings reflect expectations of timeliness of payment. However, ratings of different classes
of obligations of the same issuer may vary based on expectations of recoveries in the event of a default or liquidation.
Recovery expectations, which are the amounts expected to be received by investors after a security defaults, are a
relatively minor consideration in investment-grade ratings, but Fitch does not "notching” of particular issuesto reflect
their degree of preference in a winding up, liquidation, or reorganization as well as other factors. Recoveries do,
however, gain in importance at lower rating levels, because of the greater likelihood of default, and become the major
consideration at the"DDD" category. Factorsthat affect recovery expectationsinclude collateral and seniority relative
to other obligations in the capital structure.

Variablerate demand aobligations and other securities which contain ademand featurewill haveadual rating,
such as"AAA/F1+." Thefirst rating denotes long-term ability to make principal and interest payments. The second
rating denotes ability to meet a demand feature in full and on time.

The following ratings scale applies to foreign currency and local currency ratings.

International Long-Term Credit Ratings
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Investment Grade

AAA — Highest credit quality. "AAA" ratings denotethelowest expectation of credit risk. They areassigned
only in case of exceptionally strong capacity for timely payment of financial commitments. This capacity is highly
unlikely to be adversely affected by foreseeable events.

AA —Very high credit quality. "AA" ratings denote a very low expectation of credit risk. They indicatevery
strong capacity for timely payment of financial commitments. Thiscapacity isnot significantly vulnerabletoforeseeable
events.

A — Highcredit quality. "A" ratings denote alow expectation of credit risk. The capacity for timely payment
of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to changes in
circumstances or in economic conditions than is the case for higher ratings.

BBB — Good credit quality. "BBB" ratings indicate that there is currently a low expectation of credit risk.
Thecapacity for timely payment of financial commitmentsis considered adequate, but adversechangesin circumstances
and in economic conditions are more likely to impair this capacity. Thisis the lowest investment-grade category.

Speculative Grade

BB — Speculative. "BB" ratings indicate that thereis a possibility of credit risk developing, particularly as
the result of adverse economic change over time; however, business or financial alternatives may be availableto allow
financial commitments to be met. Securities rated in this category are not investment grade.

B — Highly speculative. "B" ratings indicate that significant credit risk is present, but a limited margin of
safety remains. Financial commitmentsarecurrently being met; however, capacity for continued payment is contingent
upon a sustained, favorable business and economic environment.

CCC, CC, C— High default risk. Default isareal possibility. Capacity for meeting financial commitments
is soldy reliant upon sustained, favorable business or economic developments. A "CC" rating indicates that default of
some kind appears probable. "C" ratings signal imminent default.

DDD, DD, D — Default. Theratings of obligationsin this category are based on their prospects for achieving
partial or full recovery in a reorganization or liquidation of the obligor. While expected recovery values are highly
speculative and cannot be estimated with any precision, thefollowing serve asgeneral guidelines. "DDD" obligations
have the highest potential for recovery, around 90% - 100% of outstanding amounts and accrued interest. "DD"
indicates potential recoveries in the range of 50% - 90% and "D" the lowest recovery potential, i.e., below 50%.

Entities rated in this category have defaulted on some or all of their obligations. Entities rated "DDD" have
the highest prospect for resumption of performance or continued operation with or without a formal reorganization
process. Entities rated "DD" and "D" are generally undergoing a formal reorganization or liquidation process; those
rated "DD" arelikely to satisfy a higher portion of their outstanding obligations, while entities rated "D" have a poor
prospect of repaying all obligations.

International Short-Term Credit Ratings

F1 — Highest credit quality. Indicates the strongest capacity for timely payment of financial commitments;
may have an added "+" to denote any exceptionally strong credit feature.

F2— Goodcredit quality. A satisfactory capacity for timely payment of financial commitments, but themargin
of safety is not as great as in the case of the higher ratings.

F3 — Fair credit quality. The capacity for timely payment of financial commitments is adequate; however,
near-term adverse changes could result in a reduction to non-investment grade.
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B — Speculative. Minimal capacity for timely payment of financial commitments, plus vulnerability to near-
term adverse changes in financial and economic conditions.

C — High default risk. Default is areal possibility. Capacity for meeting financial commitments is solely
reliant upon a sustained, favorable business and economic environment.

D — Default. Denotes actual or imminent payment default.

Notes to Long-term and Short-term ratings:

"+" or "-" may be appended to arating to denote relative status within major rating categories. Such suffixes
are not added to the"AAA" long-term rating category, to categories below "CCC", or to Short-term ratings other than
WL

NR — Indicates that Fitch does not rate the issuer or issue in question.

Withdrawn— A rating iswithdrawn when Fitch deems the amount of information availableto beinadequate
for rating purposes, or when an obligation matures, is called, or refinanced.

Rating Watch — Ratings are placed on Rating Watch to notify investors that thereis areasonable probability
of arating change and the likely direction of such change. These are designated as "Positive," indicating a potential
upgrade, "Negative," for apotential downgrade, or "Evolving," if ratings may beraised, lowered or maintained. Rating
Watch is typically resolved over a relatively short period.

A Rating Outlook indicatesthedirectionaratingislikely to move over aoneto two-year period. Outlooks may
be positive, stable or negative. A positive or negative Rating Outlook does not imply a rating change is inevitable.
Similarly, companies whose outlooks are “stable” could be upgraded or downgraded before an outlook movesto positive
or negative if circumstances warrant such an action. Occasionally, Fitch may be unable to identify the fundamental
trend. In these cases, the Rating Outlook may be described as evolving.
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APPENDIX E
CERTAIN OTHER TYPESOF INVESTMENTS

American Depositary Receipts. The Fund may invest in sponsored and un-sponsored American Depositary
Receiptsrepresenting interestsin securitiesissued by foreignissuers(collectively, "ADRS"). ADRsarereceiptstypically
issued by aU.S. bank or trust company evidencing ownership of the underlying securities of foreignissuers. Generally,
ADRs, inregisteredform, aredenominatedin U.S. dollars and aredesigned for useinthe U.S. securitiesmarkets. Thus,
these securities are not denominated in the same currency as the securities into which they may be converted. ADRs
are subject to many of the risks inherent in investing in foreign securities, including confiscatory taxation or
nationalization, and less comprehensive disclosure requirements for theunderlying security. See" Securities of Foreign
Issuers’ below. Inaddition, theissuers of the securities underlying un-sponsored ADRs are not obligated to disclose
material information in the United States and, therefore, there may belessinformation availableregarding suchissuers
and there may not be a correlation between such information and the market value of the ADRs.

Bankers' Acceptances. The Fund may invest in bankers acceptances, which are short-term credit instruments
used to finance commercial transactions. Generally, an acceptanceis a time draft drawn on a bank by an exporter or
an importer to obtain a stated amount of Fundsto pay for specific merchandise. Thedraft isthen "accepted” by a bank
that, in effect unconditionally guarantees to pay the face value of the instrument on its maturity date. The acceptance
may then beheld by the accepting bank asan asset, or it may besoldin the secondary market at the going rate of interest
for a specified maturity. Although maturities for acceptances can be as long as 270 days, most acceptances have
maturities of six months or less.

Certificates of Deposit. The Fund may invest in bank certificates of deposit ("CDs"). The Federal Deposit
Insurance Corporation is an agency of the U.S. Government that insures the deposits of certain banks and savings and
loan associations up to $100,000 per deposit. Theinterest on such deposits may not beinsured if thislimit is exceeded.
Current federal regulations also permit such institutions to issue insured negotiable CDs in amounts of $100,000 or
more, without regard to theinterest rate ceilings on other deposits. Toremainfully insured, theseinvestmentscurrently
must belimited to $100,000 per insured bank or savings and loan association. Investmentsin CDs are made only with
domestic institutions with assets in excess of $1 billion.

Commercial Paper. The Fund may invest in commercial paper that islimited to obligations rated Prime-1 or
Prime-2 by Moody's, or A-1 or A-2 by S&P and F1 or F2 by Fitch. Commercial paper includes notes, drafts or similar
instruments payable on demand or having a maturity at the time of issuance not exceeding nine months, exclusive of
days of grace or any renewal thereof. See Appendix C for a description of commercial paper ratings.

Convertible Securities. The Fund may invest in convertible securities that are rated as investment grade or,
if not so rated, are deemed to be of comparable quality by the Investment Adviser. Investment grade securities rated
in the lowest investment grade category are considered to have some speculative characteristics, and changes in
economic conditions are more likely to lead to a weakened capacity to pay interest and repay principal than is the case
with higher grade securities. While no securitiesinvestment iswithout somerisk, investmentsin convertible securities
generally entail lessrisk than the issuer's common stock, although the extent to which such risk is reduced dependsin
large measure upon the degree to which the convertible security sells above its value as a fixed income security. The
Investment Adviser will decide to invest in convertible securities based upon afundamental analysis of the long-term
attractiveness of theissuer and the underlying common stock, the evaluation of the relative attractiveness of the current
price of the underlying common stock, and the judgment of the value of the convertible security relative to the common
stock at current prices. Convertible securities in which the Fund may invest include corporate bonds, notes and
preferred stock that can be converted into common stock. Convertible securities combine the fixed-income
characteristics of bonds and preferred stock with the potential for capital appreciation. Aswith all debt securities, the
market value of convertible securities tends to decline as interest rates increase and, conversdly, to increase as interest
rates decline. While convertible securities generally offer lower interest or dividend yields than nonconvertible debt
securities of similar quality, they do enable the investor to benefit from increases in the market price of the underlying
common stock.

Debt Securities. The Fund may invest in debt securities. The market value of debt securities is influenced
primarily by changesin thelevel of interest rates. Generally, asinterest ratesrise, the market value of debt securities



decreases. Conversdly, asinterest rates fall; the market value of debt securitiesincreases. Factors that could result in
ariseininterest rates, and adecreasein the market value of debt securities, include an increasein inflation or inflation
expectations, an increasein the rate of Puerto Rico or U.S. economic growth, an increase in the Federal budget deficit
or an increase in the price of commaodities such as ail.

Floating and Variable Rate Obligations. The Fund may also purchase certain types of floating and variable
rate securities. Theinterest payable onavariablerateobligationis adjusted at predesignated periodic intervals and, on
floating rate obligations, whenever there is a changein the market rate of interest on which the interest rate payableis
based. Thereis arisk that the current interest rate on such obligations may not accurately reflect existing market
interest rates. Theseabligationsfrequently permit theholder to demand payment of principal at any time, or at specified
intervals, and permit theissuer to prepay, at its discretion, principal plus accrued interest, in each case after a specified
noticeperiod. Theissuer's abligations under the demand feature of such notes and bonds generally are secured by bank
letters of credit or other credit support arrangements.

Money Market Funds. The Fund may invest in money market Funds. These Funds attempt to provide the
highest current income possiblethroughinvestment in aportfolio of short-termmoney market securities, consistent with
the preservation of capital. While these Fundstypically invest in high quality investments, the value of an investment
in these Funds, among other things, remains subject to credit risk on the underlying instruments and volatility dueto
interest rate changes.

Securities of Foreign Issuers. There are certain risks connected with investing in foreign securities. These
include risks of adverse political and economic developments (including possible governmental seizure or
nationalization of assets), the possible imposition of exchange controls or other governmental restrictions, less
uniformity in accounting and reporting requirements, the possibility that therewill belessinformation on such securities
and their issuers availableto the public, the difficulty of obtaining or enforcing court judgments abroad, restrictions on
foreigninvestmentsinother jurisdictions, difficultiesin affecting repatriation of capital invested abroad, and difficulties
in transaction settlements and the effect of delay on shareholder equity. Foreign securities may be subject to foreign
taxes, and may be less marketable than comparable U.S. securities.

Preferred Sock. The Fund may invest in preferred stock. A preferred stock has a blend of the characteristics
of a bond and common stock. It can offer the higher yield of a bond and have priority over common stock in equity
ownership, but does not have the seniority of a bond and its participation in the issuer's growth may be limited.
Preferred stock has preference over common stock in the receipt of dividends and in any residual assets after payment
to creditors should the issuer be dissolved. Although the dividend is usually set at a fixed annual rate, in some
circumstances it can be changed or omitted by the issuer.

Real Estate Investment Trusts ("REITS"). REITs are entities that invest primarily in commercial real estate
or real estate-related loans. A REIT is not taxed onincomedistributed to its shareholdersif it complies with regulatory
requirements relating to its organization, ownership, assets and income, and with the regulatory requirement that it
distributetoits shareholders at least 95% of itstaxableincomefor eachtaxableyear. Generally, REITscanbeclassified
as equity REITs, mortgage REITs and hybrid REITs. Equity REITs invest the majority of their assetsin real property
and derive their income primarily from rents and capital gains from appreciation realized through property sales.
Mortgage REITs invest the majority of their assets in real estate mortgages and derive their income primarily from
interest payments.

Repurchase Agreements. The Fund may invest in repurchase agreements. A repurchase agreement is a
transaction in which the Fund purchases securities and simultaneously commits to resell the securities to the original
seller (a member bank of the Federal Reserve System or a securities dealer who is a member of a national securities
exchangeor isamarket maker in U.S. Government securities) at an agreed upon date and pricereflecting amarket rate
of interest unrelated to the coupon rate or maturity of the purchased securities. Repurchase agreements carry certain
risks not associated with direct investmentsin securitiesincluding possibledeclinein the market value of theunderlying
securities and costs to the Fund if the other party to the repurchase agreement becomes bankrupt, so that the Fund is
delayed or prevented from exercising its rights to dispose of the collateral securities. The value of the underlying
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securities (or collateral) will beat least equal at all times to the total amount of the repurchase obligation, including the
interest factor.

U.S Government Securities. The Fund may invest in U.S. Government securities, including a variety of
securities that are issued or guaranteed by the U.S. Government, its agencies or instrumentalities and repurchase
agreements secured thereby. These securities include securities issued and guaranteed by the U.S. Government, such
as Treasury bills, Treasury notes, and Treasury bonds; obligations supported by the right of the issuer to borrow from
the U.S. Treasury, such as those of the Federal Home L oan Baits; and obligations supported only by the credit of the
issuer, such as those of the Federal Intermediate Credit Banks.

When-Issued and Delayed Delivery Transactions. The Fund may enter into agreements with banks or broker-
dealersfor the purchase or sale of securities at an agreed-upon priceon aspecified futuredate. Such agreements might
be entered into, for example, when the Investment Adviser anticipates a decline in interest rates and is able to obtain
amore advantageous yield by committing currently to purchase securitiesto beissued later. When the Fund purchases
securities on a when-issued or delayed ddlivery basis, it is required either (1) to create a segregated account with the
Custodian and to maintain in that account cash, U.S. Government securities or other high grade debt obligationsin an
amount equal on aweekly basistotheamount of the Fund'swhen-issued or delayed delivery commitments or (2) to enter
into an offsetting forward sale of securities it owns equal in value to those purchased. The Fund will only make
commitments to purchase securities on awhen-issued or delayed delivery basiswith theintention of actually acquiring
the securities. However, the Fund may sell these securities before the settlement date if it is deemed advisable as a
matter of investment strategy. When thetime comesto pay for when-issued or delayed delivery securities, the Fund will
meet its obligations from then available cash flow or the sale of securities, or although it would not normally expect to
do so, from the sale of the when-issued or delayed delivery securities themselves (which may have a value greater or
less than the Fund's payment obligation).
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APPENDIX F
HEDGING AND RELATED INCOME STRATEGIES

General Description of Hedging and Rel ated Income Strategies. Asdiscussedin the Prospectus, the Fund may
useavariety of financial instruments (" Derivativelnstruments"), including securitiesoptions, financial futurescontracts
("futures contracts'), options on futures contracts and other interest rate protection transactions such as swap
agreements, to attempt to hedgeits portfolio of assets. The use of these instruments for income enhancement purposes
subjects the Fund to substantial risks of losses which would not be offset by gains on other portfolio assets or
acquisitions. The Fund may invest up to 5% of its assetsin Derivative Instruments. Such limit may be exceeded only
for the purpose of hedging and subject to the approval of the Board of Directors. However, the Fund will not enter into
futures contracts or options thereon unless an exclusion or exemption or comparablerdief from applicableregistration
requirements contained in the regulations administered by the CFTC is abtained by the Investment Adviser. Therecan
be no assurancethat such relief will begranted or that the strategies discussed in this Appendix F can beimplemented.

Hedging strategies can bebroadly categorized as"short hedges' and "long hedges.” A short hedgeisapurchase
or sale of a Derivative Instrument intended partially or fully to offset potential declines in the value of one or more
investments held by the Fund. Thus, in a short hedge the Fund takes a position in a Derivative | nstrument whose price
is expected to movein the opposite direction of the price of the investment being hedged. For example, the Fund might
purchase a put option on a security to hedge against a potential decline in the value of that security. If the price of the
security declines below the exercise price of the put, the Fund could exercise the put and thus limit its loss below the
exercise priceto the premium paid plus transaction costs. In the alternative, because the value of the put option can be
expected to increase as the value of the underlying security declines, the Fund might be able to close out the put option
and realize a gain to offset the decline in the value of the security.

Conversdly, along hedgeis a purchase or sale of a Derivative Instrument intended partially or fully to offset
potential increases in the cost of one or moreinvestments that the Fund intends to acquire. Thus, in along hedge the
Fund takes a position in the Derivative Instrument whose price is expected to move in the same direction as the price
of the prospectiveinvestment being hedged. For example, the Fund might purchaseacall option on asecurity it intends
to purchasein order to hedge against an increasein the cost of the security. If the price of the security increases above
theexercisepriceof the call, the Fund could exercisethe call and thuslimit its acquisition cost to the exercise priceplus
the premium paid and transaction costs. Alternatively, the Fund might beableto offset the priceincrease by closing out
an appreciated call option and realizing a gain.

Derivative | nstruments on securities generally are used to hedge against both price movementsin one or more
particular securities positions that the Fund owns or intends to acquire or fluctuations in interest rates. Derivative
Instruments on bond indices, in contrast, generally are used to hedge against price movements in broad fixed income
market sectors in which the Fund has invested or expects to invest.

Inaddition to the products, strategies and risks described below and in this Prospectus, the I nvestment Adviser
expects to seek additional opportunities in connection with securities options, futures contracts and other hedging
techniques. These new opportunities may become available as regulatory authorities broaden the range of permitted
transactions and as new options, futurescontractsor other techniquesaredevel oped. Thelnvestment Adviser may utilize
these opportunities to the extent that they are consistent with the Fund's investment objective and permitted by the
Fund's investment limitations and applicable regulatory authorities.

Soecial Risks of Hedging Strategies. The use of Derivative I nstruments involves special considerations and
risks, asdescribed below. Risks pertaining to particular Derivative Instruments are described in the sectionsthat follow:

(D] Successful useof most Derivativel nstruments depends uponthel nvestment Adviser'sability to predict
movements of the overall securities and interest rate markets, which requires different skills than predicting changes
in theprices of individual securities. Whilethe Investment Adviser is experiencedin the useof Derivativel nstruments,
there can be no assurance that any particular hedging strategy adopted will succeed.

2 Theremight beimperfect correlation, or even no correlation, between pricemovementsof aDerivative
I nstrument and price movements of theinvestmentsbeing hedged. For example, if thevalueof a Derivative I nstrument



used in ashort hedge increased by less than the declinein value of the hedged investment, the hedge would not befully
successful. Suchalack of correlation might occur dueto factors unrelated to the value of theinvestments being hedged,
such as speculative or other pressures on the markets in which Derivative Instruments aretraded. The effectiveness of
hedges using Derivative Instruments on indices will depend on the degree of correation between price movementsin
the index and price movements in the securities being hedged.

3 Hedging strategies, if successful, can reducerisk of loss by wholly or partially offsetting the negative
effect of unfavorable price movements in the investments being hedged. However, hedging strategies can also reduce
opportunity for gain by offsetting the positive effect of favorable price movements in the hedged investments. For
example, if the Fund entered into a short hedge because the Investment Adviser projected a decline in the price of a
security in the Fund, and the price of that security increased instead, the gain from that increase might be wholly or
partially offset by adeclinein the price of the Derivativelnstrument. Moreover, if thepriceof theDerivativelnstrument
declined by more than the increase in the price of the security, the Fund could suffer a loss. Depending on the degree
of correlation between a Derivative I nstrument and the security or interest ratebeing hedged, it is possiblethat the Fund
could sustain losses on both positions. Similarly, transaction costsincurred in connection with a Derivative Instrument
can exceed the amount of the benefits received. 1n any such case, the Fund would have been in a better position had
it not hedged at all.

4 As described below, the Fund might be required to maintain assets as "cover," maintain segregated
accounts or make margin payments when it takes positions in Derivative Instruments involving obligations to third
parties (i.e., Derivative Instruments other than purchaseoptions). If the Fundisunableto closeout its positionsin such
Derivative Instruments, it might be required to continue to maintain such assets or accounts or make such payments
until the position expires or matures. These requirements might impair the Fund's ability to sell a portfolio security or
make an investment at a time when it would otherwise be favorable to do so, or require that the Fund sell a portfolio
security at a disadvantageous time. The Fund's ability to close out a position in a Derivative Instrument prior to
expiration or maturity depends on the existence of a liquid secondary market or, in the absence of such a market, the
ability and willingness of a counterparty to enter into a transaction closing out the position. Therefore, there is no
assurance that any hedging position can be closed out at a time and price that is favorable to the Fund.

(5) Although the Fund intends to purchase or sdll futures contracts only if there is an active market for
such contracts, no assurance can be given that aliquid market will exist for the contracts at any particular time. Most
futures exchanges limit the amount of fluctuation permitted in futures contract prices during asingletrading day. Once
the daily limit has been reached in a particular contract, no trades may be made that day at a price beyond that limit.
Futures contract prices could movethe daily limit for several consecutivetrading dayswith little or no trading, thereby
preventing prompt liquidation of futurespositionsand subjecting somefuturestraderstosubstantial losses. In such event
and in the event of adverse price movements, the Fund will be required to make daily cash payments of variation
margin. Insuch circumstances, anincreasein the value of the portion of the portfolio assets being hedged, if any, may
offset, partially or completely, losses on the futures contract.

(6) If the Fund has hedged against the possibility of an increasein interest rates adversely affecting the
value of securities held in its portfolio and rates decrease instead, the Fund will lose part or all of the benefit of the
increased value of the securities which it has hedged because it will have offsetting losses in its futures positions. In
addition, in suchsituations, if the Fund hasinsufficient cash, it may haveto sell securitiesto meet daily variation margin
requirements at atimewhen it may be disadvantageousto do so. These sales of securities may, but will not necessarily
be at increased prices which reflect the declinein interest rates.

@) Because of the low margin deposits normally required in futures contract trading (typically
between 2% and 5% of the value of the contract purchased or sold), an extremely high degree of leverageistypical of
a futures contract trading account. As aresult, a relatively small price movement in a futures interest contract may
result in immediate and substantial losses to the investor. For example, if at the time of purchase 5% of the price of a
contract is deposited as margin, a5% decreasein the value of the contract would, if the contract isthen closed out, result
in atotal loss of the margin deposit before any deduction for brokerage commissions. A decrease of more than 5%
would result in aloss of more than the total margin deposit. Thus, like other leveraged investments, any purchase or
sale of afuturesinterest contract may result in losses in excess of the amount invested.
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(8 Most U.S. commodity exchanges limit fluctuationsin certain futures interest contract prices during
asingleday by regulations referred to as"daily pricefluctuation limits" or "daily limits." Pursuant to such regulations,
during a single trading day no trades may be executed at prices beyond the daily limits. Oncethe price of a contact for
a particular commodity has increased or decreased by an amount equal to the daily limit, positions in the commodity
can neither be taken nor liquidated unless traders are willing to effect trades at or within the limit. Pricesin various
contracts have occasionally moved the daily limit for several consecutive days with little or no trading. Similar
occurrences could prevent the Fund from promptly liquidating unfavorable positions and subject the Fund to substantial
losses. While daily limits may reduce or effectively diminate the liquidity of a particular market, they do not limit
ultimate losses, and may in fact substantially increase losses because they may prevent the liquidation of unfavorable
positions.

In addition, the Fund may not be able to execute trades at favorable prices if little trading in the contracts
involved is taking place. Under some circumstances, the Fund may be required to accept or make delivery of the
underlying financial instrument if the position cannot beliquidated prior to its expiration date. It also is possible that
an exchange or the CFTC may suspend trading in a particular contract, order immediate liquidation and settlement of
aparticular contract, or order that trading in a particular contract be conducted for liquidation only.

9 The CFTC and the U.S. commodity exchanges have established limits referred to as "speculative
positionlimits" or "position limits" onthemaximum net long or net short paosition which any person or group of persons
may own, hold, or control in particular futures contracts. Under currently applicable regulations, the Fund as awhole
will berequired to comply with position limits asif it wereasingletrader. Position limits may prevent the Fund from
acquiring positions which might otherwise have been highly profitable. Any violation of speculative position limits
would lead to mandatory liquidation of positions, possibly on unfavorable terms.

Cover. Transactions using Derivative Instruments which are not transacted on or subject to the rules of a
regulated futures contract exchange or securities exchange, other than purchased options, will expose the Fund to an
obligation to another party. The Fund will not enter into any such transactions unless it owns ether (1) an offsetting
("covered") position in securities or other options or futures contracts or (2) cash, receivables and/or short-term debt
securities, with avaluesufficient at all timesto cover itspotential obligationsto the extent not covered asprovidedin (1)
above.

Assets used as cover cannot be sold while the position in the corresponding Derivative Instrument is open,
unlessthey arereplaced with similar assets. Asaresult, thecommitment of alarge portion of the Fund's assets to cover
could impede portfolio management or the Fund's ability to meet other current obligations.

Covered Sraddles. The Fund may purchase and write (sell) covered straddles on securities or bond indices.
A long straddle is a combination of a call and a put option purchased on the same security or on the same futures
contract, wherethe exercise price of the put islessthan or equal to the exercise price of thecall. The Fund would enter
into along straddlewhen the Investment Adviser believesthat it islikely that interest rateswill bemorevolatile during
the term of the option than the option pricing implies. A short straddleis a combination of a call and a put written on
the same security where the exercise price of the put is less than or equal to the exercise price of the call. The Fund
would enter into a short straddle when the Investment Adviser believesthat it is unlikely that interest rates will be as
volatile during the term of the options as the option pricing implies.

Options. The Fund may purchase put and call options, and write covered put and call options, on debt
securities and bond indices. The purchase of call options serves asalong hedge, and the purchase of put options serves
as ashort hedge. Writing covered put options can enable the Fund to enhance income by reason of the premiums paid
by the purchasers of such options. However, if the market price of the underlying security declines to less than the
exercise price on the option, minus the premium received, the Fund would expect to suffer aloss. Writing covered call
options serves as a limited short hedge, because declines in the value of the hedged investment would be offset to the
extent of the premium received for writing the option. However, if the security appreciates to a price higher than the
exercise price of the call option, it can be expected that the option will be exercised, and the Fund will be obligated to
sdll the security at less than its market value.
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The value of an option position will reflect, among other things, the current market value of the underlying
investment, the time remaining until expiration, the relationship of the exercise price to the market price of the
underlying investment, the historical price volatility of the underlying investment and general market conditions.
Options normally have expiration dates of up to nine months. Options that expire unexercised have no value.

The Fund may effectively terminate its right or obligation under an option by entering into a closing
transaction. For example, the Fund may terminate its obligations under a call option that it has written by purchasing
anidentical call option. Thisknown as a closing purchase transaction. Conversaly, the Fund may terminate a position
in a put or call option it has purchased by writing an identical put or call option. This is known as a closing sale
transaction. Closing transactions permit the Fund to realize profits or limit losses on an option position prior to its
exercise or expiration.

TheFund may purchaseor writeboth exchange-traded and OT C options. Exchangemarketsfor optionson debt
securitiesexist but arereatively new, and these instruments are primarily traded on the OT C market. Exchange-traded
optionsintheU.S. areissued by aclearing organization affiliated with the exchange on which the optionislisted which,
in effect, guarantees completion of every exchange-traded option transaction. In contrast, OTC options are contracts
between the Fund and a counterparty (usually a securities dealer or a bank) with no clearing organization guarantee.
Thus, when the Fund purchases or writes an OT C option, it relies on the party from whom it purchased the option or
to whom it has written the option (the "counterparty”) to make or take delivery of the underlying investment upon
exercise of the option. Failure by the counterparty to do so would result in theloss of any premium paid by the Fund as
well as theloss of any expected benefit of the transaction.

Generally, the OTC debt options used by the Fund will be European-style options. This means that the option
is only exercisable immediately prior to its expiration. This is in contrast to American-style options, which are
exercisable at any time prior to the expiration date of the option.

The Fund's ability to establish and close out positions in exchange-listed options depends on the existence of
aliquid market. The Fund intends to purchase or write only those exchange-traded options for which there appearsto
bealiquid secondary market. However, there can be no assurance that such a market will exist at any particular time.
Closing transactions can bemadefor OT C options only by negotiating directly with the counterparty, or by atransaction
in the secondary market if any such market exists. Although the Fund will enter into OTC options only with contra
parties that are expected to be capable of entering into closing transactionswith the Fund, thereis no assurancethat the
Fund will in fact be able to close out an OTC option position at a favorable price prior to expiration. In the event of
insolvency
of the counterparty, the Fund might be unable to close out an OTC option position at any time prior to its expiration.

If the Fund were unableto effect a closing transaction for an option it had purchased it would have to exercise
theoptiontorealizeany profit. Theinability to enter into aclosing purchasetransactionfor acovered call optionwritten
by the Fund could cause material losses because the Fund would be unable to sell the investment used as cover for the
written option until the option expires or is exercised.

Guideline for Options on Securities. In view of the risks involved in using the options strategies described
above, the Board of Directors has determined that the Fund may purchase a put or call option, including any straddles
or spreads, only if the premium paid when aggregated with the premiums on all other options held by the Fund does
not exceed 5% of the Fund's total assets. This guideline may be modified by the Board without Shareholder vote.
Adoption of this guideline does not limit the percentage of the Fund's assets at risk to 5%.

Futures. The Fund may purchaseand sell interest rate futures contracts and bond index futures contracts. The
Fund may also purchase put and call options, and write covered put and call options, on futuresin whichit invests. The
purchase of futures or call options thereon can serve as a long hedge, and the sale of futures or the purchase of put
optionsthereon can serve asashort hedge. Writing covered call options on futures contracts can serveasalimited short
hedge, using a strategy similar to that used for writing covered call options on securities or indices. Similarly, writing
covered put options on futures contracts can serve as a limited long hedge.
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The Fund may also write put options on interest rate futures contracts while at the same time purchasing call
options onthesamefuturescontractsin order synthetically to createalong futures contract position. Such optionswould
have the same strike prices and expiration dates. The Fund will engage in this strategy only when it is more
advantageous to the Fund than is purchasing the futures contract.

No priceis paid upon entering into afutures contract. Instead, at the inception of a futures contract the Fund
isrequired to deposit in a segregated account with its Custodian, in the name of the futures broker through whom the
transactionwaseffected, "initial margin” consisting of cash, U.S. Government securitiesor other liquid, high-grade debt
securities, in an amount generally equal to 2% to 5% or less of the contract, in accordance with applicable exchange
rules. Unlike margin in securities transactions, initial margin on futures contracts does not represent a borrowing, but
rather isin the nature of a performance bond or good-faith deposit that is returned to the Fund at the termination of the
transaction if all contractual obligations have been satisfied. Under certain circumstances, such as periods of high
volatility, the Fund may be required by an exchange to increase the level of its initial margin payment, and initial
margin requirements might be increased generally in the future by regulatory actions.

Subsequent "variation margin" payments are made to and from the futures broker daily as the value of the
futures position varies, a process known as "marking to market." Variation margin does not involve borrowing, but
rather represents a daily settlement of the Fund's obligationsto or from a futures broker. When the Fund purchases an
option on a futures contract, the premium paid plus transaction costs is all that is at risk. In contrast, when the Fund
purchases or sdlls a futures contract or writes a put or call option thereon, it is subject to daily variation margin calls
that could be substantial in the event of adverse price movements. If the Fund has insufficient cash to meet daily
variation margin requirements, it might need to sell securities at a time when such sales are disadvantageous.

Holders and writers of futures positions and options on futures can enter into offsetting closing transactions,
similar to closing transactions on options, by selling or purchasing, respectively, an instrument identical to the
instrument held or written. Positions in futures and options on futures may be closed only on an exchange or board of
tradethat provides a secondary market. The Fund intendsto enter into futurestransactions only on exchanges or boards
of trade where there appears to be a liquid secondary market. However, there can be no assurance that such a market
will exist for a particular contract at a particular time. Secondary markets for options on futures are currently in the
development stage, and the Fund will not trade options on futures on any exchange or board of trade unless, in the
Investment Adviser's opinion, the markets for such options have developed sufficiently that the liquidity risks for such
options are not greater than the corresponding risks for futures.

Under certain circumstances, futures exchanges may establish daily limits on the amount that the price of a
future or related option can vary from the previous day's settlement price; once that limit is reached, no trades may be
made that day at a price beyond the limit. Daily pricelimits do not limit potential losses because prices could moveto
the daily limit for several consecutive days with little or no trading, thereby preventing liquidation of unfavorable
positions.

If the Fund wasunabletoliquidateafutures or related options positions dueto theabsence of aliquid secondary
market or the imposition of price limits, it could incur substantial losses. The Fund would continue to be subject to
market risk with respect to the position. In addition, except in the case of purchased options, the Fund would continue
to be required to make daily variation margin payments and might be required to maintain the position being hedged
by the future or option.

Certain characteristics of the futures market might increase the risk that movements in the prices of futures
contractsor related options might not correlate perfectly with movementsin the prices of theinvestments being hedged.
For example, all participants in the futures and related options markets are subject to daily variation margin calls and
might be compelled to liquidate futures or related options positions whose prices are moving unfavorably to avoid being
subject tofurther calls. Theseliquidations couldincreasepricevolatility of theinstruments and distort thenormal price
relationship between the futures or options and the investments being hedged. Also, because initial margin deposit
requirementsin the futures market areless onerous than margin requirements in the securities markets, there might be
increased participation by speculators in the futures markets. This participation also might cause temporary price
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distortions. In addition, activities of large traders in both the futures and securities markets involving arbitrage,
"program trading" and other investment strategies might result in temporary price distortions.

Guiddline for Futures and Related Options. In view of the risks involved in using the futures and options
strategiesthat aredescribed above, the Board of Directors has determined that the Fund will not purchase or sell futures
contracts or related options if, immediately thereafter, the sum of the amount of initial margin deposits on existing
futures positionsand initial margin deposits and premiums paid for related options would exceed 5% of the Fund'stotal
assets. This guideline may be modified by the Board without Shareholder vote. For purposes of this guideline, options
on futurescontractstraded on acommodities exchange are considered "related options.” Adoption of this guidelinewill
not limit the percentage of the Fund's assets at risk to 5%.

The Fund may use the following Derivative Instruments:

Options on Debt Securities. A call option is a short-term contract pursuant to which the purchaser of the
option, in return for a premium, has the right to buy the security underlying the option at a specified price at any time
during the term of the option. Thewriter of the call optionwho receivesthe premium, hasthe abligation, upon exercise
of the option during the option term, to deliver the underlying security against payment of the exercise price. A put
optionisasimilar contract that givesits purchaser, in return for a premium, the right to sell the underlying security at
a specified price during the option term. The writer of the put option, who receives the premium, has the obligation,
upon exercise of the option during the option term, to buy the underlying security at the exercise price.

Optionson Bond Indices. A bond index assignsrelative valuesto the debt securitiesincluded in theindex and
fluctuates with changesin the market values of those debt securities. A bond index option operatesin the same way as
amoretraditional option on a debt security, except that exercise of abond index option is effective with cash payment
and does not involve ddlivery of securities. Thus, upon exercise of a bond index option, the purchaser will realize, and
thewriter will pay, an amount based onthedifference between the exerciseprice and the closing price of the bond index.

Interest Rate Futures Contracts. Interest ratefutures contracts arebilateral agreements pursuant to which one
party agrees to make, and the other party agreesto accept, ddlivery of a specified type of debt security or other interest
rate instruments at a specified future time and at a specified price or its equivalent cash-settled value. Although such
futures contracts by their terms call for actual delivery or acceptance of debt securities or other interest rateinstruments,
in most cases the contracts are closed out beforethe settlement date without the making or taking of ddlivery of the debt
security or other interest rate instrument.

Options on Futures Contracts. Options on futures contracts are similar to options on securities, except that
an option on afutures contract givesthe purchaser theright, in return for the premium, to assumeapositionin afutures
contract (along position if the option is a call and a short position if the option isa put), rather than to purchase or sell
asecurity, at aspecified priceat any timeduring the option term. Upon exercise of the option, the delivery of the futures
position to the holder of the option will be accompanied by delivery of the accumulated balance that represents the
amount by which the market price of the futures contract exceeds, in the case of acall, or islessthan, in the case of a
put, the exercise price of the option on the future. The writer of an option, upon exercise, will assume a short position
in the case of a call and a long position in the case of a put.

Bond Index Futures. A bondindex futures contract isabilateral agreement pursuant to which one party agrees
to accept, and the other party agrees to make, delivery of an amount of cash equal to a specified dollar amount times
the difference between the bond index value at the close of trading of the contract and the price at which the futures
contract is originally struck. No physical ddivery of the debt securities comprising the index is made. Generally,
contracts are closed out prior to the expiration date of the contract.

Swaps and Interest Rate Protection Transactions. The Fund may enter into interest rate and other swaps,
including interest rate protection transactions, interest rate caps, collars and floors. Swap transactions involve an
agreement between two parties to exchange payments that are based, respectively, on indices or specific securities or
other assets, such asvariableand fixed rates of interest that are calculated on the basis of a specified amount of principal
(the "notional principal amount™) for a specified period of time. Interest rate cap and floor transactions involve an
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agreement between two partiesin which the first party agrees to make payments to the counterparty when a designated
market interest rategoes above (inthe case of acap) or below (in the case of afloor) adesignated level on predetermined
dates or during a specified time period. Interest rate collar transactions involve an agreement between two parties in
whichthefirst party makes paymentsto the counterparty when adesignated market interest rate goes aboveadesignated
level of predetermined dates or during a specified time period, and the counterparty makes paymentsto thefirst party
when a designated market interest rate goes below adesignated level on predetermined dates or during a specified time
period.

The Fund will engage in swap transactions directly with other counterparties. This subjects the Fund to the
credit risk that a counterparty will default on an obligation to the Fund. Such a risk contrasts with transactions done
through exchange markets, wherein credit risk is reduced through the collection of variation margin and through the
interposition of aclearing organization asthe guarantor of all transactions. Clearing organizationstransformthe credit
risk of individual counterpartiesinto the more remoterisk of the failure of the clearing organization. Additionally, the
financial integrity of swap transactionsisgenerally unsupported by other regulatory or self-regulatory protections such
asmargin requirements, capital requirements, or financial complianceprograms. Therefore, therearemuch greater risks
of defaults with respect to swap transactions than with respect to exchange-traded futures or securities transactions.

TheFund expectsto enter intointerest rate protection transactionsto preserveareturn or spread onaparticular
investment or portion of its portfolios to protect against any increase in the price of securities the Fund anticipates
purchasing at alater date or to effectively fix the rate of interest that it pays on one or more borrowings or series of
borrowings. The Fund intends to use these transactions as a hedge and not as a speculative investment.

The Fund may enter into swaps, caps, collars and floors on either an asset-based or liability-based basis,
depending on whether it is hedging its assets or its liabilities, and will usually enter into interest rate swaps 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. Inasmuch as these transactions are entered into for good faith hedging purposes, the
Investment Adviser and the Fund believe such obligations do not constitute debt securities and, accordingly, will not
treat them as being subject to its borrowing restrictions.

The Fund will enter into such transactions only with banks and recognized securities dealers believed by the
Investment Adviser to present minimal credit risks in accordance with guidelines established by the Fund's Board of
Directors. If there is a default by the other party to such a transaction, the Fund will have to rely on its contractual
remedies (which may be limited by bankruptcy, insolvency or similar laws) pursuant to the agreements related to the
transaction.

Theswap market has grown substantially in recent yearswith alarge number of banks and investment banking

firms acting both as principals and as agents utilizing standardized swap documentation. Caps, collars and floors are
morerecent innovations for which documentation isless standardized, and accordingly, they arelessliquid than swaps.
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APPENDIX G

TAX-EQUIVALENT YIELD TABLE*

Thefollowing tableillustrates the tax-equivalent yields an investor would need to obtain to match the after tax
returns available from a tax-free investment:

Taxable-Equivalent Yield

Tax-FreeYield (Maximum Individual Rate 33%)
5.00% 7.46%
5.50% 8.21%
6.00% 8.96%
6.50% 9.70%
7.00% 10.45%
7.50% 11.19%
8.00% 11.94%
* For illustrative purposes only. The aboveyields do not represent a projection of theyields that will be obtained

by the Fund. The table does not reflect the impact of the alternative minimum tax.



APPENDIX H
PRIVACY POLICY

The Tax-Free Puerto Rico Target Maturity Fund, Inc. (the "Fund") is committed to protecting the personal
information that it collects about individuals who are prospective, former or current investors. The Fund collects
personal information for business purposes to process requests and transactions and to provide customer service.
Personal information is obtained from the following sources:

Investor applications and other forms, which may include your name(s), address, social security number, or
tax identification number;

Written and electronic correspondence, including telephone contacts; and

Account history, including information about Fund transactions and balances in your accounts with UBS
PaineWebber Inc. or our affiliates, other fund holdings in the UBS PainéWebber family of funds, and any
affiliation with UBS and its subsidiaries.

TheFund limits accessto personal information to those employees who need to know that information in order
to process transactions and service accounts. Employees are required to maintain and protect the confidentiality of
personal information. The Fund maintains physical, eectronic, and procedural safeguards to protect personal
information.

The Fund may share personal information described abovewith their affiliates for business purposes, such as
to facilitate the servicing of accounts. The Fund may share the personal information described above for business
purposeswith anon-affiliated third party only if theentity isunder contract to perform transaction processing, servicing
or maintaining investor accounts on behalf of the Fund. The Fund may share personal information with its affiliates
or other companies who are not affiliates of the Fund that perform marketing services on the Fund's behalf or to other
financial institutions with whom it has marketing agreements for joint products or services. These companies are not
permitted to use personal information for any purposes beyond theintended use(or aspermitted by law). The Fund does
not sell personal information to third parties for their independent use. The Fund may also disclose personal
information to regulatory authorities or otherwise as permitted by law.



No per son has been authorized to give any infor mation or to
make any representations in connection with this offering
other than those contained in thisProspectusand, if given or
made, such other infor mation and r epr esentations must not
berelied upon as having been authorized by the Fund or the
Underwriter. Neither thedelivery of thisProspectusnor any
sale made her eunder shall, under any circumstances, create
any implication that ther e has been no change in the affairs
of the Fund since the date hereof or that the information
contained herein is correct as of any time subsequent to its
date. ThisProspectus does not constitute an offer to sell or
asolicitation of an offer to buy any securitiesother than the
securities to which it relates. This Prospectus does not
constitute an offer to sell or a solicitation of an offer to buy
such securities in any circumstances in which such offer or
solicitation is unlawful.

TABLE OF CONTENTS

Page
SUMMARY .. S1
ESTIMATED FUND EXPENSES . . ... S5
RISK FACTORS AND SPECIAL CONSIDERATIONS . ... 1
THEFUND ..ttt 6
THEOFFERING ...ttt ittt 6
LIMITATIONS ON OFFERINGS AND TRANSFER OF SHARES ....... 6
USEOF PROCEEDS .. ...ttt ettt 6
INVESTMENT OBJECTIVESAND POLICIES .. ... 7
OTHER INVESTMENT PRACTICES ..o 9
SPECIAL LEVERAGE CONSIDERATIONS ... 11
INVESTMENT RESTRICTIONS . ...\ 14
MANAGEMENT OF THEFUND ...ttt 15
VALUATION OF COMMON STOCK ... 17
PORTFOLIO TRANSACTIONS ...ttt 18
DIVIDENDS AND OTHER DISTRIBUTIONS ...\, 20
REPURCHASE OF THE SHARESBY THEFUND .............v.... 21
TAXATION 21
DESCRIPTION OF CAPITAL STOCK ..., 27
RULING OF THE COMMISSIONER .. ...t 29
UNDERWRITING ...ttt 30
LEGAL OPINIONS ...\ttt 31
INDEPENDENT ACCOUNTANTS ...t 31
PRIVACY POLICY ..\ttt 31
GENERAL INFORMATION . .o 31
REPORT OF INDEPENDENT ACCOUNTANTS ...\, 32
APPENDIX A - TYPES OF MUNICIPAL OBLIGATIONS ............ A-l
APPENDIX B - MORTGAGE-BACKED SECURITIES .. ............. B-1
APPENDIX C - FORM OF REPRESENTATION LETTER ............ c1
APPENDIX D - RATINGS OF MUNICIPAL OBLIGATIONSAND
DEBT SECURITIES ...ttt D-1
APPENDIX E - CERTAIN OTHER TYPES OF INVESTMENTS ...... E1
APPENDIX F - HEDGING AND RELATED INCOME
STRATEGIES ...ttt F-1
APPENDIX G - TAX-EQUIVALENT YIELD TABLE .. ...\ G-1

APPENDIX H-PRIVACY POLICY ....... ..ot H-1

T A x-

PuerTO
TARGET MaTuriTY FUND

Common Stock

PROSPECTUS

&% UBS|PainéWebber

Incorporated of Puerto Rico..




H-3



	Tax-Free Target Maturity Supplement.pdf
	Page 1
	Page 2


