Prospectus Supplement Number 4
to Prospectus dated July 29, 2002

48,000,000 Shares

Puerto Rico AAA Portfolio Target Maturity Fund, Inc.
Common Stock

This Prospectus Supplement Number 4 reatesto theissuance by Puerto Rico AAA Portfolio Target Maturity 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
Number 4 replacesin its entirety the Prospectus Supplement Number 1 dated August 30, 2002, the Prospectus Supplement
Number 2 dated September 30, 2002, and the Prospectus Supplement Number 3 dated October 30, 2002, and may not be used
or relied upon unlessthe Prospectusis deliver ed smultaneoudy herewith. This Prospectus Supplement Number 4 setsforth
certain information, including investment advisory fees, sales load, and other fees and expenses, an investor needs to know
before making an investment decision. Investor sareencouraged toreview and retain it for futurereference. Capitalized terms
used but not defined herein are defined in the Prospectus for the Shares dated July 29, 2002 (the "Prospectus”).

Aninvestment in the Fund involves certain risks, including the loss of any amountsinvested. 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 theissuer
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 "RISK FACTORS AND
SPECIAL CONSIDERATIONS" in the Prospectus.

TheFund may increaseamounts availablefor investment through theissuanceof 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
themarket valueof theShares. See"SPECIAL LEVERAGE CONSIDERATIONS- I ssuanceof Preferred Stock and Debt Securities'
in the Prospectus.

(continued on next page)

THESE SECURITIESHAVENOT BEENREGISTEREDWITH THE SECURITIESAND EXCHANGE COMMISSIONUNDER THE
U.S. SECURITIESACT OF 1933, ORWITH ANY OF THE VARIOUSSTATESOR JURISDICTIONS, AND THE FUND HASNOT
BEEN REGISTERED UNDER THE U.S. INVESTMENT COMPANY ACT OF 1940. THE SHARES ARE BEING OFFERED
EXCLUSIVELY TOINDIVIDUALSHAVING THEIRPRINCIPAL RESIDENCEWITHINTHE COMMONWEALTH OF PUERTO
RICOAND TOPERSONS, OTHERTHANINDIVIDUAL S, WHOSE PRINCIPAL OFFICE AND PRINCIPAL PLACE OF BUSINESS
ARE LOCATED WITHIN THE COMMONWEALTH OF PUERTO RICO.

AN INVESTMENT IN THE FUND ISNEITHER INSURED NOR GUARANTEED BY THE U.S. GOVERNMENT OR BY THE
GOVERNMENT OF THE COMMONWEALTH OF PUERTO RICO. PROSPECTIVE INVESTORSSHOULD BE AWARE THAT
THE SECURITIESARENOT ANOBLIGATION OF ORGUARANTEED BY UBSPAINEWEBBER INCORPORATED OF PUERTO
RICO, UBSPAINEWEBBER TRUST COMPANY OF PUERTO RICO, ORANY OF THEIR AFFILIATES. THESE SHARESARE
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.

INCONNECTIONWITH THISOFFERING, THE UNDERWRITERMAY OVER-ALLOT OREFFECT TRANSACTIONSWHICH
STABILIZE OR MAINTAIN THE MARKET PRICE OF THE SHARES AT A LEVEL ABOVE THAT WHICH MIGHT
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 ..................ccc. ... $10.00 $0.475 $9.525
Total . ... $480,000,000 $22,800,000 $457,200,000
Total Assuming Full Exercise of
Over-Allotment Option @ ................... $552,000,000 $26,220,000 $525,780,000
Q) The priceto the public after the Initial Closing (as such termis defined herein) will bethe 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 Beforededuction of offering and organizational expensesthat arepayableby the Fund, estimated not to exceed $300,000. See"USE OF PROCEEDS'
in the Prospectus.
4 Assuming exercisein full of the 30-day option granted by the Fund to the Underwriter to purchase up to 7,200,000 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 Number 4 is November 27, 2002



The Fund is offering an aggregate of 48,000,000 Sharesthrough UBS PaineWebber Incorporated of
Puerto Rico (herein referred to as "UBS PaineWebber Puerto Rico,” and in its capacity as the
underwriter for the Shares, the "Underwriter"). Initially, the Underwriter committed to purchase
14,500,000 Shares at several closings to be held in San Juan, Puerto Rico pursuant to a certain
Underwriting Agreement dated July 30, 2002 (the"Underwriting Agreement”). Thefirst closingtook
placeon July 31, 2002, and the Fund issued 13,200,000 Shares. Thereafter, the Fund determined to
offer an additional 10,500,000 Shares, and on August 30, 2002, the Fund and the Underwriter
entered into a certain Amendment to the Underwriting Agreement for the offering to the public of
an aggregate 25,000,000 Shares. Subsequently, the Fund decided to increase the amount of Shares
to be offered by 9,000,000 Shares, and on September 30, 2002, the Fund entered into a certain
Second Amendment to the Underwriting Agreement for the offering of an aggregate 34,000,000
Shares. The Fund once again decided to increase the amount of Shares to be offered to the public
by 5,350,000 Shares, and on October 30, 2002, the Fund entered into a certain Third Amendment
to the Underwriting Agreement for the offering of an aggregate of 39,350,000. Subsequently, the
Fund has decided to increase the amount of Sharesto be offered to the public by 8,650,000 Shares,
and on November 27, 2002, the Fund entered into a certain Fourth Amendment to the Underwriting
Agreement. Pursuant to such Fourth Amendment to the Underwriting Agreement, the Underwriter
agreed, subject to the terms and conditions of the Underwriting Agreement (as more fully described
in the Prospectus), to purchase from the Fund, and the Fund has agreed to sell to the Underwriter,
an aggregate 48,000,000 Shares (not including the option to cover over-allotments described bel ow)
being offered hereby.

TheUnderwriter will purchasetheremaining Sharesat several closingsto beheldin San Juan, Puerto
Rico. 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 plusthe applicablesalesload. The sales charge on purchases of the Sharesin this offering
Is $0.475 per Share (4.75%). The Underwriter will compensate certain brokers and dealers in
connection with sales of the Shares at arate 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
theinitial public offering is 100 Shares.

The Fund has also granted the Underwriter an option, exercisable for 30 days from the final closing
date for the issuance of the Shares, to purchase up to an additional 7,200,000 Shares to cover
over-allotments. Investors should consult their investment executives concerning the time for
submitting their Eurchase orders and the manner and method of payment for the Shares. The Shares
areoffered by the Underwriter, subject to Erior sale, when asand if delivered to and accepted
by theUnderwriter and subject totheir right toreject ordersinwholeor in part. After thelater
of (i) thefinal closing datefor theissuance of the Shares or (ii) the date of closing any over-allotment
option, the public offering price and other sdlling terms may change.

The Underwriter currently intends to maintain amarket inthe Shares, although it is not obligated to
do so. In connection purchases and sales of the Shares, the Prospectus and as well as this
Supplement may be used by UBS PaineWebber Puerto Rico. No assurance can be given asto the
liquidity of, or the trading market for, the Shares as a result of any activities undertaken by UBS
PaineWebber Puerto Rico. Such purchases and sales, if commenced, may be discontinued at any
time.

Theaggregateproceedsfromtheoffering of the Sharesareestimated at $457,200,000 ($525,780,000
if the Underwriter's over-allotment option is exercised in full) before payment of offering expenses.
Themaximum sales |oad paid to the Underwriter for this offering will be $22,800,000 ($26,220,000
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
policieswithin aperiod not to exceed oneyear fromthelnitial Closing. Pending such investment, the
proceeds may be invested in certain temporary investments as further described in the Prospectus.
See"USE OF PROCEEDS" in the Prospectus.



Thefollowing section replacesinitsentir ety the section entitled " TAXATION" commencing on page 22
of the Prospectus. In addition to the tax consider ations discussed in the Prospectus, it now includes a
brief discusson as to the tax considerations an investment in the Shares entails for corporations and
partner ships having in effect an election and qualifying as " cor porations of individuals' or " special
partnerships’ under the Puerto Rico Internal Revenue Code of 1994, asamended. It doesnot contain
any modificationsfrom thetext included in the Pr ospectus Supplement Number 1 dated August 30, 2002,
the Prospectus Supplement Number 2 dated September 30, 2002, and the Prospectus Supplement
Number 3 dated October 30, 2002.

TAXATION

THIS SECTION IS NOT TO BE CONSTRUED AS A SUBSTITUTE FOR CAREFUL TAX
PLANNING. PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR OWN TAX
ADVISERSWITH SPECIFIC REFERENCE TO THEIR OWN TAX SITUATIONS, INCLUDING
THE APPLICATION AND EFFECT OF OTHER TAX LAWSAND ANY POSSIBLE CHANGES
INTHE TAX LAWSAFTER THE DATE OF THISPROSPECTUS.

Thefollowing discussionisa summary of thematerial Puerto Ricoand 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 theregulations promul gated or aﬁplicablethereunder (the"Puerto Rico
CodeRegulations") 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, as amended (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”).

This discussion assumes that (i) the investors will be (a) individuals who for the entire taxable year
are bona fide residents of Puerto Rico for purposes of Section 933 of the Code and residents of Puerto Rico
for purposes of the Puerto Rico Code (the "Puerto Rico Individuals'), or (b) corporations and partnerships
organized under thelaws of Puerto Rico, excluding (unless otherwiseindicated) corporations and partnerships
having in effect an eection 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 withthePuerto Rico Individuals, the"Puerto Rico Investors*), (i) thePuerto Rico Entities
will not be subject at any time to any special tax regime under the Code including, without limitation, the
provisionsof theCodethat apply to"controlled foreign corporations,” " passiveforeigninvestment companies,”
dpersonal holding companies,” or "foreign personal holding companies,” and (iii) that for each taxableyear that

idendsaredistributed by the Fund, the Fund will meet the 90% Distribution Requirement, asdefined herein.

This discussion does not purport to deal with all aspects of Puerto Ricoand U.S. federal taxation that
may be relevant to other types of investors, particular investorsin light of their investment circumstances, or
to certain types 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, the references in this discussion
tothe Puerto Rico regular incometax will includethealternative 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 Quifiones & Sanchez, P.S.C., counsd 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 isnot binding on the Treasury Department, the Municipal Revenue Collection Center, any
other agency or munici Ballty of Puerto Rico, the U.S. Internal Revenue Service (the "l RS'?, or the courts.
Accordl ngly, 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. Asaregistered investment company under the PR-1CA, the Fund will be exempt from
theincometax imposed by the Puerto Rico Codefor each taxableyear that it distributes as Taxable Dividends
(as defined beow) to its investors an amount equal to at least 90% of its net income for such year within the
time period provided by the Puerto Rico Code (the "90% Distribution Requirement™). In determining its net
incomefor purposes of the 90% Distribution Requirement, the Fundis not required to takeinto account capital
gains and losses and net interest income that is exempt under the Puerto Rico Code. For each taxable yesr,
theFund intengs(;I to meet the 90% Distribution Requirement to be exempt from theincometax 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 the MLTA, the Fund will be subject to a municipal license tax of
up to 1.5% imposed on its "volume of business." Interest derived by the Fund 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. In addition, 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. TheFund may makedistributionsout of itscurrent or accumulated earnings and profits
attributable to (i) income that is included in the Fund's gross income for purposes of the Puerto Rico Code,
other than gains from the sale or exchange of property (the "Taxable Dividends"), (ii) net gains derived from
the sale or exchange of property (the "Capital Gain Dividends"), or (iii) income exempt from Puerto Rico
iﬂmrgetaé( (tgsle')‘Exempt Dividends," and jointly with the Taxable Dividends and the Capital Gains Dividends,
the "Dividends").

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 are met. Otherwise, Taxable Dividends will be subject to the regular income tax.

ThePuerto Rico Code Regulations statethat to qualify for the 10% Puerto Rico Withholding Tax, the
TaxableDividends must bederived from current or accumulated earnings and profits of the Fund derived from
investments (i) in Puerto Rico corporations or partnerships, or non-Puerto Rico corporations or partnerships
whose gross income effectively connected with theconduct of atradeor businessin Puerto Ricoisat least 80%
of itsgrossincomefor the preceding three taxable years ending with the close of itstaxable year preceding the
declaration of the dividend, (ii) the income of which constitutes Puerto Rico source income under the Puerto
Rico Code, provided the proceeds thereof are used to finance or refinancereal property located in Puerto Rico
or used in the active conduct of atrade or business in Puerto Rico, or (iii) subject to U.S. federal income tax
under the Code. Additionally, if the Fund derives income from sources within the U.S. that qualifies as
"portfoliointerest” under Section 881(c) of the Code, dividends distributed by the Fund from such earningsand
profits will 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 incomeis "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, a Puerto Rico Individual may dect 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 theregular incometax. For an Election to be effective during a taxable year, the
Fund must be notified in writing prior to thefirst distribution made by the Fund during such taxableyear. The
Election must be made on a yearly basis, and it must include (i) the name and address of the eecting Puerto
Rico Individual, (ii) hisor her taxpayer identification number, (iii) astatement authorizing the Fund to abstain
from withholding the 10% Puerto Rico Withholding Tax, (iv) the year of the distribution(s) with respect to
whichthe Electionis made, (v) thedate on which the eection is 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 distributed to Puerto Rico Individuals. Upon filing his or her Puerto Rico income tax return, the
Puerto Rico Individual that fails to make an Election will still havethe option to include the Taxable Dividend
as ordinary income subject to the regular income tax. If such option to include the Taxable Dividends as
ordinary incomeis made, the 10% Puerto Rico Withholding Tax will be allowed as a credit against the Puerto
Rico Individual's income tax liahility for the particular taxable year.

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

Taxable Dividends Distributed to Puerto Rico Entities. Puerto Rico Entities receiving Taxable
Dividends during ataxable year 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.

TaxableDividendsDistributed to pecial Partner shipsand Cor porationsof Individuals. PuertoRico
Entitiesthat aretreated under the Puerto Rico Codeas "special partnerships’ or "corporationsof individuals',
are generally exempt from Puerto Rico incometax and their income is treated as derived by their respective
owners (the"Owners"). Accordingly, Taxable Dividends distributed to a Puerto Rico Entity during a taxable
year in which such Puerto Rico Entity has in effect an election to be treated as a "special partnership” or a
"corporation of individuals" will not subject to Puerto Rico income tax in the hands of such investor. Inlieu
thereof, the Taxable Dividends received by such Puerto Rico Entity will be treated as being derived by its
Owners in an amount equal to ther distributive sharein such income and subject to Puerto Rico income tax
under the rules described herein. For purposes of the following discussion it is assumed that an Owner is (i)
aresident individual, estate, or atrust that is taxable as a trust under the Puerto Rico Code (collectively, the
"Individual Owners"), or a corporation or partnership created or organized under thelaws of Puerto Rico that
iSvCOt a)"special partnership”, a "corporation of individuals®, or an insurance company (the "Institutional

ner).

Individual Owners will be subject to the 10% Puerto Rico Withholding Tax with respect to their
distributive share of Taxable Dividends received by a Puerto Rico Entity that is a "special partnership”or a
"corporation of individuals', provided such TaxableDividends otherwisequalify for the 10% Withholding Tax
in the hands of a Puerto Rico Individual. See Taxable Dividends Distributed to Puerto Rico Individuals. If
an Individual Owner's distributive share in a Taxable Dividend qualifies for the 10% Withholding Tax, the
Puerto Rico Entity will be required to comply with the withholding of tax at source, deposit and reporting
requirements imposed by section 1012 of the Puerto Rico for such Taxable Dividends. An Individual Owner
may make an Election in accordance with the rules provided by such section of the Puerto Rico Code and the
regulations issued thereunder. An Individual Owner's distributive share in Taxable Dividends that does not

ualify for the 10% Puerto Rico Withholding Tax will be subject to the regular income tax rates provided by
the Puerto Rico Code.

Anlnstitutional Owner'sdistributive sharein Taxable Dividends received by aPuerto Rico Entity that
is a "special partnership"will be subject to Puerto Rico income tax at the regular income tax rates. The
Institutional Owner should be entitled to claim the Dividend Received Deduction in connection with its
distributive share of Taxable Dividends received by the Puerto Rico Entity.

Capital Gain Dividends. Capital Gain Dividends distributed to Puerto Rico Investors are treated as
long-term capital gainsin the hands of such investors.

A Capital Gain Dividend received by a Puerto Rico Entity that is a "special partnership” or a
"corporation of individuals' is not subject to Puerto Rico income tax in the hands of such investor. In lieu
thereof, the Ownersaretreated as deriving such Capital Gain Dividendsinanamount equal tother distributive
share in such income.



ThePuerto Rico Code providesfor a10% long term capital gainsratefor Puerto Rico Individualsand
a 12.5% long term capital gains tax rate for 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 isimportant 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 gainstax rate
for such distributions is not currently determinable.

Exempt Dividends. Exempt Dividends will not be subject to the regular income tax imposed by the
Puerto Rico Code on the Puerto Rico Investors. Likewise, for purposes of the aternative minimum tax, the
"adjusted net book income" of the Puerto Rico Entities will not include Exempt Dividends.

A Distribution by the Fund will qualify as an Exempt Dividend if (i) such dividend is designated as
an 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's taxable year, and (ii) such dividend does not exceed the earnings and profits
of the Fund attributable to income that is exempt under the Puerto Rico Code.

The Puerto Rico Code provides various rules that disallow a deduction for expenses that are directly
or indirectly attributable to income that is exempt from Puerto Rico income tax.

Exempt DividendsDistributed to Special Partnershipsand Corporationsof Individuals. An Exempt
Dividend distributed to a Puerto Rico Entity during a taxable year in which it has in effect an dection to be
treated as a"special partnership” or a"corporation of individuals* will be excluded from the gross income of
such investor for purposes of determining the net income to be treated as derived by its Owners. Asaresult
thereof, an Exempt Dividend is not treated as an item of income derived by the Owners.

In order to takeinto account thetax free nature of Exempt Dividends received by a Puerto Rico Entity
that isa"special partnership", the Puerto Rico Code provides that the adjusted basis of an Owner'sinterest in
the Puerto Rico Entity will increase by an amount equal to such Owner's distributive share of the Exempt
Dividendsreceived by thePuerto Rico Entity. Such anincreaseintheadjusted basis of an Owner hastheeffect
of reducing any gain or increasing any loss the such Owner may realize on account of a sale or exchange of
the ownership interest in the Puerto Rico Entity or on account of distributions received therefrom.

For Puerto Rico Entitiesthat are"corporations of individuals' the Puerto Rico Code does not provide
for anadjustment inthe adjusted basis of an Owner for Exempt Dividendsreceived by such Puerto Rico Entity.

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 be treated as dividends to the extent
that for such year the Fund has current or accumulated earnings and profits, as determined under the Puerto
RicoCode. Distributionsinexcessof current and accumulated earningsand profitswill betreated asatax-free
return of capital to the Puerto Rico Investor to the extent of such investor's basis in the Shares. To the extent
that such distributions exceed the Fund's current and accumulated earnings and profits and the Puerto Rico
Investor's basis in the Shares, such excess will be treated 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 morethan six months
and they constitutea capital asset inthehands 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, Exchangeor Other Disposition of the Shares. Gainsfromthesale, exchangeor other disposition
of Shares which have been held by Puerto Rico Individuals for more than six months and which constitute
capital assetsin the hands of such investors are subject to a 10% capital gainstax. Puerto Rico Individuals
may eect to treat such gains as ordinary income and subject to the regular incometax provided by the Puerto
Rico Codein lieu of the 10% tax rate indicated herein.

Gains from the sale, exchange or other disposition of Shares which have been held by Puerto Rico
Entitiesfor morethan six months and which constitute capital assets in the hands of such investors qualify for
a 12.5% dternative capital gains tax.

Lossesfromthesale, exchangeor other disposition of Sharesthat constitute capital assetsin thehands
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 Individuals 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, unlessit is"essentially equivalent to adividend.” If aredemption of Sharesistreated
as"essentially equivalent to adividend,” then the redemption is treated as a Taxable Dividend to the extent of
the Fund's current and accumulated earnings and profits. In distinguishing whether a stock redemption should
betreated as such or "essentially equivalent to adividend,” the Puerto Rico Code Regulations provide that (i)
pro-rataredemptions of stock aregenerally treated as essentially equivalent to adividend, and (ii) redemptions
that terminate a shareholder's interest are not to be treated as essentially equivalent to a dividend. 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
guiddines, the Treasury Department generally follows the principles established under the Code, the Code
Regulations, and rulings and other administrative pronouncements of the IRS.

Dividends Distributed to Life Insurance Companies. Taxable Dividends and Exempt Dividends
distributed to insurance companies organized under the laws of the Commonwealth 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.

Cgoital Gain Dividends will be subject to incometax under the Puerto Rico Code and treated as long
term capital gains. See"Taxation of Puerto Rico Investors — Capital Gain Dividends."

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

Dividends Distributed to Mutual Insurance Companies. Taxable Dividends received by insurance
companies organized under the laws of the Commonweelth of Puerto Rico, other than Life Insurance
Companies, which are subject to Puerto Rico income tax under the provisions of Section 1211 of the Puerto
Rico Code(the"Mutual Insurance Companies") aresubject toincometax under the Puerto Rico Code. Mutual
Insurance Companies are entitled to claim the 85% Dividend Received Deduction with respect to Taxable
Dividends, subject to the limitations imposed by the Puerto Rico Code.

Capital Gain Dividends will be treated as long-term capital gains. See "Taxation of Puerto Rico
Investors — Capital Gain Dividends.”

Exempt Dividendsdistributedto M utual I nsurance Companieswill not besubject totheregular income
tax. The Puerto Rico Code provides various rules that disallow a deduction for expenses that are directly or
indirectly attributable to income that is exempt from Puerto Rico income tax.

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

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 be included in gross income. Non-Mutual Insurance
Companies are entitled to claim the 85% Dividend Received Deduction with respect to Taxable Dividends,
subject to the limitations imposed by the Puerto Rico Code.

In computing their net income for purposes of the regular income tax, Non-Mutual Insurance
Companies are entitled to deduct interest exempt from Puerto Rico income taxes under the provisions of
Section 1022(b)(4) of the Puerto Rico Code. TheNon-Mutual Insurance Companiesarenot, however, entitled
to deduct expenses that are attributable to exempt interest as provided in Section 1207(€) of the Puerto Rico
Code. Moreover, such Section 1207 does not address the treatment of Exempt Dividends distributed from
earnings and profits attributable to interest described in Section 1022(b)(4) of the Puerto Rico Code. Under
thegeneral principlesthat apply to thetax treatment of distributions made by investment companiesregistered
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.

Capital Gain Dividends will be treated as long term capital gains. See "Taxation of Puerto Rico
Investors — Capital Gain Dividends."



For purposesof thealternativeminimumtax, the"adjusted net book income" of Non-Mutual Insurance
Companies will not include Exempt Dividends.

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 United States that acquired his or her citizenship solely by
reason of birth or residencein Puerto Rico and was aresident of Puerto Rico, inthe case of estatetaxes, at the
time of death, and in the case of gift taxes, at the time the gift was made.

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

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

UNITED STATESTAXATION
Taxation of the Fund

In the opinion of Quifiones & Sanchez, P.S.C., counse to the Fund, based on certain representations
made by the Fund and the | nvestment Adviser, the Fund will betreated under the Code asaforeign corporation
not engaged inaU.S. trade or business. Asaforegn corporation not engaged inaU.S. trade or business, the
Fundis not subject to U.S. federal incometax on gains derived from the sale or exchange of personal property
(except for gains from the disposition of a "United States Real Property Interest,” as defined in Section 897
of the Code). 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 isnot binding on the IRS, however, and
it is possible that 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 a foreign corporation on the repatriation from the U.S. of earnings and
profits attributable to a 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 Code also imposes a "Personal Holding Company" tax on certain income derived from sources
withinthe U.S. by foreign corporationsthat qualify as" Personal Holding Companies.” Ingeneral, a"Personal
Holding Company" is any corporation that derives at least 60% of its gross income from certain sources and
of whom morethan 50% of thevalue of its stock is owned directly or indirectly by five (5) individuals or less.
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"Foreign Personal Holding Company" or as a
"PFIC" (as defined below), it will not be treated as a " Personal Holding Company.”

Taxation of Puerto Rico Individuals and Puerto Rico Entities

Dividends. Dividendsdistributed by the Fund will constituteincomefrom sources within Puerto Rico
for purposes of the Code.

Under Code Section 933, Puerto Rico Individuals will generally not be subject to U.S. federal income
tax on dividends distributed by the Fund (see "PFIC" discussion below).

Foreign corporations not engaged ina U.S. trade or business are generally not subject to U.S. federal
income tax on amounts received from sources outside the U.S. Corporations incorporated in Puerto Rico are
treated as foreign corporations under the Code. Because dividends distributed by the Fund will constitute
income from sources within Puerto Rico, such Puerto Rico corporateinvestors not engagedina U.S. trade or
business will not be subject to U.S. taxation on dividends received from the Fund. Dividends paid to a Puerto
Rico corporate investor that is engaged in a U.S. trade or business will be subject to U.S. federal income tax
only if such dividends are effectively connected to the U.S. trade or business. The Code provides special rules
for Puerto Rico Entities that are treated as partnerships for U.S. federal income tax purposes.



Sales, Exchange or Disposition of Shares. Gain, if any, from the sale, exchange or other disposition
of the Shares by a Puerto Rico Individual that is not a resident of the United States, within the meaning of
Section 865(g)(1) of the Code, is generally treated as Puerto Rico source income and therefore exempt from
federal income taxation if such shares do not constitute inventory in the hands of such investor and the Puerto
Rico Individual pays a Puerto Rico income tax at an effective rate of at least 10% on the gain. However, a
Puerto Rico Individual who is not subject to a 10% Puerto Rico income tax on a gain realized from the sale
of the Shares (that do not constitute inventory in the hands of such investor) may nevertheless treat the gain
as Puerto Rico source income not subject to U.S. federal incometax if the requirements of Notice 89-40 are
met. In Notice 89-40, the IRS announced that regulations will beissued to provide that gain from the sale of
stock that does not constitute inventory, by an individual that is not a resident of the U.S. under Section
865(g)(1) of the Code and who has been a bona fide resident of Puerto Rico for the entire taxable year of the
salewill beincome from sources within Puerto Rico and therefore exempt from U.S. federal income taxation,
whether or not the individual paid a Puerto Rico income tax of at least 10% on the gain. Unless contrary
authority isissued, a Puerto Rico Individual who meets the conditions described in the Notice may treat gain
from the sale, exchange or other disposition of the Shares as Puerto Rico source income.

A Puerto Rico corporation that investsin the Fund will be subject to U.S. federal incometax onagain
from a disposition of Shares only if thegain is effectively connected to a U.S. trade or business carried on by
the Puerto Rico corporation. The Code provides special rules for Puerto Rico Entities that are subject to
federal income tax as partnerships.

PFIC Rules. Under the Code, the Fund will likely betreated as a passive foreign investment company
("PFIC") for U.S. federal incometax purposes. Under the PFIC rules, a Shareholder that isaU.S. person —
i.e, acitizen 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 a Shareholder referred to asa "U.S. Shareholder”), that disposes of
its PFIC stock at againistreated asreceiving an "excess distribution” equal tosuch gain. Inaddition, if aU.S.
Shareholder receives adistribution fromaPFIC inexcess of 125% of the average amount of distributions such
Shareholder has recaived from the PFIC during the three preceding taxable years (or shorter period if theU.S.
Shareholder has not held the stock for threeyears), theU.S. Shareholder isalso treated as receiving an "excess
distribution" equal to such excess. In general, an "excess distribution” istaxed 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 which
the Code refers to as the "deferred tax amount.” Puerto Rico corporations are not U.S. Shareholders for
purposes of the PFIC provisions. However, the PFIC rules may also giveriseto tax consequencesfor aU.S.
person that owns aninterest in such entity. Citizens of theU.S. who arebonafideresidents of Puerto Ricoare
U.S. Shareholders for purposes of the PFIC provisions.

Prop. Reg. Sec. 1.1291-1(f) statesthat a"deferred tax amount™ will be determined under Section 1291
of the Code on amounts derived from sources within Puerto Rico by Puerto Rico Individuals only to the extent
such amounts are allocated to a taxableyear in the Shareholder's holding period during which the Sharehol der
was not entitled to the benefits of Section 933 thereof. Thus, under the proposed regulations, Puerto Rico
Individuals will not be subject to the PFIC provisions if they are entitled to the benefits of Section 933 of the
Codefor each entire taxable year that they hold the Shares.

Foreign Personal Holding Company Rules. U.S. Shareholders of a "foreign personal holding
company" are subject to U.S. federal incometax on their share of certain undistributed income of such entity,
thereby preventing deferral of U.S. federal income taxes on such income. A "foreign personal holding
company” generally includesaforeign corporationif such corporation meetscertainincometestsand morethan
50% of Its stock is owned directly or indirectly by five or fewer individualswho are U.S. citizens or residents.
Puerto Rico Individuals, that areU.S. citizens, arenot excepted from such statusfor these purposes. However,
because the Code excludes Puerto Rico source incomefrom the grossincome of Puerto Rico Individuals, such
anindividual would not be subject to U.S. federal income tax on undistributed income of the Fund, even if the
Fund wereaforeign personal holding company. Furthermore, the Fund's Certificate of Incorporation contains
certain ownership limitationsto ensurethat five or fewer Puerto Rico residents never owndirectly or indirectly
more than 50% of the stock of the Fund, measured by value or voting power.

Edate and Gift Taxes

Under the provisions of the Code, the Shares will not be subject to U.S. estate and gift taxes if held
by a Puerto Rico Individual who is a citizen of the U.S. who acquired his or her citizenship solely by reason
of birth or residencein Puerto Rico and was a resident of Puerto Rico, in the case of estate taxes, at thetime
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 thetax laws of Puerto Rico and the U.S., including the consequences of the sale
or redemption of Shares in the Fund.
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14,500,000 Shares
Puerto Rico AAA Portfolio Target Maturity Fund, Inc.
Common Stock
(Initial Offering Price of $10 per Share)

PuertoRico AAA Portfolio Target Maturity Fund, Inc. (the"Fund") isanewly arganized, non-diversified, closed-end
management investment company.

The Fund's investment objectives are:
. to provide you with current income, 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, 2032.

~ TheFund will normally invest at least 67% of itstotal assets intaxable and tax-exempt securities issued by Puerto
Rico issuers. These include securities issued by the Commonwealth of Puerto Rico and its political subdivisions,
organizations, agencies, and instrumental ities, Puerto Rico mortgage-backed andasset-backed securities, corporateobligations
and preferred stock of Puerto Rico entities, and other securities that the Investment Adviser may select, consistert with the
Fund's investment objectives and policies. TheFund may invest up to 33% of itstotal assets in, among other things, taxable
and tax-exempt 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 Ricoissuers, municipal
securities of issuers within the U.S., and in ather non-Puerto Rico Securities which the Investment Adviser may select,
consistent with the Fund's invesment objectives and policies.

At least 95% of the Fund'stotal assetswill beinvested.in securities that, at the time of purchase are rated AAA by
Standard& Poor's, adivisionof TheMcGraw-Hill Companies,Inc., AAA by Fitch;Inc:;or Aaab?; Moody'sInvestors Service,
Inc., or are comparably rated by a national ly recognized statistical reting organization or which-may be determined by the
Fund's Investment Adviser to be of comparéble credit.quality. The Fund may not invest insecuritieswhich havea maturity
date subsequent to December 31, 2032 "INVESTMENT OBJECTIVESAND POLICIES." Noassurancecan begiven
that the Fund will achieve itsinvestment objectives.

Aninvestment in the Fund involves certain risks, including the loss of any amountsinvested. Since the Fund
may have largeinvestments in a small number of issuers, the Fund's net asset value and its yield may increase or decrease
morethan that of adiversified investment company. Y ou should also be awarethat certain corflicts of interest exist among
the Fund, the Investment Adviser, and its affiliates. The Fund may raise additional assetstoinvest by issui ng preferred stock,
debt securities, or other forms of leverage. Leverage is a speculativeinvestment technique and canresult in large chan?es
in the net asset value and themarket value of the Fund's shares of Common Stock (the " Shares") aswell asincreased risk for
\?/our investment inthe Fund. Aninvestmentin the Fundisnot equivalent to aninvestment in the underlying securitiesof the

und. Y ou should not view the Fundasavehiclefor tradi n%pur 0ses. Investmentsin 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. This Prospectus containsimportant infor mation about the
Fund. You should read this Prospectus befor e deciding whether to invest and retain'it for futurereference.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE OFFICE OF THE
COMMISSIONER OF FINANCIAL INSTITUTIONS OF THE COMMONWEALTH OF PUERTO RICO. THE
OFFICEOF THECOMMISSIONER OF FINANCIAL INSTITUTIONSHASNOT MADE ANY DETERMINATION
REGARDING THE ACCURACY ORADEQUACY OF THISPROSPECTUS. ANY REPRESENTATIONTO THE
CONTRARY ISA CRIMINAL OFFENSE.

Per Share Total

Public Offering Price* $10.00 $145,000,000

Sales Load $0.475 $6,887,500

Proceeds to Fund (before expenses) 224 $9.525 $138,112,500

D) The priceto the public after theinitial closing, on or about July 31, 2002, will be the greater of (i) $10 or (ii) the then-current net asset
value per Shareplus applicable salesload. See"UNDERWRITING" and "VALUATION OF COMMON STOCK" in themain body
of this Prospectus.

) Before deduction of offering expenses payable by the Fund, estimated not to exceed $300,000.

3 TheUnderwriter may also purchaseup to an additional 2,175,000 Shares at theinitial publicoffering pricewithin 30 days from the date

of thefinal closing to cover over-allotrrents. |f such over-allotment isexercisead, total proceedsto theFund will amount to $158,829,375
(before offering expenses). See "UNDERWRITING" in the main body of this Prospectus.

(4 See "Estimated Fund Ex penses” for adescription of the various cost s and expenses you can expect to bear, directly or indirectly.

UBS PaineWebber I ncorporated of Puerto Rico

The date of this Prospectusis July 29, 2002.



THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND
EXCHANGE COMMISSION UNDER THE U. S.SECURITIESACT OF 1933, ORWITH ANY OF
THEVARIOUSSTATESOR JURISDICTIONS,AND THEFUND HASNOT BEEN REGISTERED
UNDER THE U.S.INVESTMENT COMPANY ACT OF 1940. THESE SECURITIESARE BEING
OFFERED EXCLUSIVELY TOINDIVIDUAL SWHOSE PRINCIPAL RESIDENCEISINPUERTO
RICO, OR TO CORPORATIONS AND OTHER BUSINESS ORGANIZATIONS WHOSE
PRINCIPAL OFFICEAND PLACE OF BUSINESSARE IN PUERTO RICO.

AN INVESTMENT IN THE FUND ISNEITHER INSURED NOR GUARANTEED BY THE U.S.
GOVERNMENT ORBY THEGOVERNMENT OF THECOMMONWEAL TH OF PUERTORICO.
PROSPECTIVE INVESTORSSHOULD BE AWARE THAT THESE SECURITIESARE NOT AN
OBLIGATIONOFORGUARANTEED BY UBSPAINEWEBBERINCORPORATED OF PUERTO
RICO, UBS PAINEWEBBER TRUST COMPANY OF PUERTO RICO, OR ANY OF THEIR
AFFILIATES. THESE 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.

The Fund will consist of an actively managed portfolio of investment securities having a final
maturity of no later than December 31, 2032. UBS PaineWebber Trust Company of Puerto Rico will act as
investment adviser to the Fund. UBSPaineWebber 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 PlazaBuildng - Seventh Floor, 250 M ufioz Rivera Avenue, San Juan, Puerto Rico 00918, and
its telephone number is (787) 773-3888.

Theinitia public offering priceis $10 per Shareand the price to the public after theinitial closi ng,
on or about July 31, 2002, will be the greater of $10 or the then current net asset vdue per Share plus the
applicablesalesload. The minimumnumber of Sharesyou may purchaseis 100. Investmentsin the Shares
are offered exclusively to residents of the Commonwealth of Puerto Rico. Prior to this offering, there has
been no market for the Shares. The Underwriter currently intends to maintain a market in the Shares
commencing after the final closing of the initial public offering of the Shares, although it is not obligatedto
do so. No assurance can be given as to the liquidity of, or the trading market for, the Shares as a result of
any activity undertaken by the Underwriter. Such purchases and sales, if commenced, may be discontinued
at any time. If at any time UBS PaineWebber Puerto Rico (and other deders, if any) ceases to maintain a
market, the Shares will becomeilliquid until amarket isreestablished. Y ou 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 infor mation 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
thisProspectusisaccurate as 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 securities in any circunstances
in which such offer or solicitation is unlawful.



SUMMARY

The following merely summarizes more detailed information included in this Prospectus. That more detailed
information governs, and unless otherwise specified, cross-references areto such information. This Prospectus speaks
only as of 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

Investment Objectives
and Policies

The Offering

Puerto Rico AAA Portfolio 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, asamended. The Fund is acorporation under the laws of
the Commonwealth of Puerto Rico ("Puerto Rico").

The Fund's investment objectivesare:

. to provide you with currentincome, asis consistent with the preservation of capital;
and
. to retum your initial investment of $10 per share of Common Stock by or before

December 31, 2032 (the "Target Date").

The Fund will normally invest at least 67% of itstotal assets in taxable and tax-exempt
securities issued by Puerto Rico issuers. These include securities issued by the
Commonwealth of Puerto Rico and itspolitical subdivisions, organizations, agencies, and
instrumentalities, Puerto Rico mortgage-backed and asset-backed securities, corporate
obligations and preferred stock of Puerto Rico entities, and other securities that the
Investment Adviser (as defined herein) may select, consistent with the Fund's investment
objectivesand policies. The Fund may invest up to 33% of its total assets in, among other
things, taxable and tax-exempt securities issued 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, municipa
securities of issuers within the U.S., and other non-Puerto Rico Securities which the
Investment Adviser may select, consistent with the Fund'sinvestment objectivesand policies.
The Fund may not invest in securities which have a maturity date subsequent to December
31, 2032.

At least 95% of the Fund's total assets will be invested in securities which, at the time of
purchase, (i) are rated AAA by Standard & Poor's, a division of The McGraw-Hill
Companies, Inc., AAA by Fitch, Inc., or Aaa by Moody's Investors Service, Inc., or are
comparably rated by anationally recognized statigical rating organization, or (ii) which may
be determined by the Fund's Investment Adviser to be of comparable credit quality. See
"INVESTMENT OBJECTIVES AND POLICIES" in the main body of this Prospectus.
Thereisno assurance that the Fund will achieve itsinvestment objectives.

The Fund is offering 14,500,000 shares of Common Stock (the "Shares"), through UBS
PaineWebber Incorporated of Puerto Rico ("UBS PaineW ebber Puerto Rico” and in its
capacity as underwriter of the Shares, the "Underwriter"). The Underwriter will commit to
purchase the Shares at several closings to be held in San Juan, Puerto Rico. It isanticipated
thattheinitial closingwill takeplace on or about July 31, 2002, and several closingswill take
place at monthly intervalsthereafter. The Underwriter may also purchaseup to an additional
2,175,000 Shares to cover "over-allotments.”" The minimum number of Shares aninvestor
may purchaseis 100.




Offerings and
Transfer Limitations

Special Leverage
Considerations

Management of
the Fund

Risk Factors

The initial public offering priceis $10 per Share and the price to the public after thelnitial
Closing will be the greater of $10 or the then current net asset value per Share plus the
applicable sales load. See "UNDERW RITING" in the main body of this 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 arein Puerto Rico. You will berequired to deliver to
the Underwriter or deal er aletter of representationin the form of A ppendix C attached to this
Prospectus. The Shares may be sold, pledged, hypothecated, or otherwise transferred
exclusively to residents of Puerto Rico. If you cease to be resident of Puerto Rico, you will
no longer have available the tax benefitsthat makethe Fund an attractive investment. Insuch
case, you have anobligation to notify the Underwriter or dealer of such change in residency
within 30 days from ceasing to be aresident of Puerto Rico and to liquidate your investment
in the Shares as soon as it becomes economically feasible to do so. Furthermore, you will
agree not to purchase more Shares. See "LIMITATIONS ON OFFERINGS AND
TRAN SFER OF THE SHARES" in the main body of this Prospectus.

The Fund may raise additional assetsto inved by issuing preferred sock, debt securities, or
other forms of leverage, representing not more than 50% of the Fund's total assets
immediately 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 involves risk to a greater extent
thanif youinvested in anon-leveraged Fund, including the possibility 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
FACTORS AND SPECIAL CONSIDERATIONS" and "SPECIAL LEVERAGE
CONSIDERATIONS" in the main body of this Prospectus.

UBS PaineWebber Asset M anagers, a division of UBS PaineWebber Trust Company of
Puerto Rico ("UBS PWT C") will serve as the Fund's invesment adviser (the "Investment
Adviser")and will receive an annual investment advisory fee not to exceed an aggregate rate
of 0.75% of the Fund's average weekly gross assets.

UBS PWTC will also serve as the Fund's administrator (in such capacity, the
"Administrator")aswell asitstransfer agent, registrar, dividend disburdng, and sharehol der
servicing agent and custodian of the Fund's assets. As Administrator, UBS PW TC will
receiveafeeof 0.15% of the Fund saverage weekly gross assets. See"ESTIMATED FUND
EXPENSES" below and "MANAGEMENT OF THE FUND" and "PORTFOLIO
TRANSACTIONS— Transaction Involving Affiliates" in the main body of this Prospectus.

UBSPWT Cisan affiliate of UBS PaineWebber Puerto Rico and UBS AG. You should be
aware that certain conflicts of interest exist among the Fund, the Investment Adviser, and its
affiliates.

« General. The Fund'sinvestments 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. You may experience a
decline in the value of your investment in the Fund and lose money.
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Transactionslnvolving
Affiliates

Distributions of
Principal

» Lack of Operating History. The Fund is a newly organized, non-diversified, closed-end
management investment company with no previous operating history. The Fund may not
succeed in meeting its investment obj ectives.

e Conflicts of Interest Risk. While the Fund is subject to the terms and conditions of the
Commissioner's Ruling (induding provisons regarding transactions with affiliates), as
described below, it is not registered under the U.S. Investment Company Act of 1940, as
amended, and is therefore, not subject to the restrictions regarding, among other things,
transactionsbetween the Fund and UBS PaineW ebber Puerto Rico or its affiliates(including
UBS PWTC and UBS AG), aswell asinvestment in or deposits with such affiliates. Itis
anticipated that the Fund will engage in transactions, such as securities purchase and sale
transactionsand repurchase agreement transactions, directly with UBS PaineW ebber Puerto
Rico and possibly other of its affiliates.

« Liquidity and Restrictions on the Transfer of the Shares. The Sharesmay beoffered,sold,
or otherwise transferred exclusively to individuals whose principal residence is in Puerto
Rico, or to corporations and other business organizationswhose principal office and place
of business are in Puerto Rico. Shareholders who cease to be residents of Puerto Rico will
no longer have available the tax benefits that make the Fund an attracti ve investment, and
those Shareholders have an obligation to liquidate their Shares as soon as it becomes
economically feasible to do so. Prior to this offering, there has been no market for the
Shares. No assurance can be given asto theliquidity of, or the trading market for,the Shares
as aresult of any activities undertaken by the Underwriter.

e 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 gans realized in
the same or in subsequent years, there isno assurance that the Fund will be able to return to
you an aggr egate of $10 per Share by December 31, 2032. In addition to the other risks of
leverage, the existence of leveragemay affectthe ability to return $10 per Share by suchdate.

See"RISK FACTORSAND SPECIAL CONS DERATIONS" and"SPECIAL LEVERAGE
CONSIDERATIONS" in the main body of this Prospectus, for a more detailed description
of the risk consderations that may be relevant to you.

It isanticipated 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, in an effort to address potential conflicts of interest. Thereis no
assurance that these procedures will be effective. Portfolio transactions between the Fund
and UBS PaineWebber Puerto Rico and/or itsaffiliates will be executed pursuant to terms
and conditions comparable to those with unrelated third partiesin the ordinary course of its
investment activities. See "RISK FACTORS AND SPECIAL CONSIDERATIONS" and
"PORT FOLIO TRANSACTIONS— Transactions Involving Affiliates" in the main body of
this Prospectus.

On or after July 31, 2013, the Fund may commencepro rata distributionsto its Shareholders
of all or a portion of the principal paymentsreceived by the Fund on its portfolio securities,
whether by maturity, prepayments, acceleration, redemption, sale, or otherwise
("Distributionsof Principal"). However, the Fund will commence suchdistributionsno later
than July 31,2018. The amount of such Distributions of Principal will bedetermined at the
discretion of thelnvestment Adviser and will be effected after deducting any amountsutilized
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Liquidation of
the Fund

Dividends and Other
Distributions

Share Repurchases

Taxation

by the Fund to repay outstanding leverage and in addition to regular monthly distributions
of net investment income and distributions of net cgpital 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 use the realized net
capital gains and/or the net investment income (in that order) to achiev e this investments
objective. Any amounts distributed by the Fund will be separately designated to indicate the
sources of such distribution. There isno assurance that the Fund will be able to effect
Distributions of Principal in accordance with its objective or otherwise return an amount at
least equal, in theaggregate, to theinitial 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 investmentsis reduced to 5%
or less of the aggregate principal amount of the Fund's investments purchased with the
proceeds of the Fund's initial offering of Shares, the Fund may sell its remaining portfolio
securities to any person, including UBS PaineWebber 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, 2038. 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 as well
asinterest paid on outstanding debt securities [including commercial paper] or other forms
of leverage). The netcapital gainsrealized bythe Fund,if any, may be retained by the Fund,
aspermitted by PuertoRico law, unlessthe Fund's Board of Directors determinesthat thenet
capital gainswill alsobedistributed. See"DIVIDENDSAND OTHERDISTRIBUTIONS"
in the main body of this Prospectus.

Although the Shareholders will not have theright to redeem their Shares, the Fund may take
action to repurchase the Shares in the open market or make tender offers for its Shares at
their net asset value. See"REPURCHASE OF THESHARESBY THE FUND" in themain
body of this Prospectus.

See"TAX ATION" inthemain body of this Prospectus for asummary of the material Puerto
Rico and U.S. tax considerationsthat may be relevant to progectiveinvestorsin the Fund.

S4




ESTIMATED FUND EXPENSES

The following tables are intended to assist you in understanding the various costs and expenses you can expect
to bear, directly or indirectly, by investing in the Shares.

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

Annual Fund Operating Expenses (as a per centage of av erage weekly gross assets) @

Investment AdViSOry FEES . . ... e e 0.75%
Administration FEES . . . ... e 0.15%
Other EXPENSES? . . .. 0.10%
Total Annual Fund Operating EXpenses® . .. ... ...ttt 1.00%
1) Investment advisory and administration fees, which areindirectly 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.

The Fund may borrow money, among other things, by issuing preferred stock, debt securities, and other forms of 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 approximatdy 50% of the Funds total assets, including amount borrowed at an
annual interest rate(including dividends on preferred stock) of 2% payableon such leverage, and based on market rates
as of the date of thisProspectus, the annual reurn on the assets that the Fund's portfolio must experience (net of expenses)
inorder to cover such interest paymentswould be 2%. Theactual cost of leverage (including dividendson preferred stock)
will be based on market rates at the time the Fund undertakes a leveraging strategy, and such actual cost of leverage may
be higher or lower than that assumed, es more fully described herein.

3) Such feesmay be voluntarily waived or reimbur sed by UBSPWTC from time to time. However, itemsincluded under the
caption "Other Expenses’ will not be waived. Thereis 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. The example assumes payment by the Fund of operating expenses at the levels set forth in thetable 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, (i) a 5% annual return, (iii) all dividends and distributions reinvested at net asset
value, and (iv) the deduction of the totd annual Fund operating expenses, as described above, remaining the same for
the years shown.

One Year Three Years Five Years Ten Years
Assuming No Leverage $572 $778 $1,001 $1,641
Assuming Leverage of 50%
of the Fund's total assets $668 $1,073 $1,501 $2,692

This example also providesyou with a means for comparison with the expense levels of other investment
companies with different fee sructuresover 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 begreater or less than
those shown for purposes of this example
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RISK FACTORS AND SPECIAL CONSIDERATIONS

The main risksof investingin Puerto Rico AAA Portfolio Target Maturity Fund, Inc. (the"Fund") are described
below. Any of these risks may causeyou 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. Because the Fund investsin investment securities, the Fund's net asset value may fluctuate
due to market conditions and you may experienceadeclinein the value of your investment in the Fund and lose money.

Lack of OperatingHistory. The Fundisanewly organized, non-diversified, closed-end management investment
company with no previous operating history. The Fund may not succeed in meeting its investment objectives.

Conflicts of Interest Risk. Whilethe Fund is subject to the terms and conditions of the Commissioner's Ruling
(including provisions regarding transactions with affiliates), as described below, it is not registered under the U.S.
Investment Company Act of 1940, as amended, (the "1940 Act") and is therefore, not subject to the redrictions
regarding, among other things transactions between the Fund and UBS PaineWebber Incorporated of Puerto Rico
("UBS PaineWebber Puerto Rico" or in its capacity as underwriter for the Fund's shares of Common Stock, the
"Underwriter") or its affiliates (including UBS PaineWebber Trust Company of Puerto Rico ["UBSPWTC"] and UBS
AG), aswell asinvestment in or deposits with such affiliates It isanticipated that the Fund will engage in transactions,
such assecurities purchase and sal e transacti onsand repurchase agreement transactions, directly with UBS PaineWebber
Puerto Rico and possibly other of itsaffiliates. For most securities purchased by the Fund, one of thoseentities may be
the only dealer, or one of only afew dealers, in the securities being purchased or sold by the Fund. In that event,
independent sourcesfor valuation or liquidity of a security may belimited or nonexistent. The Fund isexpected toinvest
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. As a result of the above transactions and other dealings, the interests of UBS
PaineWebber Puerto Rico, an affiliate of the Fund's Invesment Adviser (as defined below), 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 UBS PaineWebber Puerto Rico and/or its affiliateswill be executed pursuant to terms and conditions comparable
to those with unrelated third parties in the ordinary course of its investment activities. In addition, the investment
advisory fee payableto the I nvestment Adviser during periodsin which the Fund is utilizing leverage will be higher than
when it is not doing so because the fee is calculated as a percentage of average weekly gross assets, including assets
purchased with leverage. Because the asset base used for calculating the invegment 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.

UB S PaineWebber Asset Managers of Puerto Rico("UBSPWAM"), adivision of UBSPWTC (hereinreferred
toasthe"Investment Adviser" and the" Administrator," initsrespectivecapacity asinvestment adviser and administrator
to the Fund), aswell as UBS PaineWebber Puerto Rico and their affiliates may engage, at the present orin the future,
in business transactionswith or related to any oneof the issuersof the Fund's investment assets, or with competitors of
such issuers, aswell as provide them with investment banking, asst management, trust, or advisory services, including
merger and acquisition advisory services. These activitiesmay present aconflict between any such affiliated partiesand
the interests of the Fund. Any such affiliated parties may also publish or may have published research reports on one
or more of such isauers and may have expressed opinions or provided recommendationsinconsistent with the purchasing
or holding of the securities of such issuers. Any of these adivities 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 is therefore,
not subject to the restrictions imposed on investment advisers thereunder.

Liquidity and Restrictionson the Transfer of the Shares. The Shares have not been regigered with the U.S.
Securitiesand Exchange Commission under the U.S. Securities Act of 1933, asamended (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 toindividual swhose principal residenceisin Puerto Rico, or to corporationsand other business organizations
whose principd office and place of business are in Puerto Rico. Prior to the initial sale or subsequent transfer of the
Shares, each purchaser will berequiredto represent in writing to the Fund, the Underwriter, or the Adminigrator that
the above conditions to purchase are satisfied. Appendix C to this Prospectus contains, in letter form, the substance of




the representations that must be made prior to the purchase and delivery of such shares. Such restrictions shall remain
in effect until such time as the Fund shall determine, based on an opinion of legal counsel, that they are no longer
necessary in order to preserve an exemption for the Shares from theregistration requirements of the 1933 Act, and for
the Fund under the 1940 Act. Shareholderswho cease to be residents of Puerto Rico (asdescribed above) will no longer
have available the tax benefits that make the Fund an attractive invegment and will havean obligation to liquidate their
Shares assoon as it becomes economically feasible to do so.

Prior to this offering, there has been no market for the Shares. The Underwriter currently intends to maintain
a market in the Shares commencing after the final closing of the initid public offering of the Shares, although itis not
obligated to do so. No assurance can be given as to the liquidity of, or thetrading market for, the Shares as a result of
any activitiesundertakenby the Underwriter. Such purchases and sales, if commenced, may be discontinued at any time.
If at any time UBS PaineWebber Puerto Rico (and other dealers, if any) ceases to maintain a market, the Shares will
become illiquid until a market is reestablished.

The market price of the Shares will be determined by such factors as relative demand for and supply of such
Shares in the market, general economic and market 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 their respective offering price.
That conclusion is further affected by the fact that there may be few or no market-makers in the Shares UBS
PaineWebber Puerto Rico may be the only firm maintaining a market in the Shares, and from time to time, due to
regulatory constraintsor otherwise, U BS PaineWebber Puerto Rico may cease to maintain amarket in the Shares, which
could resultinilliquidity of the Shares. Shares of closed-end invesment companies frequently trade at a discount from
their net asset values. However, Puerto Rico investment companieswhich are similar to the Fund have general ly (though
not always) traded at an amount equal or at a premium to their net asset value. Thereis no assurance, however, that this
will continue inthe future or that the experience of the Fund will replicate that of other similar Puerto Rico investment
companies. Accordingly, the Shares may not be suitable to all investors as they are designed 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
dispositionsof securitiesare not offset by capital gainsrealized inthe same or in subsequent years thereisno assurance
that the Fund will be able to return to you an aggr egate of $10 per Share by December 31, 2032 (the "Target Date").
In additionto the other risks of leverage, the existenceof leverage may affect the ability to return $10 per Share by the
Target Date. Specificaly, to the extent that the Fund realizes losses in excess of gains on the additional portfolio
securitiespurchased with theleverage, the Fund may berequired to repay maturing debt securitieswith principal, income,
or gains that may otherwise have been applied to the return of the $10 per Share by the Target Date. The Fund will
establish areserve account to recoup amounts paid by the Fund in connection with itsorganization and itsinitial public
offering.

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

Geographic Concentration Risk. The Fund is exposed to certain risks resulting 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 an investment company that isnot concentrated in Puerto Rico issuers. Also, the
Fund's ability to achieve itsinvestment objective and to comply with applicablelaw dependson the availability of Puerto
Rico obligations. If those obligations are unavailable or are only available at a price unreasonably above their market
value or at interest rates inconsistent with the Fund's investment objective, it may harm the Fund's performance.

Non-Diversification Risk. A relatively high percentage of the Fund's assets will be invested in obligations of
alimited number of Puerto Rico issuers. Consequently, the Fund's net asset value and itsyield may increase or decrease
more than thatof amore diversified investment company asaresult of changesin the market's assessment of thefinancial
condition and prospects of such Puerto Rico issuers. The Fund will also be more susceptible to any single economic,
political, or regulatory occurrence in Puerto Rico than a more widely diversified fund.




Interest Rate Risk. The value of a money market instrument generally can be expected to fall when short-term
interest rates rise and to rise when short-term interest rates fall. Interest rate risk is the risk that interest rateswill rise,
so that the value of the Fund's investments will fall. Also, the Fund's yield will tend to lag behind changesin prevailing
short-term interest rates. T his means that the Fund's income will tend to rise more slowly than increases in 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 a variety of factors, including general market conditions for such securities, the financial condition of the
issuer, the size of theparticular 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 changesin its yields both up and down. The market
value of fixed income securities normally will vary inversely with changesin interest rates. SuchchangesintheFund's
net asset value, in particular, also might affect the price of the Shares. The unique characteristics of certain types of
securities may also make them more sensitive to changes in interest rates.

Certain issuers of fixed income securitiesare subject to the provisionsof bankruptcy,insolvency,and other laws
affectingthe rights and remediesof creditorsthat may result in delays and coststo the Fund if a party becomesinsolvent.
It is also possible that, as a result of litigation or other conditions, the power or ability of such issuers to meet their
obligationsfor therepayment of principal and payment of interest, respectively,may be material lyand adversdy affected.

Repurchase Agreement Risk. If arepurchase agreement counterparty defaults, the Fund may suffertime delays
and incur costs or possible losses in connection with the disposition of the securities underlying the repurchase
agreement. In the 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 thereon.
In such an event, the Fund would have rights against the counterparty for breach of contract with respect to any losses
resulting from those market fluctuations.

Municipal Obligations Risk. Certain of the municipal obligations in which the Fund may invest present their
own distinct riks. These risks may depend, among other things, on the financial dtuation of the government issuer, or
in the case of industrial development bonds and similar securities, on that of the entity supplying the revenuesthat are
intended to repay the obligations. It isalso possiblethat, asaresult of litigaion or other conditions, the power or ability
of issuers or those other entitiesto meet their obligations for the repayment of principal and payment of interest may be
materidly and adversely affected.

Mortgage-Backed SecuritiesRisk. M ortgage-backed securities, in general, differfrom investmentsin traditional
debt securities in that, among other things, principal may be prepaid at any time due to prepayments by the obligorson
the underlying obligations. Prepayments might result in reinvestment of the proceedsof such prepayments at interest
rates that are lower than the prepaid obligations. Prepayments are influenced by a variety of economic, geographic,
demographic and other factors. Generally, however, prepaymentswill increase during periods of declining interest rates
and decrease during periods of rising interest rates. Since a substantial portion of the Puerto 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 invegments 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 been less influenced by market interestrate fluctuations and therefore, have been more stable. The frequent
absence of a government guarantee creates greater exposure to the credit risk on the underlying obligations and
depending on the structure, the credit risk of the sponsor of such obligations.

Illiquid Securities Illiquid securities are securities that cannot be sold within areasonable 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. There presently are alimited number of participantsin the market for certain Puerto Rico securitiesor other
securities or assets that the Fund may own. That and other factors may cause certan securities to have periods of




illiquidity. Illiquid securities include, among other things, securities subject to legal or contractual restrictionson resale
that hinder the marketability of the securities.

There are no limitations on the Fund'sinvestment in illiquid securities. The Fund may also continue to hold,
without limitation, securities or other assets that become illiquid after the Fund invests in them. To the extent the Fund
owns illiquid securities or other illiquid assets the Fund may not be able to sell them easily, particuarly atatime when
it is advisable to do so to avoid losses.

Valuation Risk. There may be few or no dealers making amarket in certain securities owned by the Fund,
particularly with respect tosecurities of Puerto Rico issuersincluding, but not limited to,investment companies. Dealers
making a market in those securitiesmay not be willing to provide quotations on aregular basis to the Fund's I nvestment
Adviser. It may therefore be particularly difficultto value thosesecurities. When market quotationsfor 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,
the interests of UBS PaineWebber Puerto Rico may conflict with those of the Fund asto the price and other termsof
transactions among them.

Special Risks of Hedging Strategies. The Fund may use avariety of derivativeinstrumentsincludingsecurities
options, financial future contracts, options on future contracts and other interest rate protectiontransactions such as swap
agreements, to attempt to hedge its portfolio of assts and enhance its return. Successful use of most derivative
instruments depend supon thelnvestment Adviser'sability to predict movementsof the overall securitiesand interest rate
markets. There can be no assurance that any particular hedging srategy adopted will succeed. See "Appendix F —
Hedging and Related Income Strategies."

Derivative Instruments. In order to attempt to hedge various portfolio positions or to enhance its return, the
Fund may invest up to 5% of its total assetsin certain ingruments which are or may be considered derivatives. Subject
to the approv al 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 increasedvolatility and potential | everaging effect (without
being subject to the Fund's leverage limitations ), may adversely &fect the Fund. For example, investments in indexed
securities, including, among other things, securitieslinked to an equitiesor commoditiesindex and inverse floating rate
securities, may subject the Fund to the risks associated with changesin the particul ar indices, whichmay include reduced
or eliminated interest payments and losses of invested principal. Such investments, in effect, may dso 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 transactionswill besuccessful or will notresultin losses. For example, utilizaion of
options and futures transactionsinvolvesthe risk of imperfect correlation in movementsin the price of such options and
futuresand the 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 same risks as floating rate municipal obligations generally, as well as risks of
adverse tax determinations, or inthe case of municipal derivatives used for hedging purposes risks dmilar to thosefor
other hedging strategies.

Transactionswith Counterparties. The Fund will engage in swap and other financial transactions directly with
other counterparties. Thissubjectsthe Fund to thecredit risk that acounterpartywill defaulton 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 throughthe interposition of aclearing organizati on 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.

Changes in Applicable Law. Legislation affecting Puerto Rico Securities, assets other than Puerto Rico
Securities, Puerto Rico and U.S. investment companies, taxes, and other matters related to the business of the Fund are
continually being considered by the Puerto Rico Legislaure and the U.S. Congress. Moreover, the determinationsmade
and thewaiversand rulingsgranted by the Office of the Commissioner of Financial I nstitutions (the" OCFI")to the Fund,
do not constitute a precedent binding thereon. There can be no assurance that legislation enacted or regulations
promul gated after the date hereof will not have an adverse effect on the operations of the Fund, the economic vdue of
the Shares, or the tax consequences of the acquisition or redemption of Shares.
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THE FUND

The Fund is a newly-organized, non-diversified, closed-end management investment company. It is a
corporation organized under the laws of Commonweal th of Puerto Rico ("Puerto Rico") and will operate as aregistered
investment company under the Puerto Rico Investment Companies Act, as amended (the " PR-ICA ™) and is subject to
aruling issued by the OCFI to the Fund (the "Commissioner's Ruling"). See "RULING OF THE COM MISSIONER."
The Fund was incorporated on July 12, 2002. The Fund'sprincipal office is located at American Internationd Plaza
Building, Seventh Floor, 250 Mufioz Rivera Avenue, San Juan, Puerto Rico 00918, and its telephone number is (787)
773-3888.

THE OFFERING

The Fundisoffering 14,500,000 Shares, through UBS PaineW ebber Puerto Rico. The Underwriterwill commit
to purchase the Shares at several closings to be held in San Juan, Puerto Rico. Itis anticipated that the initial closing
will take place on or about July 31, 2002 (the "Initial Closing"), and several closingswill take place at monthly intervals
thereafter. The Underwriter has been granted an option to purchase up to 2,175,000 additional Shares solely to cover
over-allotments. The public offering pricewill 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 exdusively to individuds who have their principal resdence in
Puerto Rico and to persons, other than individuals, that hav e their principal office and principal place of businessin
Puerto Rico (collectively, the "Puerto Rico Residents"). All investorsin andtransferees of the Shareswill be required
to deliverto the Underwriter or a deal er aletter of representation in the form of Appendix C attached to this Prospectus.
See"LIMITATIONS ON OFFERINGS AND TRAN SFER OF THE SHARES" and "UNDERWRITING."

LIMITATIONS ON OFFERINGS AND TRANSFER OF THE SHARES

While the Fund is subject to the terms and conditions of the Commissioner's Ruling (including provisions
regarding transactions with affiliates) as described below, the Shares have not beenregistered under the 1933 Act, nor
under the securitieslaws of any state or jurisdiction, and the Fund has not been regigered under the 1940 Act. Therefore,
it isnot subject to the restrictions regarding, among other things, transactions betweenthe Fund and UBS PaineWebber
Puerto Rico or its affiliates (including UBS PW TC and UBS AG), as well as investment in or deposits with such
affiliates.

Consequently, the Shares may be sold, pledged, hypothecated, or otherwise transferred exclusively to Puerto
Rico Residents. Transferees of the Shares arerequired to deliver to the Underwriter or adealer aletter of representation
intheform of Appendix C herein. The U nderwriter and any dealerswill be contractually obligated to the Fund to obtain
such letter of representation in proper form. Any transfer of the Shares to atransferee who has not so provided such a
letter will be null and void. Investorsin the Shares (the " Shareholders") who cease to be Puerto Rico Residents will no
longer have available the tax benefitsthat make the Fund an attractiveinvestment. Insuch case within 30 daysfrom
ceasing to be Puerto Rico Residents, such Shareholders have an obligation to notify an Underwriter or dealer and
liquidate their investment in the Shares a soon as it becomes economically feasible to do so. Furthermore, such
Shareholders agree not to purchase more Shares. These restrictions shall remain in effect until such time asthe Fund,
the Underwriter, or the Fund's Investment Adviser, shall determine based on an opinion of counsel, that the restrictions
are no longer necessary in order to preserve an exemption for the Shares from the registration requirements of the1933
Act and for the Fund from the 1940 Act.



USE OF PROCEEDS

The proceeds to the Fund of this public offering are estimaed at $138,112,500 ($158,829,375 if the
Underwriter's over-allotment optionisexercised in full) before payment of offering expenses (whichit isanticipated will
not exceed $300,000). Organizational expenses, which will also be paid by the Fund in the firstyear of operations, are
estimated at $50,000. Such proceeds will be invested in accordance with the Fund'sinvestment objectives and policies
on or before the first anniversary of the Fund's registration as an investment company with the OCFI (the "Anniversary
Registration Date"). Pending suchinvestment, the proceeds may be invested temporarily in cash and short-term U.S.
Government securities (asused herein, "U.S. Government Securities" includes direct obligations of the U.S., as well as
securities issued by agencies and instrumentalities of the U.S.) The Fund will establish a reserve account to recoup
amounts paid by the Fund in connection with its organization and its initial public offering.

INVESTMENT OBJECTIVES AND POLICIES

The Fund's investment objectives are (1) to provide you with current income, as is consistent with the
preservation of capital; and (2) to return your initial investment of $10 per Share by or before December 31, 2032.

The Fund will normally invest at leag 67% of itstotal assetsin taxable and tax-exempt securities issued by
Puerto Rico issuers (the "Puerto Rico Assets"). These include securities 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 securities that 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, taxable and tax-exempt securities issued or guaranteed by the U.S.
Government, itsagenciesand 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 in other
non-Puerto Rico Securities which the Investment Adviser may select, consistent with the Fund's investment objectives
and policies. The Fund may not invest in securitieswhich haveamaturity date subsequentto December 31,2032. There
isno assurance that the Fund will achieveitsinvesment objectives.

At least 95% of the Fund's total assets will be invested in securities which, atthe time of purchase, (i) are rated
AAA by Standard & Poor's, adivision of The McGraw-Hill Companies, Inc. ("S&P"), AAA by Fitch, Inc.("Fitch"), or
Aaaby Moody's Investors Service, Inc. ("Moody's"), or that have received an equivalent rating from another nationally
recognized statistical rating organization (an " NRSRQO"), or (ii) if not so rated, are in the opinion of the Invesment
Adviser, of acredit quality comparable to such rated obligations (i.e., those that are backed by aletter of credit or other
formsof corporate or governmental guarantees, the issuer of which has received an equivalent short-term or long-term
credit rating, essapplicable). See Appendix D for further information regarding S& P's, Fitch's, and Mo ody'sratings. The
Fund will not make additional investmentsinlower-rated securitiesif, at the time of a proposed purchase, more than 5%
of itsassetswould beinvested in such securities. Changesin economic conditionsor other circumstancesaremorelikely
to lead to a weakened capacity for issuers of lower-rated securities to make principal and interest payments than is the
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 eventin determining whether the Fund should continue to hold the obligation. In making
such adetermination, the Invesment Adviser will consider such factorsinitsasessment of the credit quality of theissuer
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 sharesof a closed-end investment company, such
asthe Fund, which invests primarily in fixed-income securities, changes as the general levels of interestrates fluctuate.
When interestrates 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-ter m 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 an investment company having aleveraged capital structure, as the 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
supermajority (or in some cases, asimple majority) of invegorsinthe Fund's outstanding Shares and by the OCFI. All
other investmentpolicies 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 inv est.

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-Back ed Securities typically receive interest and principal on the underlying mortgage loans (and/or any
related credit support). The Fund'sinvestments in Mortgage-Back ed Securitieswill be consid ered 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 M ortgage-B acked Securitieswill includethoseissued or guaranteed by the Government Nationd
Mortgage Association ("GNMA"), Federal National Mortgage Association ("FNMA") or Federal Home Loan M ortgage
Corporation("FHLMC"), aswell as Mortgage-Backed Securities which are not guaranteedor issued by GNMA, FNMA,
FHLMC, or any other government agency ("Private Label Mortgage-Backed Securities"), andin either case may include
collateralized mortgage obligations ("CMOs"). Private L abel Mortgage-Backed Securitiesare issued in connectionwith
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."

GNM A 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
certificateswith 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.

FNM A Mortgage-Backed Securities represent abeneficial ownership interest in one or more pool s of mortgage
loans, which may be insured by the Federal Housing Adminigration or the Veterans Administraion, or which may not
beinsured or guaranteed by any governmental agency. FHLMC Mortgage-Backed Securitiesrepresent direct or indirect
participationsin, and are payable from, conventional residential mortgage loans. FNMA's and FHL MC's obligations
with 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 creditrisks. CMOs are multiple-class Mortgage-Backed Securities. Some CMOs are
directly supported by other CMOs, whichin turn aresupported by pools of mortgage loans. Investorsinsuch securities
typically receive paymentsout of theinterest and principal on the underlying mortgage loans. The portions of these
payments that investorsreceive, aswell asthepriority of their rightsto receive payments, are determined by the specific
terms of the CMO class. CMOs involve special risks. See "RISK FACTORSAND SPECIAL CONSIDERATIONS
— Mortgage Backed Securities” Thetype of GNMA, FNMA,FHLMC and certain other Mortgage-Backed Securities
in which the Fund may invest are described in more detail in"APPENDIX A — M ortgage-Backed Securities." Not all
types of Mortgage-Backed Securities arecurrently available in Puerto Rico.

Municipal Obligations Municipal Obligations are debtobligations or similar securitiesissued by or on behalf
of Puerto Rico, a State of the U.S., or any of their respective political subdivisions, organizations, agencies or
instrumentalities, or by multi-state agenciesor authorities. Municipal Obligationsareissued for various public purp oses,
including construction of public or privately-operated facilities, such as airports, bridges, hospitals, housing, mass
transportation, schools, streets and water and sewer works. Other public purposesfor 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 Municipa Obligationsin which the Fund may inv est, and certain
of the risks attached thereto, are described in the Appendix B to this Prospectus. Not all of suchtypes of Municipal
Obligations are currently availale in Puerto Rico.



Asset-Backed Securities The Fund may invest in various types of asset-backed securities ("Asset-Backed
Securities"). The securitizaion techniques used in the context of Asset-Backed Securities are similar to those used for
Mortgage-Backed Securities. The receivables supporting Asset-Backed Securities presently are primarily home equity
mortgage loans and automobile and credit card receiv ables, but may also consist of other types of obligations. A sset-
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 SB A 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. Theloans are generally commercial loans such asworking capital loans and equip ment loans.
The SBA is authorized to issue from time to time, through its fiscal and tranger agent, SBA-guaranteed participation
certificatesevidencing fractional undividedinterestsinpool s of these SBA-guaranteed portions of loans mad e 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 Securitieswill beconsidered Puerto Rico Asset-Backed Securitieswhenthesecuritizationvehicle
is organized under thelaws of Puerto Rico, or regardless of where organized, when a majority of the underlying assets
are obligations of Puerto Rico Residents.

Corporate Obligations Corporate obligations are debt obligationsor similar securities issued by or on behalf
of a corporation tha desires to raise money for particular corporate purposes, uch as for working capital or capitd or
other expenditures, orfor repayment of outstanding debt. See"Appendix D —Ratings of Munidpal Obligationsand Debt
Securities" and "Appendix E — Certain Other Types of Investments."

Preferred Stock. A Preferred Stock isablend 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 inthe issuer's growthmay 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. 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. If, asthe Fund
currently intends, the Fund issues preferred stock , debt securities, and other forms of |everage and seeksto obtain arating
of such preferred stock, debt securities, and other forms of leverage, any NRSRO issuing suchratingmay, as acondition
thereof, impose additional asset coverage or other requirements, which may restrictthe Fund's ability to engage in these
investment practices.

When-Issued Securitiesand Delayed Delivery Transactions

The purchase of securities on a when-issued or delayed delivery basis involves the risk that, as aresult of an
increase in yields available in the marketplace, the value of the securities purchased will decline prior to the settlement
date. The sale of securities for delayed delivery involves the risk that the prices available in the market on the delivery
date may be greater than those obtained in the sale transaction. At the time the Fund entersinto atransaction on awhen-
issued or delayed delivery basis, it will segregate with the Custodian (as defined herein) cash or liquid instruments with
a value not lessthan the vdue of the when-issued or delayed delivery scurities The value of these assts will be
monitored daily to ensurethat their marked-to-market value will at all times exceed the corresponding obligations of the
Fund. Thereisalways arisk 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 Municipd Obligations, orlong-term U.S. Government securitiesare avail able, or
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if the Investment Adviser believesunusual circumstanceswarrant adefensive posture, the Fund may temporarily commit
all or any portion of its assetsto taxable or tax-exempt short-term instruments. Such instruments may include securities
issued or guaranteed by the U .S. Government, its agencies or instrumentalities, commercial paper rated atleast A-1 by
S& P, Prime-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 Reverse R epurchase Agreements

The Fund may enter into dollar rolls, in which the Fund sells mortgage-backed or other securities for delivery
in the current month and simultaneously contracts to purchase substantially similar securities on a specified future date.
In the case of dollar rolls involving mortgage-backed securities, the mortgage-backed securities that 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 theroll period on the securities sold in adollar roll, but
the Fund is compensated by the difference between the current sales price and the lower price for the future purchase
as well as by any interest earned on the proceeds of the securities sold. The Fund could also be compensated through
the receipt of fee income equivalent to a lower forward price. The Fund may also enter into reverse repurchase
agreements in which amember bank of the Federal Reserve Sysem or a securities dealer who is a member of a national
securities exchange or is a market-maker in U.S. Government securities purchases portfolio scurities from the Fund,
coupled with an agreement to resell them to the Fund at a specific date and price (a"Reverse Repurchase Agreement").
The Fund may enter into Reverse Repurchase Agreements with UBS PaineWebber Puerto Rico or its affiliates under
thecircumstancesdescribed hereinand if specifically approved by the Board of Directorsand made subject to procedures
adopted by them. See "PORTFOLIO TRANSACTIONS—T ransactions | nvolving A ffiliates."

Dollar rolls and Reverse Repurchase Agreementswill generally be considered to be leverage and accordingly,
will be subject to the Fund's [imitaions on leverage, which will restrict the aggregate of suchtransactions, together with
the issuance of preferred stock, debt securities, and other forms of leverage, to 50% of the Fund's total 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 mai ntai ned with respect to the value of the Fund's
commitments thereunder. In addition, certain of the dollar rolls and Reverse Repurchase Agreementsentered into by
the Fund will be arbitrage tran sactionsin which the Fund will maintain an offsetting position in securities or Rep urchase
Agreements (as defined herein) that mature on or before the settlement date on the related dollar roll or Reverse
Repurchase Agreement. The Investment A dviser believ esthat such arbitrage transactions do not present therisksto the
Fund that are associated with other typesof leverage.

The market val ue of securities sold under Reverse Repurchase Agreementstypically isgreater than the proceeds
of the sale, and accordingly, the market value of the securities sold islikely to be greater than the value of the securities
in which the Fund invests those proceeds Reverse Repurchase Agreements involve the risk that the buyer of the
securities sold by the Fund might be unable to deliver them when the Fund seeks to repurchase. In the event the buyer
of securities under a Reverse Repurchase Agreement files for bankruptcy or becomesinsolvent, such buyer or itstrustee
or receiver may receive an extension of time to determine whether to enforce the Fund's obligation to repurchase the
securities, and the Fund'suse of the proceeds of the Reverse Repurchase Agreement may effectively berestricted pending
such decision.

Repurchase 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 a member bank of the Federal Reserve
System or asecuritiesdeal er who isamember of anational securitiesexchange orisamarket-makerinU.S. Government
securities and simultaneously commitsto resell the securitiesto such original seller at an agreed-upon date and price
reflecting a market 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
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dealersin transactions believedby the Investment Adviser to present minimum credit risks. Inaddition, each Repurchase
Agreement must be collaeralized at least at 102% with U.S. Government or other appropriate liquid high grade
securities, held at a third 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 proceduresadopted by
theBoard of Directors. See"SPECIAL LEVERAGE CONSIDERATIONS" and "PORTFOLIO TRANSACTIONS —
Transactions Involving Affiliates."

Other Practices

Call Rights. The Fund may purchase aPuerto Rico Security or other M unicipal Obligation issuer'sright 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 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 UB S PaineW ebber Puerto
Rico qualifies for an exclusion or exemption or comparable relief from applicable registration requirements contained
in the regulations administered by the U.S. Commodity Futures Trading Commisson. See Appendix E to this
Prospectus, for amore complete discussion of the Fund's types of derivative and related income strategies and the risks
thereof.

Short Sales. The Fund may engage in 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 securitiesconvertible into or exchangeable, without payment of any further consideration,
for securities of the same issue as, and equal amount to, the securities sold short.

SecuritiesLending. The Fund may also lend securities from its portfolio to broker-dealers, banks, financial
institutions, and institutional borrowers of securities and receive collateral 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 increaseamountsavailablefor investment through theissuance 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
discussedherein, including Reverse RepurchaseAgreements) to Puerto Rico Residernts, representing not more than 50%
of the Fund's total assets immediately after such issuance. Such activities will be carried out in accordance with
proceduresas established by the Board of Directorsin an effort to address potential conflicts of interest including,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 OCFI has restricted the Fund's leveraging activities. See "RULING OF THE
COMMISSIONER" and "PORT FOLIO TRANSACTIONS — Transactions Involving Affiliates." There can be no
assurance that any of the above securities will be issued.

The Fund, subject to the above percentage limitations, may also engage in certain additional borrowingsfrom
banks or other financial ingitutions, through Reverse Repurchase Agreements The Fund presently anticipates that it
will engagein borrowingsfrom, and other forms of leveragewith, UBS PaineWebb er Puerto Rico or its affiliatesthrough
Reverse RepurchaseAgreements dollarrolls,or otherwise upon theapproval of and subject to procedures as established
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by the Board of Directors, in order to address, among other things, the potential conflicts of interest in setting interest
or dividend rates. There isno assurance that the procedureswill be effective. The Fund intends to begin structuring its
leverage program after thecompletion of the offering of the Shares. UBS PaineWebber Puerto Rico may act as dealer
or placement agent in connection with any offering of debtsecuritiesby 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.

Although the general iming and termsof preferred stock, debt securities and other forms of leverage offerings
are determined by the Board of Directors, it is anticipated that each issuanceof preferred stock, debt securities, and other
forms of leverage will 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 intereg at ratesthat are higher thanshort-terminterestrates(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
speculativeinvestment technique and involvesincreased risk for Sharehol dersto a greater extent than in anon-leveraged
fund. These include the possibility of higher volatility of both the net asset valueand the market value of the Shares.
The effects of leverage may cause a Shareholder to lose any or all of the amountinvested. So long asthe Fundisable
to realizeahigher net return on theassetspurchased with the proceeds of the leverage than the then current dividend or
interest rate, as the case may be, on any preferred stock, debt securities, or other forms of leverage tog ether with other
related expenses, the effect of the leverage will be to cause the Shareholders to realize higher current net investment
incomethan if the Fund werenot so leveraged. There can be no assurance, however, thatthe Fund will be able to realize
such a net return. Short-term, medium-term, and long-term interest rates change from time to time as does their
relationship to each other (i.e., the slope of the yield curve) depending upon such factors as supply and demand forces,
monetary and tax policies, and invegor expectations. Changesin any or all of such factors could cause the relationship
between short-term, medium-term, and long-term ratesto change (i.e., to flatten or to invertthe slope of theyield curve)
so that short-term and medium-term rates may substantially increase relative to thelong-term obligations in which the
Fund may be invested. Tothe extent that the then current dividend or interest rate, as the case may be, on any preferred
stock, debt securities, and otherforms of leverage approachesthe netreturn onthat portion of the Fund's assets purchased
with the proceeds of the leverage, the benefit of leverage to the Shareholders will be reduced. Should the then current
dividend or interest rate, as the case may be, on any preferred stock, debt securities and other forms of |everage exceed
the net return on the Fund's assets purchased with the proceeds of the leverage, the Fund'sleveraged capital structure
would result in a lower yield to the Shareholders than if the Fund were not < leveraged and therefore, the amount
available for distribution to Shareholders will be reduced. Nevertheless, the Investment Adviser may determine to
maintain the Fund'slever aged positionif it deemssuch action to be appropriate under the circumstances. Theinvestment
advisory fee payable to the Investment Adviser during periodsin which the Fund is utilizing leveragewill be higher than
when it is not doing so because the fee is calculated as a percentage of average weekly gross assets, i ncluding 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 A dviser may have a conflict of interest in
formulating a recommendation to the Fund as to whether and to what extent to use leverage.

In addition, paymentson preferred gock, debt securities, and other forms of leverage issued by the Fund for
investment may be indexed to equity or other indices unrelated to the assetsheld by the Fund. While the Fund will enter
into hedging transactions to minimizetherisksinherentin those transactions, thereisno assurance that those transactions
will be successful. Moreover, any decline in the value of the Fund's assets will be borne entirely by the Shareholders.
Accordingly, the effect of leverage in adecli ning market woul d be agreater decreasein the net asset value of the Fund's
Sharesthan 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 be reflected in a greater declinein
the market price of the Shares and 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 itsinvestments, thereby reducing net assets and therefore, the net
asset value of the Shares. Such liquidations would also cause the Fund to incur transaction costs. M oreover, while
dividendson preferred stock or interest on debt securities or other forms of leverage are unpaid, no dividends or other
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distributionswould be permitted to be paid on the Shares until theFund 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.

The Fund may issue preferred stock, debt securities or other forms of leverage to the extent that immediately
after their issuance, (i) the value of the Fund's total assets (ii) less al 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 attributable to such preferred stock) and the total amount outstanding of
debt securities and other forms of leverage. T his asset coverage requirement must also be met any time the Fund pays
a dividend or makes any other distribution on the issued and outdanding Sharesor any sharesof the Fund's preferred
stock (other than adividend or other distribution payablein Shares) aswell as any time the Fund repurchases any Shares,
in each case after giving effect to such repurchaseof Sharesor issuance of preferred sock, debt securities, or otherforms
of leverage in 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 dso have to pay a premium. Any necessary liquidaions 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 borrowingsin the amount of approximately 50% of the Fund's total
assets, and an annual interest rate (including dividends on preferred stock) of 2% payable on such leverage based on
market ratesas 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%. T he following table is designed to illustrate
the effect oninvestment return with leverage obtained by theissuance of preferred stock, debt securities, and otherforms
of leverage representing approximately 50% of the Fund's total assets, assuming hypothetical annual returns of minus
10% to plus 10%. As the table shows, leverage generally increases the return when portfolio return is positive and
decreasesthe returnwhen the portfolio return is negative. The figures appearing in the table arehypothetical 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 (22%) (12%) (2%) 8% 18%

Leveraging of the Fund cannot be fully achieved urtil preferred gock, debt securities, and other forms of
leverageare issued and the proceeds have been invested by the Fund.

The Fund will seek to obtain an investment grade credit rating from S& P, Moody's, Fitch, or another NRSRO
on any preferred sock or debt securitieswhich it mayissue. The Fund believes that obtaining such ratingsmay enhance
the marketability of the preferred sock, 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 the Fund will be
able to obtain such ratings, and such ratings would not eliminate or mitigate any risks of investing intheFund's securities.
The NRSRO for preferred stock, debt securities, and other forms of leverage may require asset coverage maintenance
ratiosthat are in addition to, and more stringent than, those discussed above. In addition, restrictions may be imposed
on certain investment practicesin which the Fund may otherwise engage. The NRSRO requirements are also expected
to impose certain minimum issue size, diversification and other requirements for determining portfolio assets that are
eligible 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 conditionsforits portfolio securities. Thetermsof any preferred stock, debt securities or otherformsof leverage
might prohibit the payment of dividends or other distributions on the Shares and any other preferred stock of the Fund
inthe event theFund fail s to meet such asset coverage maintenance ratios and in such circumstances mightalso provide
for mandatory redemption of the preferred stock (if redeemable), with the potential adverse effects discussed above.
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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 cogds, and certain other
ongoing expenses, such as administrative 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 a reduction in the investment income that otherwise would be available for distribution to Shareholders.

Borrowings

In addition, the Fund may also borrow from banks or other financial ingitutions 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 Custodianwill sgregatethe 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 change its 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 the Board of Directors,
or (ii) at least 75% of the outstanding Shares, upon the failure of the B oard of D irectorsto approve aproposal submitted
by a Shareholder or a group of Shareholders that hold in the aggregate at | east 20% of the Shares. Under current law,
the OCFI must also approve any change in such objective or fundamental policy.

Asitsfundamental policy, the Fund may not issue debt securities or borrow money frombanks or other entities
(including borrowings through dollar rolls and Reverse Repurchase Agreements), in excessof 50% of the Fund'stotal
assets (including the amount of borrowings and debt securities issued). Inaddition, 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 inves in securitieswhich have a maturity datesubsequentto December 31,2032,
and the Commissioner's Ruling contains certain conditions with respect to the Fund's investment of 67% of itsassetsin
Puerto Rico Assets ("67% Investment Requirement") which regrictsthe Fund'sinvestments. See "RULING OF THE
COM MISSIONER."

M oreover, the Fund may not change the following investment limitations without the ap proval of a majority
of the Board of Directors and prior written notice to its Shareholders:

(a) purchase the securities of any one issuer, 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 one industry if, at the time of purchase, the investment would cause the
aggregate value of all the Fund'sinvestmentsin such industry to equal 25% or more of the Fund's total assets; provided
that this limitation shall not apply to: (i) investments in securities issued or guaranteed by the U.S. Government, its
agenciesor instrumentalities; (ii) Municipal Obligations, including Puerto Rico M unicipal Obligations, other than those
backed only by the assets or revenues of a non-governmental entity; and (iii) investmentsin mortgage-backed securities
(whether or not issued or guaranteed by an agency or instrumentality of the U.S. Government). For purposes of this
restriction, the intended or designated use of real estate shall determine itsindustry;

(c) purchase securities on margin, except for short term credits necessary for clearance of portfolio

transactions, and exceptthat the Fund may make margin depositsin connection with its use of options or future contracts.
See "Appendix E — Certain Other Types of Investments;"
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(d) engage in the business of underwriting securities of other issuers, except to the extent that, in
connectionwith thedisposition of portfolio securities, the Fund may be deemed an underwriterunder U.S. securitieslaws
and except that the Fund may write options;

(e) make short sales of securities or maintain ashort 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
securitiesconvertibleinto or exchangeabl efor, withoutpayment of any further consideration, securitiesof the sameissue
as, and equal in amount to, the securities sold short;

f) purchase or sell real estate (including real estate limited partnership interests), provided that the Fund
may investin securitiessecured by real egate or intereststheren or issued by entitiesthatinvest inreal estate or interests
therein (including mortgage-backed securities),and provided further that the Fund may exercise rightsunder agreements
relating to such securities, including the right to enforce security interests and to liquidate real estate acquired asaresult
of such enforcement; provided, however,that suchsecurities and any such real edate securing a security acquired by the
Fund shall not be a" U.S. real property interest” within the meaning of Section 897 of the U.S. Intemal 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 INVESTM ENT PRACTICES — Other Practices— Options and
Futures™; or

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

MANAGEMENT OF THE FUND

The overall management of the business and affairsof the Fund is vested with the Board of Directors. The
Board of Directors approv es all significant agreements between the Fund and persons or companies furnishing services
to it, including the Fund's agreements with its Investment Adviser, Administrator, Custodian, and Transfer Agent (all
termsas defined herein). The day-to-day operations of the Fund are delegated to its officers and to the Administrator,
subject to the Fund's investment obj ectives and policies and to general supervision by the Board of Directors.

TheBoar d of Directors. Certain biographical and other information relatingto the directors of the Fund who
are"Independent Fund Directors,” asdefined in the Fund’s Code of Ethics, is set forth below, including their ages, their
principal occupations for at least the last five years, the length of time served, and other public directorships.

The Independent Fund Directors listed below are also members of the boards of directors of the Puerto Rico
Investors Family of Funds, the Puerto Rico T arget Maturity Family of Funds, the UB S PaineW ebber IRA Select G rowth
& IncomePuerto Rico Fund, and the T ax-Free Puerto Rico Family of Funds (collectively, these funds are referred to as
the"Affiliated Funds"). Thetotal number of portfoliosofthe Affiliated Funds overseen by eachDirector isalso provided
below.
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Number of

Position(s) Term of Office Affiliated
Held with the and Length of Principal O ccupation(s) Funds Public
Name, Address, and Age | Fund/Portfolio Time Served During Past Five Years Over seen Director ships
Victor J. Salgado Arroyo | Director Director since | Chairman of the Board of | 13 funds | None
(76) 2002 Directors, President,and Chief | consisting of
c/o UBS PaineWebber Executive Officer of | 20 portfolios
Trust Company of Puerto INTEGRAND Assurance
Rico Company.
American International
Plaza— Ninth Floor,
250 Mufoz Rivera Avenue
San Juan, Puerto Rico
00918
Gabriel Dolagaray Balado | Director Director since | Former President of the| 13 funds| None
(67) 2002 Cooperativa de Seguros de | consisting of
c/o UBS PaineWebber Vida; former President of the | 20 portfolios
Trust Company of Puerto Association of Insurance
Rico Companies of Puerto Rico,
American International Inc.; former member of the
Plaza— Ninth Floor, Executive Committee of the
250 Mufioz Rivera Avenue North American Association
San Juan, Puerto Rico of the International
00918 Cooperative Insurance
Federation; Member,
Advisory Board to the
Commissioner of Insurance of
Puerto Rico; and former
President of the Puerto Rico
Chamber of Commerce.
Mario S. Belavd (63) Director Director since | Special Advisor of Miradero | 13 funds | None
c/o UBS PaineWebber 2002 Capital Partners, Inc.; Board | consisting of

Trust Company of Puerto
Rico

American International
Plaza— Ninth Floor,

250 Mufioz Rivera Avenue
San Juan, Puerto Rico
00918

Member of Triple S
Management, Corp.and Triple
S, Inc.

20 portfolios

Certain biographical and other informationrelating to theother members of theBoard of Directorswho are not
Independent Fund Directors and to the other officersof the Fund is set forth below, including their ages, their principal
occupations for at least the last five years, the length of time served, thetotal number of Affiliated Funds overseen and
public directorships held.
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Number of

Position(s) Term of Office Affiliated
Held with the and Length of Principal Occupation(s) During Funds Public
Name, Address, and Age Fund Time Served Past Five Years Over seen Directorships
Miguel A. Ferrer (64) Director and | Director and | President and CEO of UBS| 13 funds| None
c/o UBS PaineWebber President President since | PWTC; Director of "Fundacion | consisting of
Trust Company of Puerto 2002 para la Universidad de Puerto | 20 portfolios
Rico Rico" since 1996; Director of
American Internaional "Fundacion Biblioteca Rafad
Plaza— Ninth Floor, Hernandez Col6n" since 1993;
250 Mufioz Rivera President of UBS PaineWebber
Avenue Puerto Rico since 1980 (employee
San Juan, Puerto Rico since 1965) and a Senior Vice
00918 President of UBS PaineW ebber,
Inc.; former President and founder
of the Puerto Rico Association of
Financial Analysts; Member of the
Board of the Securities Industry
Association of Puerto Rico; and
Associate Member of the New
Y ork Stock Exchange.
David Sternberg (40) Director Director since | As of March 2002, Senior Vice| 13 funds | None
c/o UBS PaineWebber 2002 President and Chief Operating | consisting of
Trust Company of Puerto Officer—Branch Group, and from | 20 portfolios
Rico March 1999 until March 2002,
American Internaional Senior Vice President and Senior
Plaza— Ninth Floor, Deputy Generd Counsel, of UBS
250 Mufioz Rivera PaineWebber, Inc,; Deputy
Avenue Director —Capital Markets
San Juan, Puerto Rico Compliance for Salomon Smith
00918 Barney Inc. prior thereto.
LeslieHighley, Jr. (56) Senior Vice| Senior Vice| Senior Vice Presdent of UBS| N/A None
c/o UBS PaineWebber President President since | PWTC (sinceMay 2000) and UBS
Trust Company of Puerto 2002 PaineWebber  Incorporated of
Rico Puerto Rico (since 1994) and of
American Interndional the Puerto Rico Investors Tax-Free
Plaza— Ninth Floor, Family of Funds (sinceinception);
250 Mufoz Rivera President of Dean W itter Puerto
Avenue Rico, Inc. and a senior officer
San Juan, Puerto Rico responsible for Corporate and
00918 Public Finance from 1985 to 1993;
Executive Vice President of the
Government Development Bank
for Puerto Rico, managing
Investment and Treasury
Operationsand supervisingPrivate
Lending and the issuance of all
Puerto Rico Governmentdebt from
1977 to 1985.
Carlos V. Ubifas (47) Treasurer and [ Treasurer and [ Executive President and Chief| N/A None
c/o UBS PaineWebber Secretary Secretary since | Operating Officer of UBS Paine
Trust Company of Puerto 2002 Webber Incorporated of Puerto

Rico

American Internaional
Plaza—Ninth Floor,
250 Mufoz Rivera
Avenue

San Juan, Puerto Rico
00918

Rico since 1989; Executive Vice
President of UBS Paine Webber
Incorporated of Puerto Rico and
Managing Director of Investment
Banking since 1989
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Compensation of Directors. EachIndependent Fund Director receivesastipendfromtheFund of upto $1,000
plus expenses, for attendance at each meeting of the Board of Directors or committee thereof. The Independent Fund
Directors do not receive retirement or other benefits as part of their compensation.

Retirement
Benefits
Aggregate Accrued as
Name of Independent Fund Compensation | Part of Fund Total Compensation from the
Director from Fund® Expenses Affiliated Funds®?
Victor J. Salgado A rroyo $4,000.00 None $24,250
Gabriel Dolagaray Balado $4,000.00 None $24,000
Mario S. Belaval $4,000.00 None $24,250
(1) Estimated for the fiscd year ending June 30, 2003, assuming that the Board of Directors holds four

meetings during the year which are attended by all of the Independent Fund Directors.

2 Amount as of December 31, 2001, and does not include amounts if any, related to rembursement for
expenses related to attendance at such Board meetings or meetings of committees thereof. Inaddition to
the Fund, the Independent Board also serves on the Boards of Directors of the Affiliated Funds.

Subject to the supervision of the Board of Directors, investment advisory serviceswill be provided to the Fund
by UBS PWA M, adivisionof UB SPW TC, pursuant to an Investment Advisory Agreement (the"Advisory Agreement").
UBS PWA M will also serve as investment adviser to the Affiliated Funds. As of December 31, 2001, the Affiliated
Funds have combined portfolio assets of approximately $3.3 billion. UBS PW TC is atrust company organized under
the laws of Puerto Rico and hasits principal office and place of business at American International Plaza, Ninth Floor,
250 Mufioz 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, as anended, and is not registered as an investment adviser under
theU.S. InvestmentAdvisers Act of 1940, asamended. UBSPWAM islocated atAmerican I nternaional Plaza, Seventh
Floor, 250 Mufoz Rivera Avenue, San Juan, Puerto Rico 00918.

Pursuant to the Advisory Agreement, thelnvestment Adviser will provide acomplete and continuousinvestment
program for the Fund and make investment decisions and place ordersto buy, sell or hold particular securities and other
investments As compensation for their investment advisory servicesrelated to the Fund, the Investment Adviser will
receive an annual investment advisory fee (which isindirectly paid entirely by Shar eholders) not to exceed an aggregate
rate of 0.75% of the av erage weekly gross assets of the Fund, payable monthly.

Unless earlier terminated as described below, the Advisory Agreement will continue in 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 amajority of those directors of the Fund who, asindicated below, are independent members of the Board of Directors
(the "Independent B oard"). T he Advisory Agreement is not assignable, except to affiliatesof the Investment Adviser
subjectto 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 theFund or (iii) on 60 days'
written notice to the Investment Adviser by the vote of a majority of the outstanding voting securities of the Fund.

The Investment A dviser shall not be liable for any loss, expense, cost, or liability arising out of any error in
judgment or any action or omisson, including any ingruction given to the Custodian unless(i) such action or omisson
involved an officer, director, employee, or agent of the Investment Adviser, and (ii) such loss, ex pense, cost, or liability
arisesout of the Investment Adviser's grossnegligence, malfeasance or bad faith. The Invesment Adviser may rely on
any notice or communication (written or oral) reasonably believed by itto begenuine. T heselimitationsshall not relieve
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the Investment Adviser from any responsibility, obligation or duty that an Investment Adviser may have under state
statutes the lawsof Puerto Rico or any federal securities law which is not waivable.

UBSPWTC will also serve as the Fund's administrator. Pursuantto the Administration Agreement between
the Fund and UBS PWT C and subject to the overall supervision of the Board of Directors, the Administrator will be
responsible for providing facilitiesand personnel to the Fund in the performance of certain servicesincluding the weekly
determination of the Fund's net asset value and net income. As compensation for their administration services to the
Fund, the Administrator will receive an annual administration fee equivalent to a rate of 0.15% of the average weekly
gross assets of the Fund, payable monthly. The Administrator may retain theservices of a sub-adminigrator, which may
be its 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 receive afee asagreed from time to time with the Fund; such
feewill be at arate customarily paid to other custodians for the provision of similar services. The Custodian may retain
the services of a sub-custodian, which may be its affiliate. In such regard, the Fund intends to retain Citibank, N.A. to
perform certain custody functions for the Fund.

Pursuant to the terms of the Transfer Agency, Registrar, and Shareholder Servicing Agreement between the
Fund and UBS PWT C, the latter will be responsible for maintaining aregister of the Shares for holdersof record and
opening and maintai ning Sharehol der accounts (in such capacity,the " Transfer Agent"). Ascompensationforitstransfer
agency, registrar, dividend disbursing and shareholder services, the T ransfer Agent will receive afee asagreed from time
to time with the Fund; such fee will be at a rate customarily paid to other transfer agentsfor the provision of amilar
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 |east weekly by the Administrator. The Fund intends to
publish its net asset value weekly in a local newspaper of general circulation within Puerto Rico. The net 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 asg stance 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 PaineWebber Puerto
Rico to provide the Adminigrator with market quotations, independent sources of valuation may be unavailable for a
substantial majority of the Fund's assets. When market quotationsfor securitiesheld by the Fund ar e not readily available
from any such independent dealers, the Adminigraor will be responsible for obtaining quotations from UBS
PaineWebber Puerto Rico. When market quotations for the Fund's assets are not available from any sources, including
UBS PaineWebber Puerto Rico, they will be valued at fair value by or under thedirection of the Board of Directors
utilizing quotations and other information concerning similar securities derived from recognized dealers in those
securities or information regarding the trading spreads quoted by recognized deal ers between such securities and U.S.
Treasury securitieswhose maturitiesare determined to be most closely matched to the averagelife of the Fund's securities
for which fair value is to be determined. UBS PaineWebber Puerto Rico might also be the sole or best source of this
typeof pricing information. Notwithgandingthe above, assetswith maturities of 60days or lesswill generdly bevalued
at amortized cost if their original term to maturity was 60 daysor less, or by amortizing the difference between their fair
value as of the 61% day prior to maturity and their maturity value if their original term to maturity exceeded 60 days,
unlessin either case the Board of Directors or an authorized committee thereof determinesthat this does not represent
fair value.
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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. In executing portfolio transactions, the Investment A dviser 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), size of order, difficulty of execution, and operational
facilitiesof thefirminvolved. Certain securitiesinwhich the Fund will invest aretraded ona"net" basiswithout asated
commission through dealers acting for their own account and not as brokers. Prices paid to dealers in principal
transactionsof such securitiesgenerallyinclude a"”spread,” which isthe difference between the prices at which the deal er
iswilling to purchaseand sell a specific security at that time.

In placing orders with dealers, the Investment Adviser will generally attempt to obtain the best net price and
most favorable execution of their orders. The Investment 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 be directed by the Fund to dealers solely on the basis of research and advice provided. In selecting
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 reliability and financial responsibility; when rd evant, the ability of
the broker or dealer to effect securities transactions, particularly with regard to such aspectsas timing, order size, and
execution of orders; and the research and other servicesprovided by that broker or dealer to the Investment Adviser (and
the Investment Adviser's arrangements relating thereto) that are expected to enhancethe Investment Adviser's general
portfolio management capabilities, notwithstanding that the Fund may not be the direct or exclusive beneficiary of those
services. Whilethelnvestment A dviser generally seeksthe best net pricein placing orders, the Fund may not necessarily
be paying the lowest price avalable Commission rates are one factor conddered together with other factors. The
Investment Adviser will not be obligatedto seek in advance competitivebidding for the most favorable commission rate
applicable to 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 beencharged for effectingthat transaction, provided the Investment Adviser
has determined in good faith that such commission isreasonablein relation to the value of thebrokerage and/or research
provided by the broker to the Investment Adviser. Research servicesfurnished by the brokers or dealers throughwhich
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 conversely, research services furnished to the
Investment 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 a fair and equitable bass 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 dients, but for whichthereis 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 invegments 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 sell the same security for more than one client
to obtain a favorable price to 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 ad opted 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.
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It is anticipated that the Fund will engage in Affiliated Transactions, such as securities purchase and sale
transactions and repurchase agr eement transactions, directly withUBS 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. In that 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 or make deposits with an Affiliated Party. As a
result of such Affiliated Transactions and other dedings theinterests 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 al so act as agentin connection with the placement of the Fund's preferred stock, debt
securities, and other forms of leverage. Suchactivitieswill be carried out in accordance with proceduresas established
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. There is no assurance that the procedures will be effective. In
addition, the investment advisory fee payable to the | nvestment A dviser (an A ffiliated Party) during periodsin which
the Fund is utilizing leverage will be higher than when itis not doing so because the fee is cal culated as a percentage of
average weekly gross assets, including assets purchased with leverage. Because the asset base used for calculating the
investment advisory feeisnot reduced by aggregate indebtednessincurred inleveraging the Fund, the I nvestment Adviser
may have a conflict of interest in formulating arecommendation to the Fund as to 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 withor related to any
one of the isauers of the Fund's investment assets, or with com petitors of such issuers, as well as provide them with
investment banking, asset management, trust, or advisory services, including merger and acquisition advisory services.
These activities may presenta conflict between an Affiliated Party andthe interestsof 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 securitiesissued by them and therefore, will affect the value of the Shares.

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

DIVIDENDSAND OTHER DISTRIBUTIONS

The Fundintendsto distribute monthly dividends of substantially all of itsnetinvestmentincome (w hich reflects
amounts declared and paid as dividends on preferred stock, as well as interes 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 Fund, unless the Board of Directors
determinesthat the net capital gainswill bedistributed 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 netinvestment income for any fiscal year will bedistributedto Shareholders during or after
that year.

"Net capital gains" as used herein, means the excessof the net long-term capital gains over the net short-term
capital losses. "Net investmentincome" as used herein, includesall interest (including accrued income onzero coupon
Municipal Obligaions) and other ordinary income earned by the Fund on its portfolio holdings and the net short-term
capital gains, net of Fund 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, due

and payable interest paymentshave been paid; and (2) after giving effectto such dividend or distribution, the value of
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the Fund's total assets less all liabilities and indebtedness not represented by any outstanding debt securities, is at |east
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 the impact of the issuance of preferred stock, debt
securities, and other forms of leverage onthe payment of dividends and other distributions onthe Shares, see " SPECIAL
LEVERAGE CONSIDERATIONS."

Distributions of Principal

On or after July 31,2013, the Fund may commence pro rata distributions to its Shareholders of all or aportion
of theprincipal paymentsreceived by the Fund onitsportfolio securities, whether by maturity, prepayments, accel eration,
redemption, sale, or otherwise ("Distributions of Principal™). However, the Fund will commence such distributions no
later than July 31, 2018. 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 Fundto repay outstanding leverage
and in addition to regular monthly digributions 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
priceof $10 per Share. To the extent necessary, the Fund may use the 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 such distribution. There is no assurance that the Fund will be able to effect
Distributionsof Principal in accordance with its obj ective or otherwise return an amount at least equal, in the aggregate,
to theinitial offering price of $10 per Share.

The Investment A dviser will structure the maturity of the Fund's investments in order to achieve the above
mentioned objective. Moreover, as afundamental policy, no securities purchased by the Fund will have amaturity date
subsequent to December 31, 2032. The payment of principal and intereston 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 thereduction of the outstanding principal balance of the Fund's portfolio investmentsto 5% or less of the
aggregate principa amount of the Fund's investments purchased with the proceeds to the Fund'sfrom the initial public
offering, the Fund may sell the remaining Fund portfolio securities to any person, including UBS PaineW ebber Puerto
Rico and its affiliates (in accordance with procedur es adopted by the Fund's Board of Directors), and use the proceeds
to complete the Distributions of Principal. Gainsrealized on such salewill be distributed to Shareholders, together with
thefinal Distributionsof Principal. See"THE FUND" and "RISK FACTORSAND 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
(although not always) traded at an amount equal to or at a premium to their net asset value, but have also traded at a
discountfromtime to time. 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 asrelative demand for and supply of such Sharesin the market, the Fund's net asset value,
general market and economic conditions, and other factors beyond the control of the Fund. See"RISK FACTORSAND
SPECIAL CONSIDERATIONS" and "VALUATION OF COMM ON 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. T his 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 tradingof the Shares ata price which approximatestheir net assetvalue. Although such repurchases and tenders
could have afavorable effect on the market price of the Shares, the acquisition of such Shares by the Fund will decrease
the Fund's total assetsand therefore, have the effect of increasing the Fund's expense ratio. Moreover, the Fund may
repurchase Shares from Affiliated Parties The Board of Directors will establishprocedures to address any conflicts of
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interest which may arise when effecting such repurchases with an Affiliated Party. See "PORTFOLIO
TRANSACTION S — Transactions Involving Affiliates."

TAXATION

THIS SECTION IS NOT TO BE CONSTRUED AS A SUBSTITUTE FOR CAREFUL TAX PLANNING.
PROSPECTIVEINVESTORSAREURGED TOCONSULT THEIROWNTAXADVISERSWITH SPECIFIC
REFERENCETO THEIROWN TAX SITUATIONS,INCLUDINGTHE APPLICATIONAND EFFECT OF
OTHER TAX LAWS AND ANY POSSIBLE CHANGESINTHE TAX LAWSAFTERTHE DATE OF THIS
PROSPECTUS.

The following discussion isasummary of thematerial Puerto Rico and U.S. federal tax considerations that may
be relevant to prospectiveinvestorsin 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,
asamended (the"MPTA") and the regul ations promul gated thereunder, the Municipal License Tax Act,asamended (the
"MLTA") and the regulations promulgated thereunder, and the PR-ICA. TheU.S. federal tax discussion is based on the
current provisions of the Code and the regulations promulgated thereunder (the "Code Regulations").

This discussion assumes that (i) the investors will be (a) individuals who for the entire taxable year are bona
fide residents of Puerto Rico for purposes of Section 933 of the Code and residents of Puerto Rico for purposes of the
Puerto Rico Code (the "Puerto Rico Individuals"), or (b) corporations and partnerships organized under the laws of
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," and jointly with the Puerto Rico Individual s, the "Puerto Rico I nvestors"),
(i) the Puerto Rico Entities will not be subject at any time to any special tax regime under the Code including, without
limitation, the provisions of the Code that apply to "controlled foreign corporations,” "passive foreign investment
companies," "personal holding companies,” or "foreign personal holding companies," and (iii) that for each taxable year
that dividends are distributed by the Fund, the Fund will meet the 90% Distribution Requirement, as defined herein.

This discussion does not purport to deal with all agpects of Puerto Rico and U.S. federal taxation that may be
relevant to other types of investors, particular investorsin light of their invesment circumstances, or to certain types 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, thereferences in this discussion to the Puerto Rico regularincome
tax will include the dternative minimum tax imposed on Puerto Rico Entities by the Puerto Rico Code.

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

The statementsherein have beenopined on by Quifiones& Sanchez, P.S.C., counsel to the Fund. A prospective
investor should be aware tha an opinion of counsel representsonly such counsel's bestlegal judgmentand that it isnot
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 asaurance that
the opinions set forth herein, if challenged, would be sustaned.

PUERTORICO TAXATION
Taxation of theFund
Income Taxes. As a registered investment company unde the PR-ICA, the Fund will be exempt from the
incometax imposed by the Puerto Rico Code for each taxable year that it distributes as Taxable Dividends (as defined

below) to its investors an amount equal to at least 90% of its net income for such year within the time period provided
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by the Puerto Rico Code (the "90% Distribution Requirement"). In determining its net income for purposes of the 90%
Distribution Requirement, the Fund is not required to takeinto account capital gains and lossesand netinterestincome
that is exempt under the Puerto Rico Code. For each taxable year, the Fund intendsto meet the 90% Distribution
Requirement to be exempt from the income tax imposed by the Puerto Rico Code.

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

Municipal License Taxes. Under the MLTA, the Fund will be subjectto amunidpal license tax of up to 1.5%
imposed on its "volume of business.” Interes derived by the Fund 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. In addition, that part of the Fund'sincome 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
attributable to (i) income that isincluded inthe Fund'sgrossincome for purposes of the Puerto Rico Code, other than
gainsfrom the sale or exchange of property (the "Taxable Dividends"), (ii) net gains derived from the sale or exchange
of property (the "Capital Gain Dividends"), or (iii) income exempt from Puerto Rico income tax (the "Exempt
Dividends," and jointly with the Taxable Dividends and the Capital Gains Dividends, the "Dividends").

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

The Puerto Rico Cod e Regulations state that to qualify for the 10% Puerto Rico Withholding T ax, the Tax able
Dividends must be derived from current or accumulated earnings and profits of the Fund derived from investments (i)
in Puerto Rico corporations or partnerships, or non-Pueto Rico corporations or partnerships whose gross income
effectively connected with the conduct of a trade or business in Puerto Rico is at least 80% of its gross income for the
preceding three taxable years endingwith the close of its taxabl e year preceding the declaration of thedividend, (ii) the
income of which constitutes Puerto Rico source income under the Puerto Rico Code, provided the proceeds thereof are
used to finance or r efinance real 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 derivesincome from
sourceswithin the U.S. that qualifies as "portfolio interest” under Section 881(c) of the Code, dividendsdistributed by
the Fund from such earnings and profits will qualify for the 10% Puerto Rico Withholding T ax 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 grossincomeis "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 T ax isapplicable, it must bewithheld by the Fund and paid to the Treasury
Department. However, a 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 ataxable year, the Fund must be notified in writing prior to
the first digribution made by the Fund during such taxable year. The Election must be made on ayearly basis, and it
must include (i) the name and address of the electing Puerto Rico Individual, (ii) his or her taxpayer identification
number, (iii) a statement authorizing the Fund to abstain from withholding the 10% Puerto Rico Withholding Tax,
(iv) the year of the distribution(s) with respect to whichthe Election is made, (v) the date on which the election is made,
and (vi) the signaure of the Puerto Rico Individual. Once an Election is made, such Electionisfinal with respect to all
subsequent distributions during such taxable year.
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Absent an Election, the Fund will withhold the 10% Puerto Rico W ithholding Tax from Taxable Dividends
distributed to Puerto Rico Individuals. Upon filing his or her Puerto Rico income tax return, the Puerto Rico Individual
that fails to make an Election will still have the option to include the Taxable Dividend as ordinary income subject to
the regular income tax. 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, its distributions of dividendsto Puerto Rico Individualswill consist
of Taxable Dividends subject to the 10% Puerto Rico W ithholding Tax.

Taxable Dividends Distributed to Puerto Rico Entities. Puerto Rico Entities receiving Taxable Dividends
during ataxable year 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, itsdistributionsof dividends to Puerto Rico Entities will cond st of
Taxable Dividends subject to the Dividend Received Deduction.

Capital Gain Dividends. Capital Gain Dividends distributed to Puerto Rico Investors are treated as long-term
capital gains in the hands of such investors.

The Puerto Rico Code providesfor a10% long term capital gainsrate for Puerto Rico Individualsand a 12.5%
long term capital gains tax rate for Puerto Rico Entitiesin connection with long term capital gainsrealized 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. Itis
important to note tha the Puerto Rico Code doesnot specify whether Capital Gain Dividends should betreated asagain
from the sale or exchange of "property |ocated within Puerto Rico" or other property and therefore, the idertification
of the applicable capital gains tax ratefor such distributions is not currently determinable.

Exempt Dividends. Exempt Dividendswill not be subject to the regularincome tax imposed by the Puerto Rico
Code on the Puerto Rico Investors. 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 Dividend if (i) suchdividend is designated as an Exempt
Dividend by the Fund in a written notice submitted to the Puerto Rico Investors no later than 59 days &ter the close of
the Fund'staxableyear, and (ii) such dividend does not exceed the earningsand profitsof the Fund attributableto income
that is exempt under the Puerto Rico Code.

The Puerto Rico Code provides various rules that disallow a deduction for expenses that are directly or
indirectly attributable to income that is exempt from Puerto Rico income tax.

Distributionsof Principal. For purposes of the Puerto Rico Code, all distributions (including Distributions of
Principal) made by the Fund during ataxableyear, will betreated as dividends to the extent that for such year the Fund
has current or accumulated earningsand profits, as determined under the Puerto Rico Code Distributionsin excess of
current and accumulated earnings and profits will be treated as a tax-free return of capital to the Puerto Rico Investor
to the extent of such investor's basis in the Shares. To the extent that such distributions exceed the Fund's current and
accumul ated earnings and profits and the Puerto Rico Investor's basisin the Shares, such excesswill betreated as again
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 such investor, the gain will qualify
as along term capital gain and subject to the 10% and 12.5% capital gainstax rate provided by the Puerto Rico Code
for Puerto Rico Individuals and Puerto Rico Entities, respectively.
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Sale, Exchangeor Other Disposition of the Shares. Gainsfrom the sale, exchange orother disposition of Shares
which have been held by Puerto Rico Individuals for more than six months and which constitute capital assets in the
hands of such investors are subject to a10% capital gainstax. Puerto Rico Individuals may elect to treat such gains as
ordinary income and subject to the regular income tax provided by the Puerto Rico Code in lieu of the 10% tax rate
indicated herein.

Gains from the sale, exchange or other disposition of Shareswhich have been held by Puerto Rico Ertities for
more than six months and which constitute capital assetsin the hands of such investors qualify for a 12.5% alternative
capital gainstax.

Lossesfrom the sale, exchange or othe disposition of Sharesthatconstitute 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 Individualsmay also deduct up to $1,000 of such lossesfrom ordinary income.

Redemption of Shares. The partial or total redemption of Sharesis 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 as "essentially
equivalent to adividend," then the redemption is treated as a Taxable Dividend to the extent of the Fund'scurrent and
accumulated earnings and profits. Indistinguishing whether a stock redemption should betreated as such or "essentially
equivalentto adividend," the Puerto Rico Code Regulations providethat (i) pro-rataredemptions of stock are generally
treated as essentially equivalent to a dividend, and (ii) redemptions that terminate a shareholder's interest are not to be
treated as essertially equivalent to a dividend. However, neither the Puerto Rico Code nor the Pueato Rico Code
Regulations set forth guiddines to determine which other redemptions are not essentially equivalent to a dividend
distribution. In the absence of Puerto Rico guidelines, the Treasury Department generally follows the principles
established under the Code, the Code Regulations, and rulings and other administrative pronouncements of the IRS.

DividendsDistributed to Life Insurance Companies. Taxable Dividends and Exempt D ividends distributed to
insurancecompani es organized under the laws of the Commonweal th of Puerto Rico which aresubject to the Puerto Rico
income tax 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. See "Taxation of Puerto Rico Investors — Capital Gain D ividends.”

For purposes of the alternativeminimum tax, the" adjustednet book income” of Lifelnsurance Companies does
not include Exempt Dividends.

DividendsDistributed to Mutual Insurance Companies. Taxable Dividendsreceivedby insurance companies
organized under the laws of the Commonwealth of Puerto Rico, other than Life Insurance Companies, which are subject
to Puerto Rico income tax under the provisions of Section 1211 of the Puerto Rico Code (the "Mutual Insurance
Companies") are subject to income tax under the Puerto Rico Code. M utual Insurance Companies are entitled to claim
the 85% Dividend Received Deduction with respect to Taxable Dividends, subject to the limitations imposed by the
Puerto Rico Code.

Capital Gain Dividends will be treated as long-term capital gains. See "Taxation of Puerto Rico Investors —
Capital Gain Dividends."

Exempt Dividends distributed to Mutual Insurance Companies will not be subject to the regular income tax.
The Puerto Rico Code provides various rules that disallow a deduction for expenses that are directly or indirectly

attributable to income that is exempt from Puerto Rico income tax.

For purposes of the alternative minimum tax, the "adjusted net book income" of Mutual Insurance Companies
does not include the Exempt Dividends.
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Dividends Distributed to Non-M utual 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. Non-Mutual Insurance Companies are entitled to claim the
85% Dividend Received Deduction with respect to T axable Dividends, subject to the limitationsimposed by the Puerto
Rico Code.

In computing their net income for purposes of theregular income tax, Non-Mutual Insurance Companies are
entitled to deduct interest exempt from Puerto Rico income taxes 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 address the treatment of Exempt Dividends distributed from earnings and profits attributable to interest
described in Section 1022(b)(4) of the Puerto Rico Code. Under the 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 describedin Section 1022(b)(4) of the Puerto Rico Codeto the extent distributed o ut of such earningsand profits.

Capital Gain Dividendswill be treated aslong term capital gains. See "Taxation of Puerto Rico Investors —
Capital Gain Dividends."

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

Estate and Gift Taxes. The Shares will not be subject to Puerto Rico estate and gift taxes if held by a Puerto
Rico Individual who is a citizen of the United Statesthat acquired his or her citizenship soldy by reason of birth or
residence in 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, a the time the gift was made.

Municipal License Taxes. Distributionsmade to Puerto Rico Entities may besubject to amunicipal license tax
of up to 1.5% in the case of investors engaged in afinancial business, and up to 0.5% in the case of Puerto Rico Entities
engagedin anon-financial business, asdefinedinthe MLTA. Distributionsto Puerto Rico Individual swill not be subject
to municipal license tax.

Proper ty Taxes. The Shares are exempt from Puerto Rico personal property taxes in the hands of the Puerto
Rico Investors.

UNITED STATES TAXATION
Taxation of theFund

In the opinion of Quifiones & Sanchez, P.S.C., counsel to the Fund, based on certan representations made by
the Fund and the Investment Adviser, the Fund will be treated under the Code as a foreign corporation not engaged in
aU.S. trade or business. Asaforeign corporation not engaged in aU.S. tradeor business, the Fund is not subjectto U.S.
federal incometax on gainsderived from the sale or exchange of personal property (except for gainsfrom thedisposition
of a"United States Real Property Interest,” as defined in Section 897 of the Code). T he Fund is, however, subj ect to
a U.S. federal income tax of 30% on certain other types of income from sources within the United States. An opinion
of counsel is not binding on the IRS, however, and it is possible that the IRS or acourt could disagree with counsel'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 incometax on that part of itsnet income thatwas effectively connected with such trade or business and
to abranch profitstax (whichisgenerally imposed on aforeign corporation on the repatriation from the U.S. of earnings
and profits attributableto aU.S. rade or business) ata 30% rate onitsearningsand profitsattributableto such effectively
connected income, subject to a number of statutory adjustments.

The Code also imposes a "Personal Holding Company" tax oncertain income derived from sources within the
U.S. by foreign corporations that qualify as"Personal Holding Companies." Ingeneral, a"Persona Holding Company"
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isany corporaionthat derives at least 60% of its grossincome from certain sources and of whom more than 50% of the
value of its stock is owned directly or indirectly by five (5) individuals or less. The Fund'sCertificate of Incorporation
contains certain ownership limitationsto ensure that five or fewer Puerto Rico residents never own directly or indir ectly
more than 50% of the stock of the Fund, measured by value or voting power. Furthermore, if the Fund qualifies as a
"Foreign Personal Holding Company" or as a"PFIC" (as defined below), it will not be treated as a "Personal Holding
Company."

Taxation of Puerto Rico Individuals and Puerto Rico Entities

Dividends. Dividends distributed by the Fund will constitute income from sources within Puerto Rico for
purposes of the Code.

Under Code Section 933, Puerto Rico Individualswill generally not be subject to U.S. federal income tax on
dividends distributed by the Fund (see "PFIC" discussion below).

Foreign corporations not engaged in a U.S. trade or budnessare generally not subjectto U.S. federd income
tax on amounts received from sources outsde the U.S. Corporations incorporated in Puerto Rico are treated as foreign
corporations under the Code. Because dividends didributed by the Fund will constitute income from sources within
Puerto Rico, such Puerto Rico corporate investorsnot engaged in a U.S. trade or businesswill not be subject to U.S.
taxation on dividends received from the Fund. Dividends pad to a Puerto Rico corporate investor that is engaged in a
U.S. trade or businesswill besubject to U.S. federal income tax only if such dividends are effectively connected to the
U.S. trade or business. The Code provides special rulesfor Puerto Rico Entities thatare treaed as partnerships for U.S.
federal income tax purp oses.

Sales, Exchange or Disposition of Shares. Gain, if any, from the sale, exchange or other disposition of the
Shares by a Puerto Rico Individual that is not a resident of the United States, within the meaning of Section 865(g)(1)
of the Code, isgenerally treated as Puerto Rico source income and therefore exempt from federal income taxationif such
sharesdo not constituteinventory in the hands of suchinvestor and the Puerto Rico Individual pays a Puerto Rico income
tax at an effectiverate of atleast 10% onthegain. However, aPuerto Rico Individual whois not subj ect to a10% Puerto
Rico income tax on a gain realized from the sale of the Shares (that do not constitute inventory in the hands of such
investor) 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. In Notice 89-40, the IRS announced that regulations will be issued to provide
that gain from the sale of stock that does not constitute inventory, by an individual that is not aresident of the U.S. under
Section 865(g)(1) of the Code and who has been a bona fideresident of Puerto Rico for the entire taxable year of the
sale will beincome from sources within Puerto Rico and therefore exempt from U.S. federal income taxation, whether
or not the individual paid a Puerto Rico income tax of at least 10% on the gain. Unless contrary authority isissued, a
Puerto Rico Individual who meetsthe conditions described in the Notice may treatgain from thesal e, exchange or other
disposition of the Shares as Puerto Rico source income.

A Puerto Rico corporation that invests in the Fund will be subject to U.S. federal income tax on agan from a
disposition of Shares only if the gain is effectively connected to a U.S. trade or business carried on by the Puerto Rico
corporation. The Code provides special rules for Puerto Rico Entities that are subject to federal income tax as
partnerships.

PFIC Rules. Under the Code, the Fund will likelybetreated as a passive foreign investment company (*PFIC")
for U.S. federal income tax purposes. Under the PFIC rules, a Shareholder that is a U.S. person — i.e., acitizen 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 a Shareholder referred to as a"U.S. Shareholder"), that disposesof its PFIC stock at a gain is treated as
receiving an "excess distribution" equal to such gain. In addition, if aU.S. Shareholder receives adistribution from a
PFIC in excess of 125% of the average amount of distributions such Shareholder hasreceived from the PFIC during the
three preceding taxable years (or shorter period if the U.S. Shareholder hasnot held the stock for three years), the U.S.
Shareholderisalso treated asreceiving an "excess distribution" equal to such excess. Ingeneral, an "excessdistribution"
istaxed as ordinary income, and to the extent itis attributed to earlier yearsin which the PFIC stock was held, is subject
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to an intereg charge which the Code refers to as 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 rise to tax consequences for
a U.S. person that owns an interest in such entity. Citizens of the U.S. who are bona fide residents of Puerto Rico are
U.S. Shareholders for purposes of the PFIC provisions.

Prop. Reg. Sec. 1.1291-1(f) staes that a"deferred tax amount" will be determined under Section 1291 of the
Code on amounts derived from sources within Puerto Rico by Puerto Rico Individuals 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 thereof. Thus, under the proposed regul ations, Puerto Ricolndividuals will not be subject to the
PFIC provisionsif they are entitled to the benefits of Section 933 of the Code for each entiretaxable year that they hold
the Shares.

Foreign Personal Holding Company Rules. U.S. Shareholders of a"foreign personal holding company" are
subject to U.S. federal income tax on their share of certain undistributed income of such entity, thereby preventing
deferral of U.S. federal income taxes on such income. A "foreign personal holding company" generally includes a
foreign corporation if such corporation meets certain income tests and more than 50% of its stock is owned directly or
indirectly by fiveor fewer individualswho are U .S. citizens or residents. Puerto Rico Individuals, that are U.S. citizens,
are not excepted from such status for thesepurposes. However, because the Code excludesPuerto Rico source income
from the grossincome of Puerto Rico Individuals such an individual would not be subjectto U.S. federal income tax
onundistributed income of theFund, even if the Fund wereaforeign personal holdingcompany. Further mor e, theFund's
Certificate of Incorporati on contains certain ownership limitationsto ensurethat five orfewer Puerto Rico red dentsnever
own directly or indirectly more than 50% of the stock of the Fund, measured by v alue or voting power.

Estate and Gift Taxes

Under the provisions of the Code, the Shares will not be subject to U.S. estate and gift taxesif held by a Puerto
Rico Individual who is a citizen of the U.S. who acquired his or her citizenship solely by reason 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 wasmade.

Potential investors are advised to consult their own tax advisersas to the consequences of aninvestment in the
Fund under the tax laws of Puerto Rico and the U.S., including the consequences of the saleor redemption of Sharesin
the Fund.

DESCRIPTION OF CAPITAL STOCK

The Fund is authorized to issue 88 million sharesof Common Stock, $0.01 par value, and 12 million shares of
Preferred Stock, $25 par value. The Board of Directors is further authorized to classfy and reclassify any unissued
shares of capital stock from time to 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 specifiesthat the Shares have no preemptive, conversion, exchange
or redemptionrights. Each Share hasequa voting, dividend, distribution,and liquidationrights. The outstanding Shares
are, and those offered hereby, when issued, will be, fully paid and nonassessable. Shareholders are entitled to one vote
per Share. All voting rights for the election of directors are noncumul ative, which means that the holders of more than
50% of the Shares can elect 100% of the directors then nominated for election if they chooseto do so, and in such event,
the holders of the remaining Shareswill not be ableto elect any directors. The PR-ICA provides thatnot 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
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and sal e transactions effected by them for a period 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 12,000,000 shares of preferred stock.
Each share of 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 preferred stock:

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

(b) The dividend rate on the shares of that series whether dividends shall be cumulative, and if so, from
which date or dates, and the relative rights of priority, ifany, of payment of dividends on shares of that
series;

(c) Whether that series shall have conversion privileges, and if so, the terms and conditions of such

conversion, including provison for adjustment of the conversionrate insuch events as the 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 payable in case of redemption, which amount may vary under different conditionsand at
different redemption dates;

(e) Whether that series shall have a sinking fund for the redemption or purchase of shares of that series,
and if 9, the terms and amount of such sinking fund;

(f) The rights of theshares of that series in the event of voluntary or involuntary liquidation, dissolution
or winding-up of the corporation, and therelative 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 casemay be, the
then holders of record of the shares of preferred stock will be entitled to receiveout of the assets of the Fund av ailable
for distribution to all holders of the Shares as well as the shares of preferred stock, before any distribution is made to
holders of the Shares, distributions upon liquidation in an amount equal to the 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, asthe case may be, the
amounts payabl e with respect to the sharesof the Fund's preferred sock, are not paid in full, the holders of such shares
will share ratably in any such distribution of assets of the Fund in proportionto the full liquidation preferencesto which
each isentitled. After payment of the full amount of theliquidation preference to which they are entitled, the holders
of such shares will not be entitled to any further participation in any distribution of assetsof 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 ap proved by the preferred stockholdersin accordance with the B oard of Directors'
resolution providing for their creation.
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The specific terms and conditions of any preferred stock issuance by the Fund will be set forth in a prospectus
supplement to this Prospectus. Moreover,in accordance withthe PR-1CA, the OCFI must al so approve the issuance of
such preferred stock.

RULING OF THE COM MISSIONER

Pursuant to the Commissioner's Ruling, certain waiversfromthe provisionsof thePR-1CA were granted. Terms
not otherwise defined in this section shall have the meanings ascribed to them in the Commissioner's Ruling. It is
available for i nspecti on at the Fund's principal office. Amongthe waiversgranted inthe Commissioner's Ruling arethe
following:

1. The Fund is authorized to (i) offer, issue, and sell securities through private placements and (ii) after
the period of initial offering, offer, issue, and sell Common stock through priv ate placement, only in connection with the
Fund's dividend reinvestment plan, provided that the sale of Sharesthrough private placementswill belimited tothesale
of Shares through the Plan.

2. For purposes of computing the number of persons holding securitiesof the Fund under the PR-CA,
the beneficial owners of such securitiesshall be considered asthe holders irrespective of whether such securitiesare held
in "street name" or by afiduciary.

3. The Fund is allowed to hold investments in Puerto Rico Securities and U.S. Government securitiesin
each case in excess of the 25% limitation on invegments 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. The Fund may also purchase or otherwise acquire securitiesissued by UBS PaineWebber Puerto Rico
orits affiliates, subject to a limitation of 5% of the market val ue of the Fund's total assetsand the approval of amajority
of the Independent Fund Directors.

5. The public notice requirement under the PR-ICA and the obligation to file Part 2 of the Application
for Regidration under the PR-1CA were waved.

6. The Fund has been exempted from the requirement of the PR-ICA that it have no less than 11
Shareholders during the period from itsinitid capitalization until the first closing of the Fund'sinitid publicoffering of
securities.

7. The Fund shall comply with the 67% Investment Requirement on or before the Anniversary
Registration Date, by investing at least 67% of the net proceeds received by the Fund from the sale of its securities
investedin Puerto Rico Assets. Thereafter, the Fund shall comply with the 67% Investment Requirement upon the sale,
exchange, prepayment, maturity or any other voluntary or involuntary disposition of a Fund asset, provided that the
amount required by the Fund to be invested in order to achieve compliance with the 67% Investment R equirement 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 be applicable (i) for defendve or strategic purposes for
a period of 30 days but not more than twice in ayear, (ii) during one period of a maximum of 30 daysin ayear, upon
the proven scarcity of Puerto Rico A ssets or of market disruption, or (iii) otherwise, for such longer periods as approved
by the OCFI.

9. The Fund will render quarterly reports asspecified by theOCFI affirmatively certifyingfull compliance
with the 67% Investment R equirement 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 actions taken or to
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be taken by the Fund to achieve compliance. In addition, the Fund shall submit annual reports and audited financial
statements as wdl asany report requested by the OCFI from timeto 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 the50%
of total assetsredriction after giving effectto previousborrowings and previously issued preferred stock, debt securities,
and other forms of leverage. Such offeringswould be made to Puerto Rico Residents. See "Appendix F — Hedging
and Related Income Strategies" herein.

UNDERWRITING

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

The Underwriter will commit to purchase 14,500,000 Shares at several closingsto be held in San Juan, Puerto
Rico. Itis anticipated that the Initial Closing will take placeon or about July 31, 2002, and several closings will take
place at monthly intervals thereafter. The Underwriter will offer the Shares offered hereby (and to sell such Shares)
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 plusthe applicable sales load. The sales load on purchases of the Shares in this offering is $0.475 per Share
(4.75%). Subject to the terms and conditionsof the Underwriting Agreement, the Underwriter will compensate certain
brokers and dealersin connection with sales of the Sharesin thisoffering at a rate of up to $0.30 per Share. After the
later of (i) the final clodng of the initial public offering of the Shares or (ii) the date 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 conault their brokers concerning the manner and method of payment for the Shares. The minimum
investment in theinitial public offering is 100 Shares.

The Underwriter may reduce or waive in 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 PW AM; (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
redemptionor sale. Pending such purchase, the redemption or sale proceeds must be held in cash or cash equivalents.
For investors that satisfy such requirements, the U nderwriter currently intendsto reduce the salesload in an amount not
to exceed $0.275 per Share, which resultsin a salesload of $0.20 per Share.

The Fund will grant to the Underwriter an option, exercisable for 30 days from the date of the Final Closing,
to purchase up to 2,175,000 additional Shares. The Underwriter may exercise this option only to cover over-allotments.
The maximum salesload paid to the Und erwriter for this offering will be $6,887,500 (or $7,920,625if the over-allotment
option is exercised in full), based upon a maximum sales load per Share of $0.475.

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

The Underwriting Agreement will providethat the obligation of the Und erwriter to purchase the Shares offered
hereby will be subject to certain conditions. The Underwriter will commit to purchase, and the Fund will be obligated
to sell, by means of afirm commitment under writing, all of the Shares offered by this Prospectus, if any are purchased.
The Underw riting Agreement will provide that it may be terminated 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 Sharesis rendered
impracticableor inadvisable
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LEGAL OPINIONS

The statements in thesection "TAXATION" have been passed upon by Quifiones & Sanchez, P.S.C., who, at
each closing date, will render an opinion on the validity of the Shares.

INDEPENDENT ACCOUNTANTS
The statement of net assetsof the Fund as of July 29, 2002 has been audited by PricewaterhouseCoope's LLP,
as stated in its report which appears herein. Itsaddressis Banco Bilbao VizcayaB ldg., Ninth Floor, 254 Mufioz Rivera
Avenue, San Juan, Puerto Rico 00918.

PRIVACY POLICY

Attached as Appendix G is acopy of the Privacy Policy asto theinformation the Fund compiles and maintains
on its investors.

GENERAL INFORMATION
Reportsto Shareholders
The fiscal year of the Fund ends on June 30" of each year. An annual 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
MORTGAGE-BACKED SECURITIES
General

M ortgage-backed securities were introduced in the 1970s when the first pool of mortgage |loanswas 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 developed and marketed from time to time, and consistent with
itsinvestmentlimitations, the Fund expectstoinvest in those new typesof mortgage-backed securitiesthat the I nvestment
Adviser believes may asdst the Fund in achieving its investment objective. The Fund may investin various 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

GNM A isawholly-owned corporate instrumentality 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 theprincipal of and intereston securitiesthat are based on and backed by a pool of specified mortgage
loans. To qualify such securities for a GNM A guarantee, the underlying mortgages must be insured by the Federal
Housing Administration under theHousing Act, or TitleV of the Housng 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 be
pools of other eligible mortgage loans. The Housing Act provides that the full faith and credit of the U.S. Government
is pledged to the payment of all amountsthat may be required to be paid under any guarantee. In order to meet its
obligations under such guarantee, GNMA is authorized to borrow from the U.S. Treasury with no limitations as to
amount.

GNM A pass-through mortgage-backed securities may representa 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
mortgage loans; (iii) fixed rate growing equity mortgage loans; (iv) fixed rate mortgage loans scured by manufactured
(mobile) homes; (v) mortgage loans on multifamily residential properties under construction; (vi) mortgage loanson
completed multifamily projects; (vii) fixed rate mortgage loans as to which escrowed funds are used to reduce the
bor row er's monthly payments during the early years of the mortgage loans ("buydown" mortgage loans); (viii) mortgage
loans that provide for adjustments in payments based on periodic changesin interest rates or in other payment terms of
the mortgage loans; and (ix) mortgage-backed serial notes.

Federal National Mortgage Association Securities

FNMA is a federally chartered and privately owned corporation established under the Federal National
Association Charter Act. FNM A wasoriginally organizedin 1938 asa U.S. Government agency to add greater liquidity
tothe mortgage market. FNMA was transformed into aprivatesector corporati on byl egislation enacted in 1968. FNM A
provides funds to the mortgage market primarily by purchasing home mortgage loans from local lenders, thereby
providing them with funds for additional lending. FNMA acquires fundsto purchase such loans from investors 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 represents apro rata interest 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 FNM A mortgage-backed securities. However,



theobligations of FNMA are notbacked by the full faith and credit of the U.S. Nevertheless, because of therelationship
between FNMA and theU.S., it iswidely believed that FNM A mortgage-backed securities present minimal credit risks.

Federal Home Loan M ortgage Corporation Securities

FHLMC is acorporate 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. Theoperations of FHLM C currently consist primarily of the purchase of
first lien, conventional, residential mortgage loans and parti cipation interestsin such mortgage loans and the resal e of
the mortgage loans so purchased in the form of mortgage-backed securities.

The mortgage loans underlying the FHLM C mortgage-backed securities typically consist of fixed rate or
adjustable rate mortgage loanswithoriginal termsto maturity of between ten and 30 years, substantially all of which are
secured by first lienson one-to four-family residential properties or multifamily projects. Each mortgage loan mustmeet
the applicable standards set forth in the FHLMC Act. Mortgage loansunderlying FHL M C mortgage-backed securities
may includewholeloans, participation interestsin wholeloans and undivided interestsin whole loans and participations
in another FHLM C mortgage-backed securities.

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

ARM and Floating Rate Mortgage-Backed Securities

Because the interest rates on ARM and Floating Rate mortgage-backed securities are reset in response to
changesin aspecified market index, the vd ues of such securitiestend to beless sensitiveto interestrate fluctuations than
the values of fixed-rate securities. ARM mortgage-backed securities repr esent aright to receive interest payments at a
rate that is adjusted to reflect the interest earned on a pool of ARMs. ARMs generally provide that the borrower's
mortgage interest rate may not beadjusted above a specified lifetime maximum rate or, in some cases, below a minimum
lifetimerate. Inaddition, certain ARMs provide for limitations on the maximum amount by which themortgage interest
rate may adjust for any single adjustment period. ARM s may also provide for limitations on changes in the maximum
amount by which the borrower's monthly payment may adjus 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 isadded to the
mortgage loan ("negative amortization"), which isrepaid through future monthly payments. If the monthly payment
exceedsthe sum of theinterestaccrued at the applicable mortgageinterest 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 reduces the
principal balance of the ARM . Borrow ers under A RMs experiencing negative amortization may take longer to build up
their equity in the underlying property and may be more likely to default.

The rates of interest payable on certain ARMs, and therefore on certain ARM mortgage-backed securities, are
based on indices, such as the one-year constant maturity T reasury 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 marketinterestrates. The values of ARM mortgage-backed securities supported by A RM sthat adjust
based on lagging indices tend to be somewhat more sensitive to interest rate fluctuations than those reflecting current
interest rate levels, although the values of such ARM mortgage-backed securities still tend to be |ess sensitive to interest
rate fluctuations than fixed-rate securities.

Floating Rate mortgage-backed scuritiesare classesof mortgage-backed scuritiesthat have been structured
to represent the right to receive interest payments at rates that fluctuate in accordance with an index but that generally
are supported by pools comprised of fixed-rate mortgage loans. AswithARM mortgage-backed securities, interest rate
adjustments on Floating Rate mortgage-backed securities may be based on indices that |ag behind market interest rates.
Interest rates on Floating Rate mortgage-backed securities generally are adjusted monthly. Floating Rate
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mortgage-backed securities are subject to lifetime intereg rate caps, but they generally are not subjectto limitations on
monthly or other periodic changes in interest rates or monthly payments.

Specified Mortgage-Backed Securities

The Fund may investin Mortgage-Backed Securities constituting derivative instruments such as interest-only
obligations("10s"), principal-only obligations ("POs") (otherthan | Osand POsthat are planned amortization classbonds
["PAC Bonds"]), orinverse floating rate obligations or other types of Puerto Rico mortgage-backed securities that may
be developed in the future and that aredetermined by the Investment Adviser to present types and levels of risk that are
comparable to such 10s, POs and inverse floating rate obligations (collectively, "Specified Mortgage-Backed
Securities"). The Fund will invest in Specified M ortgage-Backed Securities only whenthe Investment Adviser believes
that such securities, when combined with the Fund's other investments, would enabl e the Fund to achieve its investment
objectives and policies.

Stripped mortgage-backed securities ("SMBSs") are classes of mortgage-backed securitiesthat receivedifferent
proportionsof theinterest and prindpal distributionsfrom theunderlying pool of mortgage assets. SMBSs may beissued
by agenciesor instrumentalities of the U.S. Government or by private mortgage lenders. A common type of SMB Swill
have one class that receives some of the interest and most of the principal fromthe mortgage assets, while the other class
will receive most of the interest and the remainder of the principal.

AnlOisan SMBSthatisentitled to receiveall oraportion of the interest, but none of the principal payments,
on the underlying mortgage assets; aPO isan SMBSthat isentited to receive dl or aportion of the principal payments,
but none of the interest payments, on the underlying mortgage assets. The Investment Adviser believesthat investments
in POs may facilitateits ability to manage the price sensitivity of the Fund to interest rate changes. Generally, theyields
to maturity on both 10 and PO classesare extremely sensitive to the rate of principal payments (including prepayments)
on the underlying mortgage assets. If the underlying mortgage assets of an 10 class of mortgage-backed security held
by the Fund experience greater than anticipated prepayments of principal, the Fund may fail to recoup fully its initial
investment in such securities even though the securitiesarerated in the highest rating category. The Investment Adviser
believesthat, since principal amortizaion on PAC Bondsis designedto occur at a predictablerate, |Os and POs that are
PAC Bonds generally are not as sensitive to principal prepayments as other I0s and POs.

M ortgage-backed securities that constitute inverse floating rate obligations aremortgage-backed securitieson
which the interest rates adjust or vary inversely to changes in market interest rates. Typically, an inverse floating 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-back ed security, on which the amount of interest payableis adjusted directly in
accordance with market interest rates. The inverse floating rate obligation receives the portion of the interes on the
underlying fixed-rate mortgages that is allocable to the two components and that remains after subtracting theamount
of interest payable on the variable rate component. The market value of an inverse floating rate obligation will be more
volatile than that of afixed-rate obligation and like most debt obligations, will vary inversely with changes in interest
rates. Certain of such inverse floating rate obligations have coupon rates that adjust to changesin market interest rates
to a greater degree than the change in the market rate and accordingly have investment characteristics similar to
investment leverage. As aresult, the market value of such inverse floating rate obligationsare subject to greater risk of
fluctuation than other mortgage-backed securities, and such fluctuations could adversely affect the ability of the Fund
to achieve its investment objectives and policies.

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

Puerto Rico GNM A Mortgage-Backed Securities. While the Investment Adviser will seek to limit the impact of these
factors on the Fund, no assurance can be given that it will achieve this result.
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APPENDIX B
TYPES OF MUNICIPAL OBLIGATIONS

The Fund may investin the following typesof Municipal Obligations, subject to their availability in Puerto
Rico, and in other types of Municipal Obligations as become avail able on the Puerto Rico market from timeto time. Not
all of the described Municipd 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 variouspublic purposes. The two principal
classifications of municipal bonds are "general obligation” and "revenue" bonds. General obligation bonds are secured
by theissuer's pledge of its full faith, credit and taxing power for the payment of principal and interest. Revenue bonds
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 excise tax or from another specific source, such asthe user of the facility being financed. Certain
municipal bonds are "moral obligation" issues, which normally are issued by special purpose public authorities. Inthe
case of such issues, an express or implied "moral obligation" of a related government unitis pledged to the payment of
the debt service but is usually subject to annual budget appropriations.

The Fund may investinindustrial developmentbonds ("1DBs") and privateactivity bonds("PABs"), which are
municipal bonds issued 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 revenue of theissuer. T he credit quality of IDBsand PA Bsisusually directly related to the credit standing
of the user of the facilitiesbeing financed.

As generally described in this Prospectus, the Fund may not presently concentrate its investments, e.g., invest
arelatively high percentage of its assetsin Municipal Obligations(e.g., revenue bonds) issued by entities which may pay
their debt service obligations from the revenues derived from similar projects such as hospitals, multifamily housing,
nursing homes, continuing care facilities, commercial facilities(including hotels), electric utility systemsor industrial
companies. That l[imitationmay in the future be changed by the Board of Directors Any future determination to allow
concentrationof theFund's investments may make the Fund mor e susceptibl e 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, itis anticipated that a sgnificant percentage of the Municipal Obligations (e.g., revenue
bonds) inthe Fund's portfolio may beissued by entities or secured by facilitieswith arelatively short operating history.
Therefore, invesors should also be aware of the risks which these invesments 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
particularfacilities. Theability of the issuers of such securitiesto meet their obligationsis dependent upon, among other
things, the revenues, costs and occupancy levels of the aubject facilities and the competitive nature of these industries.
In addition, a major 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 avail abl e for the payment of principd of or intereston such bonds New governmental legislation
or regulations and other factors, such astheinability to obtain sufficient mal practiceinsurance, may also adversely affect
therevenuesor costs of theseissuers. M oreover, inthe case of life carefacilities, since aportion of the services provided
may be financed by an initial lump-sum deposit paid by occupants of the facility, there may be risk if the facility does
not maintain adequate financial resources to secure estimated actuarial liabilities.

A number of legislative prop osals concerning health carehave beenintroduced in 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
incentivesand penaltiesrel ated to health careinsurance premiums and promotion of prepaid health care plans. The Fund
is unable to predic the effect of any of these proposds, if enacted.



Single Family Housing Bonds and Multifamily Housing Bonds. Single family housing bonds and multifamily
housing bonds are obligations of state and local housing authorities that have been issued in connection with a variety
of single and multifamily housing projects. Economic developments, including fluctuationsin interest rates, increasing
construction and operating costs, increasng real estate taxes and declining occupancy rates, and real estate investment
risks may have an adverse effect upon the revenues of such projects and such housingauthorities. M ultifamily 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 bondsmay also
be subject to changesin creditworthiness du eto potential weaknessesof mortgageinsurance companies providing various
policies; fluctuationsin the valuation of invested funds and the grengths of banks and other entitieswhich may provide
investment agreements; and smaller than expected mortgage portfolios due to the inability to originate mortgages.

Public Power RevenueBonds. Risksthatmay arise with respectto theelectric utility industry include difficulty
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
infuel cogs and the costsassociaed with conversion to alternate fuel sources; technical cost factors andother problems
associated with construction, licensing, regulation and operation of nuclear facilities for electric generation, including
among other considerationsthe problems associated with the use of radioactive material s 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, stae, and municipal governmental authorities may from time to time review and revise
existing requirements and impose additional requirements on such fadlities. Problems of the type referred to above
could adversely affect the ability of the issuer of public power revenue bonds to make payments of principd 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 srvice. Also, the enforceability against municipalities of
"take-and-pay" and "take-or-pay" contractswhich secure bondsissued by other municipal issuershas been successfully
challenged in recent years.

Transportation Revenue Bonds. Bonds in this category indude bondsissued for airport facilities, bridges,
turnpikes, port facilities, railroad systems, or masstransit systems. Generally, airport facility revenuebondsare payable
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, tollsand 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 theimpact of
environmental considerations. Other transportation bonds maybe dependent primarily or soldy on Federal, state or local
assistance including motor fuel 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
bondsis dependent primarily on revenues derived from the billing of customersfor water and sewer services, aswell as,
in someinstances, connection fees and hook-up charges. Such revenuebonds may be adversely affected by the lack of
availability of Federal and state grants and by decisions of Federal and state regulatory bodies and courts.

Solid Waste and Resource Recovery Revenue Bonds. Bondsin thiscategory include securitiesissuedto finance
facilitiesfor removal and digosal of solid waste. Repayment of these bondsis dependent on factorswhich mayinclude
revenuesfrom appropriaionsfrom agovernmental entity, the financial condition of the private project corporation and
revenues derived from thecollection of chargesfor disposal of solid waste. In addition, congruction and operation of
such facilities may be subject to cost overruns. Repayment of resource recovery bonds may al so be dependent to various
degrees on revenues from the sale of electric energy or steam. Bonds in this category may be subject to mandatory
redemptionin the event of project non-completion, if the project is rendered uneconomical, if the project fails to meet
certain performance criteria, orif itis considered an environmental hazard.
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Pollution Control Facility Revenue Bonds. Bondsin the pollution control facilities category indude securities
issued on behalf of private corporations, including utilities, to provide facilities for the treatment of air, water and solid
waste pollution. Repayment of these bonds is dependent upon income from and/or the financial conditionof the project
corporation. Inaddition,governmental entitiesmay from timeto timeimpose additional restrictions or regulaionswhich
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 collegesto
meet their obligations is dependent on various factors, including the revenues, costs and enrollment levels of the
institutions. 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, failure or inability to raise
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 toincreasesin assessed value resulting from the redevelopment of the blighted project area. Repayment risks
include, among other things, areduction in taxable value in the project areas, reduction intax rates, delinquenciesin 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 affectingthose industries and affecting those geographic areas in which such facilities aresituated, as
well astheability of theindividual management of thosefacilitiesto maximize earningsandto remain co mpetitive within
its service area.

Municipal Lease Obligations

Municipal lease obligations are Municdpal Obligationsthat may take the form of leases, installment purchase
contracts or conditional sal es contracts, or certificates of participation withrespect to suchcontractsor leases. Municipal
lease obligations areissued by state and local governmentsand authoritiesto purchaseland 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 thelease obligation. Theleasesunderlying certain Municipal Obligations,
however, provide that lease 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 occup ancy of such property.
This "abatement risk" may be reduced by the existence of insurance covering the leased property, the maintenance by
the lessee of reserve funds or the provision of credit enhancements such as letters of credit.

The liquidity of municipal lease obligations varies. Certain municipal lease obligations contain
"non-appropriation” clauses which provide that the municipality has no obligation to makelease or instalIment purchase
payments in future years unless money is appropriated for such purpose on a yearly basis. Some municipal lease
obligationsof this type are insured as to timely payment of principal and interest, even in the event of afailure 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 the lease in the event of non-appr opriation 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 itsassetsin such uninsured "non-ap propriation” municipal lease obligations. Thereisno limitation
on the Fund's ability to invest in other municipal |ease obligations.

Zero Coupon Obligations

The Fund may invest in zero coupon Municipa Obligations. Such obligaionsinclude "pure zero" obligations,
which pay no interest for their entire life (either because they bear no stated rate of interest or because their stated rate
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of interest is not payable until maturity), and "zero/fixed" obligations, which pay no interest for an initial period and
thereafter pay interest currently. Zero coupon obligations also include derivative instruments representing the
principal-only components of Municipal Obligationsfrom 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 subjectto greater fluctuationsin market value in response to changing
interest rates than obligations of compar able maturities that make current distributions of interest.

Floating and Variable Rate Obligations

The Fund may also purchase floating and variable rate municipal notesand 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'sobligations under the demand feature
of such notes and bonds generally are secured by bank lettersof credit or other credit support arrangements. There
frequently will beno secondary market for variable and floaing rate obligationsheld 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 Interests

The Fund may invest in participation interests in municipal bonds, including IDBs, PABs, and floating and
variable rate 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 ingrument back to the bank. Such rightis generally backed by the bank's
irrevocable letter of credit or guarantee and permitsthe 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 underthe | etters of credit or otherguarantees only upon adefaultunder the terms
of the underlying bond, or to maintain compliancewith the invesment objectivesand policies of the Fund. T he ability
of abank to fulfill its obligations under aletter of credit or guarantee might be affected by possible financial difficulties
of itsborrowers, 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
participationinterests held by the Fund, and thecredit sandingof banksissuingletters of credit or guarantees supporting
such participation interests on the basis of published financial information reports of rating services and bank anal ytical
services.

Put Bonds

Put bonds are municipal bonds which give the holder an unconditional rightto sell the bond back to the isauer
or aremarketing agent at aspecified priceand exercise date, which is typically well in advance of the bond's maturity
date. If the putisa"onetime only" put, the Fund ordinarily will sell the bond or put the bond, depending on the more
favorable price. If the bond has a series of puts after the first put, thebond will be held aslong as, in the opinion of the
Investment Adviser, it isin the best interests of the Fund to do so. The obligation to purchase the 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 ganding of which affects the credit standing of the obligation. There is no
assurancethat an issuer or remarketing agent for a put bond will be able to repurchase the bond on the put ex ercise date
if the Fund chooses to exercise its right to put the bond back to the issuer or remark eting agent.

Tender Option Bonds

Tender option bonds are long-term municipal securitiessold by a bank subjectto a"tender option" that gives
the purchaser the right to tender them to thebank at par plus accrued interest at designated times (the "tender option™).
The tender option may be exercisable at intervalsranging from bi-weekly to semi-annually, and the interest rate on 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 C
FORM OF REPRESENTATION LETTER

[Date]

TO: [Underwriter or Dealer]
Puerto Rico AAA Portfolio Target Maturity Fund, Inc.
San Juan, Puerto Rico

RE: PUERTO RICO AAA PORTFOLIO TARGET MATURITY FUND, INC.

Dear Sirs:

The undersigned (the "Purchaser"), has purchased shares of Common Stock, par value $0.01 per share (the
"Shares") of Puerto Rico AAA Portfolio 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 tha it isthe sole beneficial owner
thereof.

At the time the Shares were offered tothe Purchaser, and as of the date of thisletter, the Purchaser is
aresident of Puerto Rico, in that the Purchaser (i) is an individual whose principal residence isin
Puerto Rico or (ii) isacorporation, partnership, trust or other form of business organi zation which has
its principal officeand principal place of business within Puerto Rico, and has not beenorganized 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 theSecurities Act of 1933, as amended,
and the Fund has not beenregistered under the U.S. Investment Company Act of 1940, as amended,
and that nether the Fund nor the Seller, nor any of ther affiliates, s required to so register 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 an individual or an entity that executes a |eter that contains the same
representations as to residency asare set forth in this letter; (iii) that the Transfer Agency Agreement
providesthat the Transfer Agentfor theFund, may not regiger thetransfer of ownership of any Shares
unless an Underwriter or dealer or the Transfer Agent itself 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 aletter and indemnify the Fund against
the consequences of afailure to do so; and (iv) thatthe termsof 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 Internd
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 be aresident 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) investorsinthe Shares should not view the Fund as a



vehicle for 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 thatthe Fund may i ssue debt securitiesand/or preferred sock or
otherwise engage in activities that may constitute leverage. In that regard, the Purchaser fully
understands therisks to the Fund and the Purchaser's investment in the Fund resulting from leverage
including, but notlimited to, the risksdescribedin the Prospectusof 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 OBLIGATIONSAND DEBT SECURITIES
Description of Moody's Investors Service Long-Term Debt Ratings

The purpose of Moody's ratingsis to provide investorswith a mple system of gradation by which the relative
investment qualitiesof 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. The modifier 1 indicates that the obligation ranks in the higher end of itsgeneric rating
category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of the
generic rating category.

Moody 'sratingsare opinions, not recommendationsto buy or sell, 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 eval uation
of any issuer whose securities or debt obligations one is considering buying or selling.

Aaa— Bonds which are rated "Aaa" are judged to be of the best quality. They cary 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 elementsare 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 are rated lower than the best bonds because
margins of protection may not be as largeasin "Aaa" scurities or fluctuation of protectiveelementsmay be of greater
amplitude or there may be other elements present which make the long-termrisks appear somewhat larger thanin"Aaa"
rated securities.

A — Bondswhich arerated " A" possess many favorabl e investment attributes and are to be consdered as upper
medium grade obligations. Factors giving security to principal and interest areconsidered adequate, but elements may
be present which suggest a susceptibility to impairment sometime inthe 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 elements may be lacking or may be characterigically unreliableover any great length of time. Such bonds
lack outstanding investment characteristics and in fact have speculative characteristics as well.

Ba— Bonds which are rated "Ba" are judged to have specul ative elements; ther future cannot be considered
as well 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 — Bondswhich arerated " B" generally lack characteristicsof thedesirableinvestment. Assuranceof interest
and principa payments or of maintenance of other terms of the contract over any long period of time may be small.

Caa— Bondswhich arerated " Caa" areof poor standing. Such issues may bein default or there may be present
elements of danger with respect to principal or interest.

Ca— Bonds which arerated "Ca" represent obligationswhich are speculative in a high degree. Suchissues
are often in default or have other marked shortcomings.

C — Bonds which are rated "C" are the lowest rated class of bonds and issues so raed 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 are identified 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 arebonds secured by (a) earnings of projects under construction, (b) earnings
of projectsunseasoned 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 compleion
of construction or elimination of basis of condition.

Description of Moody's Investors Service Short-Term Debt Ratings

Moody 's short-term issuer ratings are opinions of the ability of issuersto honor senior financial obligations and
contracts. Such obligations generally have an origind maturity not exceeding one (1) year. Moody's employs the
followingthree designations, all judged to be investment grade, to indicate therelative repayment ability of rated issuers:

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 be evidenced by many of the following characteristics:
leading market positions in well-established industries; high rates of return on Funds employed; conservative
capitalization structure with moderate reliance on debt and ample asset protection; broad marginsin earnings coverage
of fixed financial charges and high internal cash generation; well-established access to 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 characteristicscited above, butto alesser
degree. Earnings trends and coverage ratios, while sound, may be more subject to variadion. Capitalization
characteristics, while still appropriate, may be more affected by external conditions. Ample alternate liquidity is
maintained.

Prime-3. Issuers (or supporting institutions) rated Prime-3 have an acceptable 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 mainta ned.

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

If an issuer represents to M oody'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 are listed within the parenthesis beneath
the name of theissuer, orthereis afootnote referring the reader to another page for the name or names of the supporting
entity or entities. In assigning ratings to such issuers, M oody's evaluates the financial strength of the affiliated
corporations, commercial banks, insurance companies foreign governments, or other entities, but only as one factor in
thetotal ratingassesanent. Moody's makes no representation and givesno opinion onthelegal validity or enforceability
of any support arrangements.

Description of Moody's Investors Service Short-Term Notesand Variable Rate Demand Obligations (VRD Os)
Ratings

In municipal debt issuance, there are three rating categories for short-term obligations that are consdered
investment grade. These ratings are designated as Moody's Investment Grade (M IG) and are divided into three levels
— MIG 1 through MIG 3. In addition, those short-term obligations that are of speculative quality are designated SG,
or speculative grade.
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Inthe caseof variableratedemand obligations(V RDOs), atwo-component rating isassigned. Thefirst element
represents Moody's evaluation of the degree of risk associated with scheduled principal and interest payments. The
second element represents Moody's eval uation of the degree of risk associated withthe demand feature, using the MIG
rating scale. The short-term rating assgned to the demand feaure of VRDOsis designated as VMIG. When either the
long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG 1. MIG
ratingsexpireat note maturity. Bycontrast,VMIG rating expirationswill be afunction of eachissue's specific structural
or credit features.

MIG1/VMIGL. Thisdesignation denotessuperior 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 denotes strong credit quality. Margins of protection are ample, although not
so largeas 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 likdy to be less well established.

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

Description of I ssueCredit Rating Definitions of Standard & Poor's, a Division of the McGraw-H ill Companies,
Inc.

An S& P issue credit rating is a current opinion of the creditworthiness of an obligor with respect to a specific
financial obligation, aspecific class of finandal obligations or aspecific financial program (including ratings on medium
term note programs and commercial paper programs). Ittakes 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.

The issue credit rating is not a recommendation to purchase, sell, or hold a financial 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 considersreliable. S& P does not perform an audit in connection with any creditrating and may, on occasion,
rely on unaudited financial information. Credit ratings may be changed, suspended, or withdrawn as aresult 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 more than 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 is adual 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 degr ees, on the following considerations:

l. Likelihood of payment capacity and willingnessof the obligor to mee itsfinandal commitment on
an obligation in accordance with the terms of the obligation;

. Nature of and provisions of the obligations; and
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11. Protection afforded by, and relative position of, the obligation in the event of bankruptcy,
reorganization, or other arrangement under the laws of bankruptcy and other laws affecting creditors'
rights.

The issue rating definitions are expressed in terms of default risk. As such, 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 ap plies when an entity has both senior and subordinated obligations,
secured and unsecured obligations, or operating company and holding company obligations.) Accordingly, in the case
of junior debt, the rating may not conform exactly with the category definition.

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

AA — An obligor rated "AA" has very strong capacity to meet its financial commitments. Itdiffersfrom the
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 adver se effects of changes in circumstances and economic conditions than obligors in higher-rated
categories.

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

BB, B, CCC, CC, C — Ohbligors rated "BB," "B," "CCC," and "CC" are regarded as having significant
speculative characteristics. "BB" indicates the |east 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" is less vulnerable in the near term than other lower-rated obligors. However, it
faces major ongoing uncertainties and exposure to adverse business, financial, or economic conditionswhich could lead
to the obligor'sinadequate capacity to meetits financid commitments. Anobligorrated "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 obligor's capacity or willingness to meet its financial
commitments.

B — An obligation rated "B" is more vulnerable to nonpayment than obligationsrated "BB," but the obligor
currently hasthe capacity to meet its financial commitmenton the obligation. Adverse business, 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 — Anobligorrated"CC" is currently highly vulnerable. Plus (+) or minus (-) The ratings 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 obligation rated "C" iscurrently highly vulnerable to 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 beassigned to a preferred stock issue in arrears on
dividends or sinking fund payments, but that is currently paying.
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R — Anobligor rated "R" isunder regul atory supervision owingtoitsfinancial condition. During the pendency
of theregulatory supervision the regul ators may have the powerto 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 — Anobligor 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 a
general default and that the obligor will fail to pay dl or subgantidly all of its obligationsas they come due. An"SD"
rating is assigned when S& P believesthat the obligor has selectively defaulted on a specific issue or classof obligations
but it will continue to meet its payment obligations on other issues or classes of obligationsin atimely manner. Please
see S& P's issue credit ratings, for a more detaled description of theeffects of a default on specific isaues 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 analysisof an issuer's published
financial information, as well 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. Ratingswith a"pi" subscriptare reviewed annually based on anew year's financial statements but may
be reviewed on an interim basis if a maj or 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 generdly are not modified with "+" or "-" designations However, such
designations may be assigned whenthe issuer's creditrating 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 STRON G capacity to meet its financial commitments. It is rated inthe
highest category by S& P. Within this category, certain obligors are designated with aplussign (+). Thisindicates that
the obligor's capacity to meetitsfinancial commitments iSEXTREMELY STRONG.

A-2 — Anobligor rated "A-2" has SATISFACT ORY capacity to meet its financial commitments. However,
itissomewhat more susceptibleto the adverse effects of changesin circumstances and economic conditionsthan obligors
in the highest rating category.

A-3 — Anobligorrated "A-3" hasADEQUATE capacity to meet its financial obligations. However, adverse
economic conditions or changing circumstances are mor e likely to lead to a weakened capacity of the obligor to meet
its financial commitments.

B — An obligation rated "B" is more vulnerable to nonpayment than obligationsrated "BB," but the obligor
currently hasthe capacity to meet its financial commitmenton the obligation. Adverse business, 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 gock obligation rated "C" iscurrently highly vulnerable to nonpayment.
The "C" rating may be used to cover a situation where a bankruptcy petition hasbeen filed or similar action taken, but
payments on this obligation are being continued. A "C" also will beassigned to a preferred stock issue in arrears on
dividends or sinking fund payments, but that is currently paying.
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R — Anobligor rated "R" isunder regul atory supervision owingtoitsfinancial condition. During the pendency
of theregulatory supervision the regul ators may have the powerto 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 — Anobligor 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 a
general default and that the obligor will fail to pay dl or subgantidly all of its obligationsas they come due. An"SD"
rating is assigned when S& P believesthat the obligor has selectively defaulted on a specific issue or classof obligations
but it will continue to meet its payment obligations on other issues or classes of obligationsin atimely manner. Please
see S& P's issue credit ratings, for a more detaled description of theeffects of a default on specific isaues or classes of
obligations.

N.R. — Anissuer designated N.R. is not rated
Description of Fitch, Inc.'sCredit 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 as indications of the likelihood of getting their money back in accordance
with the terms on which they invested. Thus, the use of credit ratings defines their function: "investment-grade" ratings
(international long-term "AAA" — "BBB" categories; short-term "F-1" — "F-3") indicate a relatively low probability
of default, while thosein the"speculative" or "non-investment grade" categories (international long-term "BB" — "D";
short-term"B" — "D") either signal ahigher probability of default or that adefault hasalready occurred. Ratingsimply
no specific prediction of default probability.

Entitiesor issues carrying the same rating 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, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular invegor, or the tax-exempt
nature or taxability of any payments of any security. The ratings are based on information obtained from issuers, other
obligors, Underwriters, their experts, and other sourcesFitch believes to be reliable. 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 the issuer and of any guarantor, any specid featuresof a specific issue or
guarantee, theissue'srelationship to other obligations of theissuer,aswell as developmentsin 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 dasses
of obligations of the same issuer may vary based on expectations of recoveriesin 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"notching" of particular issuesto reflect their
degree of preference in awinding up, liquidation, or reorganization as well as other factors. Recoveries do, however,
gain in importance at lower rating levels, because of the greater likdihood of default, and become the major
consideraion at the"DDD" category. Factors that affect recovery expectationsincludecollateral and seniority relative
to other obligaions in the capital gructure.
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Variable rate demand obligations and other securitieswhich containa demand feature will have adual rating,
such as "AAA/F1+." The first rating denotes long-term ability to make principal and interest payments. T he second
rating denotesability 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

Investment Grade

AAA — Highest credit quality. "AAA" ratings denote the lowest expectation of credit risk. They are assigned
only in case of exceptionally strong capacity for timely payment of financial commitments. T his capacity is highly
unlikely to be adversely affected by foreseeable events.

AA — Very high credit quality. "AA" ratings denote avery low expectation of credit risk. They indicate very
strong capacity for timely payment of financial commitments. T hiscapacity isnot significantly vulnerableto foreseeable
events.

A — High credit quality. "A" ratingsdenote 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.
The capacity for timely payment of financial commitmentsisconsidered adequate, b ut adverse changesin circumstances

and in economic conditions are more likely to impair this capacity. Thisisthe lowest investment-grade category.

Speculative Grade

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

B — Highly speculative. "B" ratingsindicate that significant credit risk ispresent, but a limited margin of safety
remains. Financial commitments are currently being met; how ever, capacity for continued payment is contingent upon
a sustained, fav orable business and economic environment.

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

DDD, DD, D — Default. Theratingsof 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, the following serve as general guidelines. "DDD" obligations
havethehighest potential for recovery, around90% - 100% of outstanding amounts and accruedinterest. "DD" indicates
potential recoveries in the range of 50% - 90% and "D" the lowest recovery potential, i.e., bd ow 50%.

Entitiesrated in this category have defaulted on some or all of their obligations. Entitiesraed"DDD" havethe
highest prospect for resumption of performance or continued operation with orwithoutaformal reorganization process.
Entitiesrated "DD" and "D" are generally undergoingaformal reorganization or liquidation process; thoserated "DD"
are likely to satisfy a higher portion of their outstanding obligations while entities rated "D" have a poor progpect of
repaying all obligations.
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International Short-Term Credit Ratings

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

F2 — Good credit quality. A satisfactory capacity for imely paymentof 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 commitmentsisadequate; however, near-
term adverse changes could result in a reduction to non-investment grade.

B — Speculative. Minimal capacity for timely payment of financial commitments, plusvulnerability 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 L ong-term and Short-term ratings:

"+" or "-" may beappended to arating to denote relative gatuswithin major rating categories. Such suffixes
are not added to the "AAA" long-term rating category, to categoriesbelow "CCC," or to Short-term ratings other than
nEp

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

Withdrawn — A rating is withdrawn when Fitch deems the amount of information available to be inadequate
for rating purposes, or when an obligation matures, is called, or refinanced.

Rating Watch — Ratings are placed on Rating Watch to notify investors that ther e is 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 be raised, lowered or maintained. Rating
Watch istypically resolved over arelatively short period.

A Rating Outlook indicatesthe direction aratingislikely 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, companieswhose outlooksare “stable” could be upgraded or downgraded before an outlook movesto positive
or negativeif circumstanceswarrant such an action. Occasionally, Fitch may be unable toidentify the fundamental trend.
In these cases, the Rating O utlook may be described as evolving.
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APPENDIX E
CERTAINOTHER TYPES OF INVESTM ENTS

American Depositary Receipts. The Fund may invest in sponsored and un-sponsored American Depositary
Recei pts representing interestsin securitiesissued by foreignissuers (collectively, "ADRS"). ADRsarereceiptstypically
issued by aU.S. bank or trust company evid encing ownership of the under lying securities of foreignissuers. Generally,
ADRs, inregistered form, aredenominated in U.S. dollars and are designed for usein the U .S. securities markets. Thus,
these securities are not denominated in the same currency as the securities into whichthey may be converted. ADRsare
subject to many of the risksinherentin investing in foreign securities, including confiscatory taxation or nationalization,
and less comprehensive disclosure requirements for the underlying security. See "Securitiesof Foreign Issuers" below.
Inaddition, theissuersofthe securitiesunderlying un-sponsored ADRsarenotobligated to disd ose material information
in the United States and therefore, there may be less information available regarding such issuers and theremay not be
a correlation between such information and the market value of the ADRs.

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

Certificates of Deposit. The Fund may invest in bank certificaes 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 notbe insured if thislimit isexceeded.
Current federal regul ationsal 0 permitsuchingitutionsto i ssueinsured negotiableCDsin amounts of $100,0000r more,
without regard to the interest rate ceilings on other deposits. To remain fully insured, these investments currently must
be limited to $100,000 per insured bank or savings and loan association. Investments in CDs are made only with
domestic institutions with assets in excessof $1 billion.

Commercial Paper. The Fund may invest in commercial paper tha is limited to obligations rated Prime-1 or
Prime-2 by Moody's, or A-1 or A-2 by S& P and F-1 or F-2 by Fitch. Commercial paper includes notes, drafts or similar
instruments payable on demand or having amaturity at thetime 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 convertiblesecurities 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 changesin economic
conditionsare morelikely to lead to aweakened capacity to pay interestand repay principal than is the case with higher
grade securities. W hile no securities investment is without some risk, investments in convertible securities generally
entail lessrisk than the issuer'scommon stock, although the extentto which suchrisk isreduced dependsinlarge measure
upon the degree to which the convertible security sells above its value as a fixed income security. The Investment
Adviser will decideto invest in convertible securities based uponafundamental analysis of the long-term attractiveness
of the issuer 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 securitiesin which the Fund may investinclude corporatebonds, notesand preferred stock
that can be converted into common stock. Convertible securitiescombine the fixed-income characteristicsof bonds and
preferred stock with the potential for capital appreciation. As with all debt securities, the market value of convertible
securities tends to decline as interest rates increase and conversely, to increase as interest rates decline. While
convertible securities generally offer lower interest or dividend yields than nonconvertible debt securities of smilar
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 the level of interest rates. Generally, as interest rates rise, the market value of debt securities
decreases. Conversely, as interestrates fall; the market value of debt securities increases. Factorsthat could result in
ariseininterest rates, and a decrease in the market value of debt securities, include an increase in inflation or inflation



expectations, an increase in the rate of Puerto Rico or U.S. economic growth, an increase in the Federal budget deficit
or an increase in the price of commodities such as oil.

Floating and Variable Rate Obligations. The Fund may also purchase certain types of floating and variable
rate securities. The interest payable on a variable rae obligation is adjusted at prededgnated periodic intervals and on
floating rate obligations, whenever there is a change in the market rate of interest on which the interest rate payableis
based. Thereisarisk thatthe currentinterestrate on such obligations may not accurately reflect existing market interest
rates. These obligations frequently permit the holder to demand payment of principal at any time, or at specified
intervals, and permit the issuer to prepay, at its discretion, principal plus accrued interest, in each caseafter a specified
noticeperiod. Theissuer's obligations 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 fundsattempt to provide the highest
current income possible through investment in a portfolio of short-term money market securities consistent with the
preservation of capital. W hilethesefundstypically invest in high quality investments, the valueof an investment in these
funds, among other things, remains subject to credit risk on the underlying instruments and v ol atility due to interest rate
changes.

Securitiesof Foreign Issuers. There are certain risks connected with investing in foreign securities. These
includerisksof 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, thepossibility that therewill belessinformation on such securitiesand their issuersavailable
to the public, the difficulty of obtaining or enforcing court judgments abroad, restrictions on foreign investmentsin other
jurisdictions, difficulties in 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 Stock. The Fund may invest in preferred stock. A preferred stock has ablend 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 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 theissuer be dissolved. Although the dividend is usually set at afixed annual rate, in some circumstancesit can
be changed or omitted by the issuer.

Real Estate Investment Trusts ("REITS"). REIT sare entitiesthat invest primarily in commercial real estate or
real estate-related loans. A REIT is not taxed on income distributed to itsshareholders if it complies with regulatory
requirements relating to its organization, ownership, assets and income, and with the regulatory requirement that it
distribute to its sharehol ders at| east 95% of itstaxableincome for each taxable year. Generally, REITs can be classified
as equity REI Ts, mortgage REI Ts and hybrid REITs. Equity REIT sinvest the majority of their assets in real property
and derive their income primarily from rents and capital gains from appreciation realized through property sales.
Mortgage REITs invest the majority of ther assetsin red 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 simultaneoudy commits to resell the securities to the original
seller (a member bank of the Federal Reserve System or a securities dealer who isa member of a national securities
exchange or is amarket maker in U.S. Government securities) at an agr eed upon date and price reflecting a market rate
of interest unrelated to the coupon rate or maturity of the purchased securities. Repurchase agreementscarry certainrisks
not associaed with direct investments in securities including possible decline in the market value of the underlying
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 rightsto dispose of the collateral securities. The value of the underlying
securities (or collateral) will be at least equal at all times to the total amount of the repurchase obligation, including the
interest factor.
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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 Federa Home Loan Baits; and obligations supported only by the credit of the
issuer, such as those of the Federal Intermediate Credit Banks.

When-1ssued and D elayed D elivery Transactions. The Fund may enter into agreements with banks or broker-
dealersfor the purchase or sale of securities at an agreed-upon price on a specified future date. Such agreements might
be entered into, for example, when the Inv estment Adviser anticipates adecline in interest rates and is able to obtain a
more advantageous yield by committing currently to purchase securities to be issued later. When the Fund purchases
securities on a when-issued or delayed delivery 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 basisto the amount of the Fund's when-issued or delayed delivery commitments, or (2) to enter
into an offsetting forw ard sal e of securitiesit ownswhich areequal in valueto those purchased. The Fund will only make
commitments to purchase securities on a when-issued or delayed delivery basis with theintention of actually acquiring
the securities. However, the Fund may sell these securities before the settlementdateif it isdeemed advisable asamatter
of investment strategy. When the time comes to pay for when-issued or delayed delivery securities, the Fund will meet
its obligationsfrom then available cash flow or the sale of securities, or although it would not normally expectto 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 INCOM E STRATEGIES

General Description of Hedgingand Related Income Strategies. Asdiscussedin the Prospectus, the Fund may
use avariety of financial instruments ("Derivative Instruments"), including securities options, financial futures contracts
("futurescontracts"), options on futures contracts,and other interestrate protection transacti ons such as swap agreements,
to attempt to hedge its 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 acquigtions. The Fund
may invest up to 5% of its assetsin Derivative Instruments. Such limit may be exceeded only for the purpose of hedging
and subjectto the approval of the Board of Directors. However, the Fund will not enter into futures contracts or options
thereon unless an excluson or exemption or comparable relief from applicable registration requirements contained in
the regulations administered by the CFTC is obtained by the Investment Adviser. There can be no assurance that such
relief will begranted or that the strategiesdiscussed in this Appendix F can be implemented.

Hedging strategies can be broadly categorized as"short hedges" and "long hedges." A short hedge isapurchase
or sale of a Derivaive 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 ina Derivative Instrument whose price
isexpected to move in the oppositedirection of the price of the invesment 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 price to 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.

Conversely, along hedge is a purchase or sale of a D erivative Instrument intended partially or fully to offset
potential increases in the cost of one or more investments that the Fund intends to acquire. Thus, in along hedge the
Fund takes a position in the Derivative Instrument whose priceis expected to move in the same direction as the price
of the prospectiveinvestment being hedged. For example, the Fund might purchase a call option on a security it intends
to purchase in order to hedge against an increase in thecost of the security. If the price of the security increases above
the exercise price of the call, the Fund could exercise the call and thuslimit its acquisition cost to the exercise price plus
the premium paid and transaction costs. Alternatively, the Fund might be able to offset the price increase by closing out
an appreciated call option and realizing a gain.

Derivative Instruments on securitiesgenerally are used to hedge against both price movementsin oneor 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.

In addition to the products, strategies and risksdescribed bel ow and in thisProspectus, the Investment 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
transactionsand asnew options, futurescontracts or other techniquesare developed. The Investment Adviser may utilize
these opportunitiesto the extent that they are consistentwith the Fund'sinvestment objective and permitted by the Fund's
investment limitations and applicable regulatory authorities.

Special Risks of Hedging Strategies. The use of Derivative Instruments involves special considerations and
risks, asdescribed below. Risks pertaining to particular Derivativelnstrumentsare described in the sections that follow:

(1) Successful use of most Derivative Instrumentsdependsuponthelnvestment Adviser'sability to predict
movements of the overall securities and interes rate markets, which requires different skills than predicting changesin
the prices of individual securities. While the Investment Adviser isexperienced in the use of Derivative Instruments,
there can be no assurance that any particular hedging srategy adopted will succeed.

(2) There might beimperfect correlation, or even no correlation, between price movementsof aDerivative
Instrument and price movements of the investments being hedged. For example, if the value of a Derivative Instrument
used in a short hedge increased by less than thedeclinein value of the hedged investment, the hedge would not be fully



successful. Such alack of correlation might occur due to factors unrelated to the value of theinvestments being hedged,
such as speculative or other pressures on the markets in which Derivative Ingruments are traded. The effectiveness of
hedges using Derivative I nstruments on indices will depend onthe degree of correlation between price movementsin
the index and price movements in the securities being hedged.

(3) Hedging strategies, if successful, can reduce risk of loss by wholly or partially offsettingthe 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 theDerivative Instrument. Moreover, if the price of the Derivative Instrument
declined by more than the increase in the price of the security, the Fund could suffer aloss. Depending on the degree
of correlation between aDerivative Instrument and the security or interest rate being hedged, it is possible that the Fund
could sustain losseson both positions. Similaly, transaction costsincurred in connection with a Derivative Instrument
can exceed the amount of the benefits received. In 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 assetsas "cover," maintain segregated
accounts or makemargin paymentswhen it takespositionsin Derivative Instrumentsinvol ving obligationsto third parties
(i.e., Derivative | nstruments other than purchase options). If the Fund is unable to close out its positions in such
Derivative I nstruments, it mightbe required to continue to maintain such assets or accounts or make suchpayments until
the position ex pires or matures. T hese 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 disadvantageoustime. The Fund's ability to close out a postion in a Derivative Ingrument 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 atime and price that is favorable to the Fund.

(5) Although the Fundintendsto purchaseor sell futurescontractsonly if thereisan active market for such
contracts, no assurance can begiven that aliquid market will exist for the contracts at any particular time. Most futures
exchangeslimit the amount of fluctuation permitted in futures contract pricesduring asingletrading day. Oncethedaily
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 movethedaily limit for sever al consecutivetrading dayswith littleor notrading, thereby preventing
prompt liquidation of futurespositions and subjecting some futures traders to substantial 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. In
such circumstances, an increase in 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 increase in interest rates adversely affecting the
value of securities held inits portfolio and rates decrease ingead, the Fund will lose part or dl 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 such situations, if the Fund hasinsufficient cash, it may haveto sell securitiesto meet daily variation margin
requirements at atime whenit may be disadvantageous to do so. These salesof securities may, butwill not necessarily
be at increased prices which reflect the decline in interest rates.

(7) Because of thelow margin deposits normallyrequiredin futures contract trading (typically between 2%
and 5% of the value of the contract purchased or sold), an extremely high degree of leverage is typical of a futures
contract trading account. As a result, a relatively small price movement in a futures interest contract may result in
immediate and substantial lossesto the investor. For example,if at the time of purchase 5% of the price of a contract
isdeposited as margin, a 5% decrease in 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 thetotal margin deposit. Thus, like otherleveraged invegments, any purchase or saleof afutures
interest contract may resultin losses in excess of the amount invested.
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(8) Most U.S. commodity exchanges limit fluctuations in certain futures interest contract prices during
asingle day by regulations referred to as "daily price fluctuation limits" or "daily limits." Pursuant to such regulations,
during asingle trading day no trades may be executed at prices beyond the daily limits. Once the price of a contract for
aparticular commodity hasincreased or decreased by an amount equal to the daily limit, positionsin the commodity can
neither be taken nor liquidated unlesstraders are willing to effect trades at or within thelimit. Pricesin various contracts
have occasionally moved the daily limit for several consecutive dayswith little or no trading. Similar occurrences could
prevent the Fund from promptly liquidating unfavorabl e positions and subjectthe Fund to substantial losses. W hiledaily
limits may reduce or effectively eliminate 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 be liquidated prior to its expiration date. It also ispossible that
an exchange or the CFTC may suspend tradingin a particuar contract, order immediate liquidation and settlement of
a particular 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
position limits" or "position limits" on the maximum net long or net short position which any person or group of persons
may own, hold, or control in particular futures contracts. U nder currently applicable regulations, the Fund as a w hole
will be required to comply with position limits asif it were a ngle trader. 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 unfav orable terms.

Cover. Transactions usng 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 either (1) an offsetting
("covered") position in securities or other options or futurescontracts, or (2) cash, receivables, and/or short-term debt
securities, with avalue sufficient at all timesto cover its potential obligationsto the extent not covered asprovided in (1)
above.

Assets used as cover cannot be sold while the position in the corresponding D erivative Instrument is open,
unless they are replaced 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 Straddles. 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, where the exercise price of the put isless than or equal to the exerciseprice of the call. The Fund would enter
into along straddle when the Investment Adviser believesthat itis likely that interest rates will be more volatile during
the term of the option than the option pricing implies. A short graddle is a combination of a call and a put written on
the same security where the exercise price of the put isless than or equal to the exercise price of the call. The Fund
would enter into a short straddle when the Investment Adviser believes that it isunlikely that interest rateswill 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 putand call options on debt securities
and bond indices. The purchase of call options serves as a long hedge, and the purchase of put options serves as a short
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
thepremium receivedfor writing the option. However, if the security appreciatesto aprice higherthan the exercise price
of the call option, it can be expected that the option will be exercised, andthe Fund will be obligated to sell the security
at less than its market value.

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

F-3



investment, the historical pricevolatility of the underlying investment and gener al market conditions. Optionsnormally
have expiration dates of up to nine months. Optionsthat expireunexercised haveno value.

The Fund may effectively terminateitsright or obligation under an o ption by enteringinto aclosing transaction.
For example, the Fund may terminateits obligations under acall option that it has written by purchasing an identical call
option. Thisisknown as aclosing purchase transaction. Conversely, the Fund may terminate aposition in aput or call
option it has purchased by writing an identical put or call option. Thisisknown 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.

The Fund may purchase or write bothexchange-traded and OTC options. Exchange marketsfor optionson debt
securities exist but arerelatively new, and theseingruments are primarily traded on the OTC market. Exchange-traded
optionsinthe U.S. areissued by aclearing organization &filiated with the exchange onwhich the option islisted 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 writesan OTC option, it relieson 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 ex ercise
of the option. Failure by the counterparty to do so would result in the loss of any premium paid by the Fund as well as
the loss of any expected benefit of the transaction.

Generally, the OTC debt options used by the Fund will be European-gyle options. This means that theoption
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 exchangeliged options depends on the existence of
aliquid market. The Fund intends to purchase or write only those exchange-traded options for which there appears to
be aliquid secondary market. However, there can be no assurancethat such a market will exist at any particular time.
Closing transactions can be made for OTC options only by negotiatingdirectly withthe counterparty, or by atransaction
in the secondary market if any such market exists. Although the Fund will enter into OTC options only with contra
partiesthat are expected to be capable of entering into closing transactions with the Fund, there isno assurance that the
Fund will in fact be able to close out an OTC option position at a favorable price prior to expiration. Inthe 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 unable to effect a closing transaction for an option it had purchased it would have to exercise
theoptiontorealize any profit. Theinability to enter into aclosing purchase transactionfor acovered call option written
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 onlyif the premium paid when aggregated with the premiumson all other options held by the Fund doesnot
exceed 5% of the Fund'stotal assets. Thisguideline may be modified by the Board without Shareholder vote. Adoption
of this guiddine doesnot limitthe percentage of the Fund' sassetsat risk to 5%.

Futures. The Fund may purchase and sell intered rate futures contracts and bond index futurescontracts. The
Fund may al so purchase put and call options, and write covered put and call options, on futuresin which it invests. The
purchase of futures or call options thereon can serve as a long hedge, and the sale of futuresor the purchase of put
optionsthereon can serve asashort hedge. Writing covered call options on futures contractscan serve asalimited 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 serveas a limited long hedge.

The Fund may also write put options on interest rate futures contracts while at the same time purchasing call
options on the same futures contractsin order synthetically to create along futurescontract position. Such optionswould
havethe same strike pricesand expiraiondates. The Fund will engagein thisstrategy only when it ismore advantageous
to the Fund than is purchasing the futures contract.
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No priceispaid upon entering into a futures 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
transactionwas effected, "initial margin" consisting of cash,U.S. Government securities or otherliquid, high-grade debt
securities, in an amount generdly 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 contractsdoes 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 exchangetoincrease the level of itsinitial 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
futuresposition varies, aprocessknownas"markingto market." Variation margin doesnotinvolve borrowing, but rather
represents a daily settlement of the Fund'sobligations to or from a futures broker. When the Fund purchases an option
on afutures contract, the premium paid plus transaction costsisall thatis at risk. In contrast, when the Fund purchases
or sellsa futures contract or writes a put or call option thereon, itis subject to daily variation margin cdls 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,
similarto closing transactionson options by selling or purchasing, respectively, aninstrument identical to theinstrument
held or written. Positions in futures and options on futures may be closed only on an exchange or board of trade that
provides a secondary market. The Fund intends to enter into futurestransactionsonly on exchangesor boards of trade
where there appears to bealiquid secondary market. However, there can be no assur ance that such a market will exist
for aparticular contract at a particular time. Secondary markets for options on futures are currently in the devel opment
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 devel oped 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 rd ated option canvary from the previous day's settlement price; oncethat limit is reached, no trades may be
made that day at a price beyond the limit. Daily price limits do not limit potential |ossesbecause prices could move to
the daily limit for several consecutive days with little or no trading, thereby preventing liquidation of unfavorable
positions.

If the Fund was unabl eto liquidate afuturesor rel ated options positions due to the absence 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 paymentsand might be required to maintain the position being hedged by
the future or option.

Certain characterigics of the futures market might increase the risk that movementsin the prices of futures
contracts or related optionsmight notcorrelate perfectly with mov ementsin the prices of the investments being hedged.
For example, all participants in the futures and related options markets ar e subject to daily variation margin calls and
might be compelled to liquidate futuresor related options po sitions whose prices are moving unfavor ably to avoid being
subject to further calls. T heseliquidations could increase price volatility of the instruments and distortthe normal price
relationship between the futures or options and the investments being hedged. Also, because initial margin deposit
requirements in the futures market are less 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
distortions. Inaddition,activities of large tradersinboth the futuresand securitiesmarketsinvolving arbitrage, "program
trading" and other investment strategies might result in temporary price distortions.

Guideline for Futures and Related Options. In view of the risks involved in using the futures and options

strategies that are described above, the Board of Directors has determined that the Fund will not purchase or sell futures
contracts or related optionsif, immediatel ythereafter, the sum of the amount of initial margin deposits on existing futures
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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
futurescontracts traded on acommodities exchange are considered "related options." Adoption of this guideline will not
limitthe percentage of the Fund'sassetsat risk to 5%.

The Fund may use the following Derivative Instruments:

Optionson Debt Securities. A call optionisashort-term contract pursuantto which the purchaser of the option,
inreturn for a premium, has the rightto buy the security underlying the option at a specified price at any time during the
term of the option. The writer of the call option who receives the premium, has the obligation, upon exercise of the
option during the option term, to deliver the underlying security against payment of the exercise price. A putoptionis
asimilar contract that givesits purchaser, in return for a premium, the rightto sell the underlying security at a specified
priceduring 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 assigns relative values to thedebt securitiesincluded in the index and
fluctuates with changes in the market values of those debt securities. A bond index option operatesin the same way as
amore traditional option on a debt security, except that exerciseof a bond index option is effective with cash payment
and does notinvolve delivery of securities. Thus, upon exercise of a bond index option, the purchaser will realize, and
thewriter will pay, an anount based on the difference betweenthe exercise price and the closing price of the bond index.

Interest Rate Futures Contracts. Interest rate futures contracts are bilateral agreements pursuant to which one
party agreesto make, and the other party agrees to accept, delivery 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
futurescontracts by their terms call for actual delivery or acceptance of debt securities or other interest rate instruments,
in most cases the contracts are closed out before the settlement date withoutthe making or taking of delivery of the debt
security or other interest rate instrument.

Optionson Futures Contracts. Options on futures contracts are similar to options on securities, except that an
option on a futurescontract gives the purchaser the right, in return for the premium, to assume a position in a futures
contract (along position if the option is acall and a short position if the option is a put), rather than to purchase or sell
asecurity, at aspecified price at any time during the option term. Upon exer cise 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 isless than, 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 acall and along position in the case of a put.

Bond Index Futures. A bond index futurescontractisabilateral 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
differencebetween the bond index val ue at the cl ose of trading of the contract and the price at whichthe futures contract
isoriginally gruck. No physical delivery of the debt securities comprisingthe index is made. Generally, contractsare
closed out prior to the ex piration 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 transections involve an
agreement between two parties to exchange payments that are based, respectively, on indices or specific securitiesor
other assets, such as variable and fixed rates of interest that are cal culated 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
agreement between two partiesin which thefirst party agrees to make payments to the counterparty when a designated
market interestrate goes above (in the case of acap) or below (in the case of afloor) adesignated level on predetermined
dates or during a specified timeperiod. Interestrate collar transactions involve an agreement between two parties in
whichthefirst party makes paymentsto the counterparty when a designated market interestrate goes above a designated
level of predetermined dates or during a specified time period, and the counterparty makes payments to the first party
when a designated marketinterest rate goes below a desgnated level on predetermined datesor during a specified time
period.
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The Fund will engage in swap transactions directly with other counterparties. Thissubjects 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 is reduced through the collection of variation margin and through the
interpostionof 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. Additionally,the
financial integrity of swap transactionsis generally unsupported by other regulatory or self-regulatory protections such
asmargin requirements, capital requirements, or financial compliance programs. Therefore, there are much greater risks
of defaults with respect to swap transactions than with respect to exchange-traded futures or securities transactions.

The Fund expectsto enter into interestrate protection transactionsto preserve areturn or spread on a particular
invegment or portion of its portfolios to protect against any increase in the price of securities the Fund anticipates
purchasing at a later date or to effectively fix the rate of interest that it pays on one or more borrowings or sefries 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 itishedgingitsassetsor itsliabilities, and will usually enter into interest rate swaps on anet 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 asthese 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 atransaction, 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.

The swap market has grown substantially in recent years with alarge number of banks and investment banking

firmsacting both as principals and as agents utilizing standardized swap documentation. Caps, collars and floors are
more recent innov ations for which documentation is less gandardized, and accordingly, they areless liquid than swaps.
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APPENDIX G
PRIVACY POLICY

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 isobtained from the foll owing sources:

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

Written and electronic correspondence, including td ephone 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 PaineW ebber family of funds, and any
affiliation with UBS and its subsidiaries.

The Fund limits access to 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, electronic, and procedural safeguards to protect personal
information.

The Fund may share personal information described above withtheir affiliatesfor businesspurposes, 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 the entity is under contractto perform transaction processing, servicing
or maintaining investor accounts onbehalf 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 productsor services. Thesecompanies ae not
permittedto use personal information for any purp oses beyond theintended use (or aspermitted by law). The Fund does
not sell personal informationto third partiesfor their independent use. The Fund may also disclose persond information
to regulatory authorities or otherwise as permitted by law.



No person has been authorized to give any
information or to make any representations in
connection with this offering othe than those
contained in this Prospectus and if given or made,
such other information and representations must
not berelied upon ashavingbeen authorized by the
Fund or the Underwriter. Neither the delivery of
this Prospectus nor any sale mad e hereunder shall,
under any circumstances, create any implication
that there has been no change in the affairs of the
Fund since the date hereof or that the infor mation
contained herein is correct as of any time
subsequent to its date. This Prospectus does not
constitute an offer to sell or asolicitation of an offer
to buy any securities other than the securities to
which it relates. ThisProspectusdoesnot constitute
an offer to «ll or a wlicitation of an offer to buy
such securities in any drcumstances in which such
offer or solicitation isunlawful.
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