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Common Stock
This Prospectus Supplement Number 4 relates to the issuance 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 replaces in 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 unless the Prospectus is delivered simultaneously herewith.  This Prospectus Supplement Number 4 sets forth
certain information, including investment advisory fees, sales load, and other fees and expenses, an investor needs to know
before making an investment decision.  Investors are encouraged to review and retain it for future reference.  Capitalized terms
used but not defined herein are defined in the Prospectus for the Shares dated July 29, 2002 (the "Prospectus").

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

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

(continued on next page)

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

AN INVESTMENT IN THE FUND IS NEITHER INSURED NOR GUARANTEED BY THE U.S. GOVERNMENT OR BY THE
GOVERNMENT OF THE COMMONWEALTH OF PUERTO RICO.  PROSPECTIVE INVESTORS SHOULD BE AWARE THAT
THE SECURITIES ARE NOT AN OBLIGATION OF OR GUARANTEED BY UBS PAINEWEBBER INCORPORATED OF PUERTO
RICO, UBS PAINEWEBBER TRUST COMPANY OF PUERTO RICO, OR ANY OF THEIR AFFILIATES.  THESE SHARES 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.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT OR EFFECT TRANSACTIONS WHICH
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(1) Sales Load (2) Proceeds to Fund (3)

Per Share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10.00 $0.475 $9.525
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $480,000,000 $22,800,000 $457,200,000
Total Assuming Full Exercise of
Over-Allotment Option (4) . . . . . . . . . . . . . . . . . . . $552,000,000 $26,220,000 $525,780,000

(1) The price to the public after the Initial Closing (as such term is defined herein) will be the greater of (i) $10.00 or (ii) the then current net asset value
per Share plus applicable sales load.  See "UNDERWRITING" and "VALUATION OF COMMON STOCK" in the Prospectus.

(2) See "UNDERWRITING" in the Prospectus.
(3) Before deduction of offering and organizational expenses that are payable by the Fund, estimated not to exceed $300,000.  See "USE OF PROCEEDS"

in the Prospectus.
(4) Assuming exercise in full of the 30-day option granted by the Fund to the Underwriter to purchase up to 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
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The Fund is offering an aggregate of 48,000,000 Shares through 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").  The first closing took
place on 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 Shares to 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 below)
being offered hereby.

The Underwriter will purchase the remaining Shares at several closings to be held in 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 plus the applicable sales load.  The sales charge on purchases of the Shares in 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 a rate of up to $0.30 per Share.  Investors should consult their
brokers concerning the manner and method of payment for the Shares. The minimum investment in
the initial public offering is 100 Shares.

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 purchase orders and the manner and method of payment for the Shares.  The Shares
are offered by the Underwriter, subject to prior sale, when as and if delivered to and accepted
by the Underwriter and subject to their right to reject orders in whole or in part.  After the later
of (i) the final closing date for the issuance of the Shares or (ii) the date of closing any over-allotment
option, the public offering price and other selling terms may change. 

The Underwriter currently intends to maintain a market in the 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 as to 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.

The aggregate proceeds from the offering of the Shares are estimated at $457,200,000 ($525,780,000
if the Underwriter's over-allotment option is exercised in full) before payment of offering expenses.
The maximum sales load paid to the Underwriter for this offering will be $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
policies within a period not to exceed one year from the Initial 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.
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The following section replaces in its entirety the section entitled "TAXATION" commencing on page 22
of the Prospectus.  In addition to the tax considerations discussed in the Prospectus, it now includes a
brief discussion as to the tax considerations an investment in the Shares entails for corporations and
partnerships having in effect an election and qualifying as "corporations of individuals" or "special
partnerships" under the Puerto Rico Internal Revenue Code of 1994, as amended.  It does not contain
any modifications from the text included in 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.

TAXATION

THIS SECTION IS NOT TO BE CONSTRUED AS A SUBSTITUTE FOR CAREFUL TAX
PLANNING.  PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR OWN TAX
ADVISERS WITH SPECIFIC REFERENCE TO THEIR OWN TAX SITUATIONS, INCLUDING
THE APPLICATION AND EFFECT OF OTHER TAX LAWS AND ANY POSSIBLE CHANGES
IN THE TAX LAWS AFTER THE DATE OF THIS PROSPECTUS.

The following discussion is a summary of the material Puerto Rico and U.S. federal tax considerations
that may be relevant to prospective investors in the Fund.  The discussion in connection with the Puerto Rico
tax considerations is based on the current provisions of the Puerto Rico Internal Revenue Code of 1994, as
amended (the "Puerto Rico Code") and the regulations promulgated or applicable thereunder (the "Puerto Rico
Code Regulations") issued by the Treasury Department of Puerto Rico (the "Treasury Department"), the Puerto
Rico Municipal Property Tax Act of 1991, as amended (the "MPTA") and the regulations promulgated
thereunder, the Municipal License Tax Act, 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 the laws of Puerto Rico, excluding (unless otherwise indicated) 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 Individuals, the "Puerto Rico Investors"), (ii) 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 aspects of Puerto Rico and U.S. federal taxation that
may be relevant to other types of investors, particular investors in 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
to the Puerto Rico regular income tax will include the alternative minimum tax imposed on Puerto Rico Entities
by the Puerto Rico Code.

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

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

Taxation of the Fund

Income Taxes.  As a registered investment company under the PR-ICA, the Fund will be exempt from
the income tax imposed by the Puerto Rico Code for each taxable year that it distributes as Taxable Dividends
(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 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 take into account capital
gains and losses and net interest income that is exempt under the Puerto Rico Code.  For each taxable year,
the Fund intends to meet the 90% Distribution Requirement to be exempt from the income tax imposed by the
Puerto Rico Code.

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

Municipal License Taxes.  Under 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.  The Fund may make distributions out of its current 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
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% withholding tax (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 Code Regulations state that to qualify for the 10% Puerto Rico Withholding Tax, the
Taxable 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-Puerto 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 ending with the close of its taxable 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 refinance real property located in Puerto Rico
or used in the active conduct of a trade 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
"portfolio interest" under Section 881(c) of the Code, dividends distributed by the Fund from such earnings and
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 income is "portfolio interest," gross
income that is exempt from tax under Section 1022(b) of the Puerto Rico Code shall be excluded from the
Fund's gross income.

If the 10% Puerto Rico Withholding Tax is applicable, it must be withheld by the Fund and paid to
the Treasury Department.  However, 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 a taxable year, the
Fund must be notified in writing prior to the first distribution made by the Fund during such taxable year.  The
Election must be made on a yearly basis, and it must include (i) the name and address of the electing Puerto
Rico Individual, (ii) his or her taxpayer identification number, (iii) 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
which the Election is made, (v) the date on which the election is made, and (vi) the signature of the Puerto Rico
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Individual.  Once an Election is made, such Election is final 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 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 dividends to Puerto Rico Individuals will
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 a taxable 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.

Taxable Dividends Distributed to Special Partnerships and Corporations of Individuals.  Puerto Rico
Entities that are treated under the Puerto Rico Code as "special partnerships" or  "corporations of individuals",
are generally exempt from Puerto Rico income tax 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.  In lieu
thereof, the Taxable Dividends received by such Puerto Rico Entity will be treated as being derived by its
Owners in an amount equal to their distributive share in 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)
a resident individual, estate, or a trust that is taxable as a trust under the Puerto Rico Code (collectively, the
"Individual Owners"), or a corporation or partnership created or organized under the laws of Puerto Rico that
is not a "special partnership", a "corporation of individuals", or an insurance company (the "Institutional
Owner").

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

An Institutional Owner's distributive share in Taxable Dividends received by a Puerto 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 gains in 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 Owners are treated as deriving such Capital Gain Dividends in an amount equal to their distributive
share in such income.
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The Puerto Rico Code provides for a 10% long term capital gains rate for Puerto Rico Individuals and
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 is important to note that the Puerto Rico Code does not specify
whether Capital Gain Dividends should be treated as a gain from the sale or exchange of "property located
within Puerto Rico" or other property and therefore, the identification of the applicable capital gains tax rate
for such distributions is not currently determinable.

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 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 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 Dividends Distributed to Special Partnerships and Corporations of Individuals.  An Exempt
Dividend distributed to a Puerto Rico Entity during a taxable year in which it has in effect an election 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.  As a result
thereof, an Exempt Dividend is not treated as an item of income derived by the Owners.
  

In order to take into account the tax free nature of Exempt Dividends received by a Puerto Rico Entity
that is a "special partnership", the Puerto Rico Code provides that the adjusted basis of an Owner's interest in
the Puerto Rico Entity will increase by an amount equal to such Owner's distributive share of the Exempt
Dividends received by the Puerto Rico Entity.  Such an increase in the adjusted basis of an Owner has the effect
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 Entities that are "corporations of individuals"  the Puerto Rico Code does not provide
for an adjustment in the adjusted basis of an Owner for Exempt Dividends received 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
Rico Code.  Distributions in 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 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 more than six months
and they constitute a capital asset in the hands of such investor, the gain will qualify as a long term capital gain
and subject to the 10% and 12.5% capital gains tax rate provided by the Puerto Rico Code for Puerto Rico
Individuals and Puerto Rico Entities, respectively.

Sale, Exchange or Other Disposition of the Shares.  Gains from the sale, exchange or other disposition
of Shares which have been held by Puerto Rico Individuals for more than six months and which constitute
capital assets in the hands of such investors are subject to a 10% capital gains tax.  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 Shares which have been held by Puerto Rico
Entities for more than six months and which constitute capital assets in the hands of such investors qualify for
a 12.5% alternative capital gains tax.  

Losses from the sale, exchange or other disposition of Shares that constitute capital assets in the hands
of Puerto Rico Investors are deductible only to the extent of gains from the sale, exchange or other disposition
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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, unless it is "essentially equivalent to a dividend." If a redemption of Shares is treated
as "essentially equivalent to a dividend," 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
be treated as such or "essentially equivalent to a dividend," the Puerto Rico Code Regulations provide that (i)
pro-rata redemptions of stock are generally treated as essentially equivalent to a dividend, 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.  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. 

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 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 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 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.  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 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.

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.  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 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."
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For purposes of the alternative minimum tax, the "adjusted net book income" of Non-Mutual 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 States that acquired his or her citizenship solely 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, at the time the gift was made.

Municipal License Taxes.  Distributions made to Puerto Rico Entities may be subject to a municipal
license tax of up to 1.5% in the case of investors engaged in a financial business, and up to 0.5% in the case
of Puerto Rico Entities engaged in a non-financial business, as defined in the 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 in the hands of the
Puerto Rico Investors.

UNITED STATES TAXATION

Taxation of the Fund  

In the opinion of Quiñones & Sánchez, P.S.C., counsel to the Fund, based on certain representations
made by the Fund and the Investment Adviser, the Fund will be treated under the Code as a foreign corporation
not engaged in a U.S. trade or business.  As a foreign corporation not engaged in a U.S. trade or business, the
Fund is not subject to U.S. federal income tax 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 counsel is not binding on the IRS, however, and
it is possible that the IRS or a court 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 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
within the U.S. by foreign corporations that qualify as "Personal Holding Companies."  In general, a "Personal
Holding Company" is any corporation that derives at least 60% of its gross income 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'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.  Dividends distributed by the Fund will constitute income from 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 in a 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 corporate investors not engaged in a U.S. trade or
business will not be subject to U.S. taxation on dividends received from the Fund.  Dividends paid to 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. 
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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 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 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
sale will be income 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 is issued, 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 invests in the Fund will be subject to U.S. federal income tax on a gain
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 likely be treated 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., a citizen or resident of the U.S., a U.S. domestic corporation or partnership, or an estate or trust that is
taxed as a resident of the U.S. —  (such a Shareholder referred to as a "U.S. Shareholder"), that disposes of
its PFIC stock at a gain is treated as receiving an "excess distribution" equal to such gain.  In addition, if a U.S.
Shareholder receives a distribution from a PFIC in excess of 125% of the average amount of distributions such
Shareholder has received from the PFIC during the three preceding taxable years (or shorter period if the U.S.
Shareholder has not held the stock for three years), the U.S. Shareholder is also treated as receiving an "excess
distribution" equal to such excess.  In general, an "excess distribution" is taxed as ordinary income, and to the
extent it is attributed to earlier years in which the PFIC stock was held, is subject to an interest charge 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) states 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 a taxable 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 regulations, Puerto Rico
Individuals will not be subject to the PFIC provisions if they are entitled to the benefits of Section 933 of the
Code for 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 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 five or fewer individuals who are U.S. citizens or residents.
Puerto Rico Individuals, that are U.S. citizens, are not excepted from such status for these purposes.  However,
because the Code excludes Puerto Rico source income from the gross income of Puerto Rico Individuals, such
an individual would not be subject to U.S. federal income tax on undistributed income of the Fund, even if the
Fund were a foreign personal holding company.  Furthermore, the Fund's Certificate of Incorporation contains
certain ownership limitations to ensure that five or fewer Puerto Rico residents never own directly or indirectly
more than 50% of the stock of the Fund, measured by value or voting power. 

Estate and Gift Taxes  

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



14,500,000 Shares
Puerto Rico AAA Portfolio Target Maturity Fund, Inc.

Common Stock
(Initial Offering Price of $10 per Share)

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

The Fund's investment objectives are: 

• to provide you with current 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.

The Fund will normally invest at least 67% of its total assets in taxable 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 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, its agencies and instrumentalities, non-Puerto Rico
mortgage-backed and asset-backed securities, corporate obligations or preferred stock of non-Puerto Rico issuers, municipal
securities of issuers within the U.S., and in other non-Puerto Rico Securities which the Investment Adviser may select,
consistent with the Fund's investment objectives and policies.

At least 95% of the Fund's total assets will be invested in securities that, at the time of purchase 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 a nationally recognized statistical rating organization or which may be determined by the
Fund's Investment Adviser to be of comparable credit quality.  The Fund may not invest in securities which have a maturity
date subsequent to December 31, 2032.  See "INVESTMENT OBJECTIVES AND POLICIES."  No assurance can be given
that the Fund will achieve its investment objectives.

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

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE OFFICE OF THE
COMMISSIONER OF FINANCIAL INSTITUTIONS OF THE COMMONWEALTH OF PUERTO RICO.  THE
OFFICE OF THE COMMISSIONER OF FINANCIAL INSTITUTIONS HAS NOT MADE ANY DETERMINATION
REGARDING THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.  ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE.

Per Share Total

Public Offering Price1 $10.00 $145,000,000                              

Sales Load $0.475 $6,887,500                              

Proceeds to Fund (before expenses) 2 3 4 $9.525 $138,112,500                              

(1) The price to the public after the initial closing, on or about July 31, 2002, will be the greater of (i) $10 or (ii) the then-current net asset
value per Share plus applicable sales load.  See "UNDERWRITING" and "VALUATION OF COMMON STOCK" in the main body
of this Prospectus.

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

(3) The Underwriter may also purchase up to an additional 2,175,000 Shares at the initial public offering price within 30 days from the date
of the final closing to cover over-allotments.  If such over-allotment is exercised, total proceeds to the Fund will amount to $158,829,375
(before offering expenses).  See "UNDERWRITING" in the main body of this Prospectus.

(4) See "Est imated Fund Expenses" for a descript ion of the various costs and expenses you can expect to bear, di rectly or indirectly.

UBS PaineWebber Incorporated of Puerto Rico
The date of this Prospectus is July 29, 2002.
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THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND
EXCHANGE COMMISSION UNDER THE U. S. SECURITIES ACT OF 1933, OR WITH ANY OF
THE VARIOUS STATES OR JURISDICTIONS, AND THE FUND HAS NOT BEEN REGISTERED
UNDER THE U.S. INVESTMENT COMPANY ACT OF 1940.  THESE SECURITIES ARE BEING
OFFERED EXCLUSIVELY TO INDIVIDUALS WHOSE PRINCIPAL RESIDENCE IS IN PUERTO
RICO, OR TO CORPORATIONS AND OTHER BUSINESS ORGANIZATIONS WHOSE
PRINCIPAL OFFICE AND PLACE OF BUSINESS ARE IN PUERTO RICO.

AN INVESTMENT IN THE FUND IS NEITHER INSURED NOR GUARANTEED BY THE U.S.
GOVERNMENT OR BY THE GOVERNMENT OF THE COMMONWEALTH OF PUERTO RICO.
PROSPECTIVE INVESTORS SHOULD BE AWARE THAT THESE SECURITIES ARE NOT AN
OBLIGATION OF OR GUARANTEED BY UBS PAINEWEBBER INCORPORATED 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.  UBS PaineWebber Incorporated of Puerto Rico ("UBS PaineWebber Puerto
Rico") will act as underwriter to the Fund (the "Underwriter").  The address of the Fund is American
International Plaza Building - Seventh Floor, 250 Muñoz Rivera Avenue, San Juan, Puerto Rico 00918, and
its telephone number is (787) 773-3888.

The initial public offering price is $10 per Share and the price to the public after the ini tial closing,
on or about July 31, 2002, will be the greater of $10 or the then current net asset value per Share plus the
applicable sales load. The minimum number of Shares you may purchase is 100.  Investments in the Shares
are offered exclusively to residents of the Commonwealth of Puerto Rico.  Prior 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 obligated to
do so.  No assurance can be given as to the liquidity of, or the trading market for, the Shares as a result of
any 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 dealers, if any) ceases to maintain a
market, the Shares will become illiquid until a market is reestablished.  You will bear certain costs, directly
or indirectly, related to sales load, organizational and offering expenses, investment advisory fees,
administration fees, as well as other Fund operating expenses described herein. 

You should rely only on the information contained in this Prospectus. The Fund has not authorized
anyone to provide you with different information. You should not assume that the information provided by
this Prospectus is accurate 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 circumstances
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 are to such information.  This Prospectus speaks

only as of its date, and the  information c ontained h erein is subjec t to change. You should carefully consider information

set forth under th e headings "RISK FACTORS AND SPECIAL CONSIDERATIONS" and "SPECIAL LEVERAGE

CONS IDERA TION S" in the main body o f this Prospectus.

The Fund 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 Comp anies Act, as am ended.  The Fund is a corporation under the laws of

the Commonwealth of Puerto Rico ("Puerto Rico").

Investment Objectives

  and Policies The Fund's investment objectives are:

• to provide you with current income, as is c onsistent with  the preserva tion of capital;

and

• to return 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 its total assets in taxable and tax-exempt

securities issued by Puerto Rico issuers.  These include securities issued by the

Comm onwealth  of Puerto Rico and its political subdivisions, organizations, agencies, and

instrumentalities, Puerto Rico mortgage-backed  and asset-ba cked secu rities, corpor ate

obligations and preferred stock o f Puerto Rico entities, and other sec urities that the

Investment Adviser (as  defined her ein) may selec t, consistent with th e Fund's investment

objectives and policie s. The Fun d may invest u p to 33%  of its total assets in, among other

things, taxable  and tax-exempt securities issued  or guarante ed by the U .S. Gove rnment, its

agencies and instrume ntalities, non-Pu erto Rico  mortgage -backed a nd asset-b acked

securities, corporate obligations or preferred stock of non-Puerto Rico issuers, municipal

securities of issuers within the U.S., and other non-Puerto Rico Securities which the

Investment Adviser may select, consistent with the Fund's investment objectives and  policies.

The Fu nd may no t 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 Th e McG raw-Hill

Companies,  Inc., AAA by Fitch, Inc., or Aaa by Moody's Investors Service, Inc., or are

compa rably rated by a nationally recognized statistical rating organization, or (ii) which may

be determined by the Fund's Investment Adviser to be of comparable credit quality.  See

"INVESTMENT OBJECTIVES AN D POL ICIES" in the ma in body of this Prospec tus.

There is no assu rance that th e Fund w ill achieve its investment o bjectives.   

The Offering The Fund is offerin g 14,50 0,000 shares o f Common Stock (the "Shares"), through UBS

PaineWebber Incorporated of Puerto Rico ("UBS PaineW ebber P uerto 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 is anticipated

that the initial closing will take place on or about July 31, 2002, and several closings will take

place at monthly intervals thereafter.  The Underwriter may also purchase up to an additional

2,175,000 Shares to  cover "over-allotments."  The minimum number of Shares an investor

may purchase is 100.
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The initial public offering price is $10  per Share  and the pric e to the pub lic after the Initial

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.

Offerings and 

  Transfer Lim itations The Shares are being offere d for sale exc lusively to individ uals who have their principal

residence in Puerto Rico and to corporations and other business orga nizations whose

principal office and p lace of busine ss are in Pue rto Rico.  Yo u will be requ ired to deliver to

the Underwriter or dealer a letter of representation in 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 benefits that make the Fund an attractive investment.  In such

case, you have an obligation to notify the Underwriter or dealer of such change in residency

within 30 days from ceasing to be a resident of Puerto Rico and to liquidate your investment

in the Shares a s soon as it be comes ec onomica lly feasible to do  so.  Furthermore, you will

agree not to purchase more Shares.  See "LIMITATIONS ON OFFE RINGS AND

TRAN SFER O F THE  SHARE S" in the main body o f this Prospectus.

Special Leverage

  Considerations The Fund m ay raise additional a ssets to invest by issuing preferred stock, debt securities, or

other forms of leverage, representing not more th an 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 Sha res.

Use of leverage is a speculative investment technique and involves risk to a greater extent

than if you invested in a non-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 leverag e may cause  you to lose an y or all of the am ount invested .  See "RISK

FACTORS AND SPECIAL CONSIDERATIONS" and "SPECIAL LEVERAGE

CONS IDERA TION S" in the main body o f this Prospectus.

Management of

  the Fund UBS PaineWebber Asset M anagers, a division of UBS PaineWebber  Trust Company of

Puerto  Rico ("UBS PWT C") will serve as the Fund's investment adviser (the "Investment

Adviser") and will receive an annual investment advisory fee n ot to excee d an aggre gate rate

of 0.75% o f the Fund's average weekly gross assets.

UBS PWTC  will also serve as the Fund's administrator (in such capacity, the

"Administrator") as well as its transfer agent, registrar, dividend disbursing, and shareholder

servicing agent and c ustodian o f the Fund's assets.  As Ad ministrator, U BS PW TC will

receive a fee of 0.15% of the Fund's average weekly gross assets.  See "ESTIMATED FUND

EXPENSES" below and "MANAGEMENT OF T HE FUND" and "PORTFO LIO

TRANSACTIONS — T ransaction In volving Affiliates"  in the main body of this Prosp ectus.

UBS PWT C is an affiliate  of UBS PaineWebber Puerto Rico and UBS AG.  You should be

aware that certain conflicts of interest exist among the Fund, the Investme nt Adviser, an d its

affiliates. 

Risk Factors •  General.  The Fund's investments may be harmed by the performance of U.S., Pu erto 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 v alue of your inv estment in the F und and lo se money.
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•  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.

•  Conflicts of Interest Risk.  While the Fund is subject to the terms and conditions of the

Commi ssio ner '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, and is therefore, not subject to the restrictions regarding, am ong other things,

transactions between the Fund and UBS  PaineW ebber P uerto Rico  or its affiliates (including

UBS PWTC and UBS AG), as well as investm ent in or dep osits with such affiliates.  It is

anticipated that the Fund will engage in transactions, such as securities purchase a nd sale

transactions and repu rchase agre ement transa ctions, directly with  UBS  PaineW ebber P uerto

Rico and po ssibly other of its affiliates.

•  Liquidity and Restrictions on the Transfer of the Shares.  The Shares may be offered, sold,

or otherwise transferred exclusively to individuals whose principal res idence is in P uerto

Rico, or to  corporations and other business organizations whose principal office and place

of business ar e in Puerto  Rico.  Shar eholders w ho cease to  be residen ts of Puerto R ico will

no longer have  available the ta x benefits that m ake the Fun d an attractive investment, and

those Shareholders have an obligation to liquidate their Shares as soon as it becomes

econom ically feasible to do  so.  Prior to th is offering, there has been no market for the

Shares.  No assurance can be given as to the liquidity of, or the trading market for, the Shares

as a result of any activities undertaken by the Underwriter.

•  Return o f Initial Pub lic Offering Price of $1 0 per Share .  To the extent capital losses

realized by the Fund on dispositions of securities are not offset by capital gains realized in

the same or in subsequent years, there is no 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 leverage may affect the ability to return $10 per Share by such date.

See "RISK FACTORS AND SPECIAL CONSIDERATIONS" and "SPECIAL LEVERAGE

CONSIDERATIONS"  in the main body of this Prospectus, for a more detailed description

of the risk considerations that may be relevant to you. 

Transactions Involving 

  Affiliates It is anticipated tha t certain transac tions with affiliates will  take place.  All transactions w ith

affiliates will be subject to procedures adopted by th e Fu nd's  Board of Directors, including

the independ ent director s, in an effort to  address potential conflicts of interest.  There is no

assurance that these pro cedures w ill be effective.  Portfolio transactions between the Fund

and UBS PaineWebber Puerto Rico and/or its affiliates will be executed pursuant to terms

and conditions comparable to tho se with unrelated  third parties in the  ordinary co urse of its

investment activities.  See "RISK FACTORS AND SPECIAL CONSIDERAT IONS" and

"PORT FOLIO TRANSACTIONS— Transactions Involving Affiliates" in the main body of

this Prospectus. 

Distributions of

  Principal On or after  July 31, 2013, the Fund may commence pro rata  distributions to its Shareholders

of all or a portion of the principal payments re ceived by th e Fund o n its portfolio securities,

whether by maturity, prepayments, acceleration, redemption, sale, or o therwise

("Distributions of Principa l").  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
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by the Fund to repay outstanding leverage and in addition to regular monthly distributions

of net investment income and distributions of net capital gains, if any.  By the Target Date,

the Fund intends to have distributed an amount at least equal, in the aggregate, to the initial

offering price of $10 per Share.  To the extent necessary, the Fund may use the realized net

capital gains and/o r the net investm ent income  (in that order) to achiev e this investmen ts

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

Distributions of Principal in accordance with its objective or otherwise return an amount at

least equal, in the aggregate, to the initial offering price of $10 per Share.  See "DIVIDENDS

AND O THER  DISTR IBUT IONS"  in the main body of this Prosp ectus.

Liquidation of

  the Fund When the outstanding principal balance of the Fund's portfo lio investments is  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 p ortfolio

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 o f Principal.  Gains realized on the sale will be

distributed, to gether with any re maining D istributions of P rincipal. 

In addition, the Fund's certificate of incorp oration pro vides that the F und's corpo rate

existence will expire on December 31, 2038.  See "DIVIDENDS AND OTHER

DISTR IBUT IONS"  in the main body of this Prosp ectus.

Dividends and Other

  Distributions The Fund in tends to distrib ute monthly d ividends o f substantially all of its  net investment

income (which reflects amounts declared  and paid as dividend s on preferred stoc k as well

as interest 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,

as permitted by Puerto Rico law, unless the Fund's Board of Directors determines that the net

capital gains will also be distributed.  See "DIVIDENDS AND OTH ER DISTRIBUTIONS"

in the main body of this Prosp ectus.

Share Repurchases Although the Shareholders will not have the right to red eem 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.  Se e "REP URCH ASE O F TH E SHA RES B Y TH E FUN D" in  the main

body of this Prospec tus.

Taxation See "TAX ATIO N" in the m ain body o f this Prospectus for a summa ry of the materia l Puerto

Rico and U.S. tax considerations that may be relevant to prospective investors in the Fund.
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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 offering price) . . . . . . . . . . . . . . . . . . . . . . 4.75%

Annual F und Op erating Exp enses (as a perce ntage of av erage w eekly gross assets)  (1)

Investment Advisory Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.75%
Administration Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.15%
Other Expenses(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.10%

Total Annual Fund Operating Expenses(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.00%

____________________

(1) Investment advisory and administration fees, which are indirectly paid entirely by you, will be charged as a percentage of
average weekly gross assets (which include the assets purchased with the proceeds of leverage).  See "MANAGEMENT
OF THE FUND."

(2) "Other Expenses" have been estimated for the first fiscal year of operations and include, among others, custodian and
transfer agency fees, organizational expenses, fees for 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 a result of any such borrowings, the Fund will incur interest costs not reflected in the above table.  See "SPECIAL
LEVERAGE CONSIDERATIONS" and "DESCRIPTION OF CAPITAL STOCK" in the main body of this Prospectus.
Assuming borrowings in the amount of approximately 50% of the Fund's total assets, including amount borrowed at an
annual interest rate (including dividends on preferred stock) of 2% payable on such leverage, and based on market rates
as of the date of this Prospectus, the annual return on the assets that the Fund's portfolio must experience (net of expenses)
in order to cover such interest payments would be 2%.  The actual cost of leverage (including dividends on preferred stock)
will be based on market rates at the time the Fund undertakes a leveraging strategy, and such actual cost of leverage may
be higher or lower than that assumed, as more fully described herein.

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

Examp le

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

You would  pay the following expenses on a $10,000 investment, assuming (i) the deduction of 4.75% initial
sales load at the time of purchase, (ii) a 5% annual return, (iii) all dividends and distributions reinvested at net asset
value, and (iv) the deduction of the total 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 provides you with a means for comparison with the expense levels of other investment
companies with different fee structures over varying investment periods.  To facilitate such comparison, the Fund has
used a 5% annual return assumption.  The Fund's annual return m ay be g reater o r less than 5 %.  Th is example
should  not be consid ered a representation of future expenses, and actual expenses may be greater or less than
those shown for purposes of this example.



RISK FACTORS AND SPECIAL CONSIDERATIONS

The main risks of investing in Puerto Rico AAA Portfolio Target Maturity Fund, Inc. (the "Fund") are described

below.  Any of these risks may cause you to lose money.

Genera l.  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 invests in investment securities, the Fund's net asset value ma y fluctuate

due to market conditions and you may experience a decline in the  value of your  investment in the  Fund and  lose mone y.

Lack of Opera ting Histor y.  The Fund is a newly organized, non-diversified, closed-end management investment

company with no p revious operating history.  The F und may not succeed  in meeting its investment objectives.

Conflicts  of Interest Risk.  While the F und is subject to the terms and conditions of the Commissioner's Ruling

(including provisions r egarding tra nsactions with a ffiliates), as describ ed below , it is not registered u nder the U.S .

Investment Company Act of 1940, as amended, (the "194 0 Act") and is therefore, not subject to the restrictions

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 ["UBS PWTC"] and UBS

AG), as well as investment in or deposits with such affiliates.  It is anticipated that the Fund will engage in transactions,

such as securities purchase and sale transactions and repurchase agreement transactions, directly with UBS PaineWebber

Puerto  Rico and possibly other of its affiliates.  For most securities purchased by the Fund, one of those entities may 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 v aluation or liq uidity of a security may be limited or nonexistent.  The Fund  is expected to invest

a substantial po rtion of its assets in tho se securities.  T he Fund m ay also invest in se curities issued b y its affiliates, or

make deposits with th ose affiliates.  As a re sult of the abo ve transactions and other dealings, the interests of UBS

PaineWebber Puerto Rico, an affiliate of the Fund's Investment 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 affiliates will be executed pursuant to te rms and co nditions com parable

to those with unrelated third parties in the ordinary course of its investment activities.  In addition, the investment

advisory fee payable to the Investment Adviser during per iods in which th e Fund is utilizing  leverage will  be higher than

when it is not doing so becau se the fee is calcu lated as a pe rcentage o f average we ekly gross asse ts, including asse ts

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 Investme nt Adviser m ay have a co nflict of interest in

formulating a recommendation to the Fund as to whether and to what extent to use leverage.

UBS PaineWebber Asset Managers of Puerto Rico ("UBS PW AM"), a division of UBS PWTC (herein referred

to as the "Investment Adviser" and the "Administrator," in its respective capacity as investment adviser and administrator

to the Fund), as well as UBS PaineWebber Puerto Rico and their affiliates may engage, at the present or in the future,

in business transactions with or related to any one of the issuers of the Fund's investment assets, or with competitors of

such issuers, as well as provide them with investment banking, asset management, trust, or advisory services, including

merger and acquisition advisory services.  These activities may present a conflict between any such affiliated parties and

the interests of the Fu nd.  Any such affiliated parties may also publish or may have published research reports on one

or more of such issuers and may have expressed opinions or provided recommendations inconsistent with the purchasing

or holding of the securities of such issuers.  Any of these activities may affect the market value of the securities issued

by them and therefore, will affect the value of the shares of the Common Stock (the "Shares") of the Fund.  Moreover,

the Investment Adviser is not registered under the U.S. Investment Advisers Act of 1940, as amended, and is therefore,

not subjec t to the restrictions im posed o n investment a dvisers there under. 

Liquidity  and Restrictions on the Transfer of the Shares.  The Sha res have no t been registered with the U.S.

Securities and Exchange Commission under the U.S. Securities Act of 1933, as amended (the "1933 Act"), and  the Fund

has not been registered under the 1940 Act.  Consequently, the Shares may be offered, sold, or otherwise transferred

exclusively  to individuals whose principal residence is in Puerto Rico, or to corporations and other business organizations

whose principal office and pla ce of busine ss are in Pue rto Rico.  P rior to the initial sale o r subseque nt transfer of the

Shares, each purchaser will be required to represent in writing to the Fund, the Underwriter, or the Administrator that

the above cond itions to purchase are satisfied.  Appen dix C to this Prospectus co ntains, in letter form, the substance of
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the representations that must be made p rior to the purchase  and delive ry of such share s.  Such restrictio ns 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 the registration requirements of the 1933 Act, and for

the Fund under the 19 40 Act.  Shareho lders who cease  to be residents of Puerto Rico (as described above) will no longer

have available the ta x benefits  that make the Fund an attractive investment and will have an obligatio n to liquidate th eir

Shares as soon 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 initial public offering of the Shares, although it is not

obligated to do so.  No assurance can be given as to the liquidity of, or the trading market for, the Shares as a result of

any activities undertaken by the Underwriter.  Such purchases and sales, if commenced, may be discontinued at any time.

If at any time UBS PaineWebber Puerto Rico (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 pre dict whether th e Shares will trad e at, below, or a bove net a sset value or the ir respective offering price.

That conclusion  is further affected b y the fact that there may be few or no market-makers in the Shares.  UBS

PaineWebber Puerto Rico may be the only firm mainta ining a marke t in the Shares, an d from time  to time, due to

regulatory constraints or  otherwise, U BS Pa ineWe bber Pu erto Rico may cease to maintain a market in the Shares, which

could  result in illiquidity of the Shares.  Shares of closed-end investment companies frequently trade at a discount from

their net asset values.  However, Puerto Rico investment companies which are similar to the Fund have generally (though

not always) traded at an amount equal or at a premium to their net asset value.  There is no assurance, however, tha t this

will continue in the future or that the experience of the Fund will replicate that of other similar Puerto Rico investment

companies.   Accord ingly, 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 trad ing purposes.

Return of Initial Public Offering P rice of $10 per Sh are.  To the extent capital losses realized by the Fund on

dispositions of securities are not offset by capital gains realized in the same or in subsequent years, there is no 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 addition to the other risks of leverage, the existence of leverage may affect the ability to return $10 per Share by the

Target Date.  Specifically, to the extent that the  Fund realiz es losses in exc ess of gains on  the addition al portfolio

securities purchased with the leverage, the Fund may be required to repay maturing debt securities with 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 a reserve ac count to rec oup amo unts paid by th e Fund in co nnection with its o rganization a nd its initial public

offering.

Political Risk.  Political or regulatory de velopme nts in Puerto R ico and in the  United Sta tes could ad versely

affect the tax status of dividends and/or interest paid on the Fund's securities.  These developments could also cause the

value of the F und's investmen ts to fall.

Geog raphic  Concentration  Risk.  The Fund is exposed to certain risks resulting from the reduced geograp hic

diversification of its portfolio.  The Fund's a ssets are invested primarily in securities of Puerto Rico  issuers.

Conseq uently, the Fund in general is more susceptible to  econom ic, political, regula tory or other  factors adve rsely

affecting issuers in Puerto Rico than an investment company that is not concentrated in Puerto Rico issuers.  Also, the

Fun d's ability to achieve  its investment ob jective and  to comp ly with applicab le law depe nds on the a vailability of Pue rto

Rico obligations.  If those obligations are unavailable or are only available at a price unreasonably above their market

value or at inter est rates incon sistent with the Fun d's investment o bjective, it ma y harm the Fu nd's perform ance. 

Non-Diversification Risk.  A relatively high percentage of the Fund's assets will be invested in obligations of

a limited numb er of Puerto  Rico issuers.  C onseque ntly, the F und 's net asset value and its yield may increase or dec rease

more than that of a more diversified investment company as a result of changes in the market's assessment of the financial

condition and pros pects of such  Puerto R ico issuers.  The Fun d will also be m ore suscep tible to any single  economic,

political, or regulatory occurrence in Puerto Rico than a more widely diversified fund.
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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 wh en short-term  interest rates fall. Intere st rate risk is the risk that interest rates will rise,

so that the value o f the Fund's investm ents will fall. Also, the Fund's yield will tend to lag behind changes in prevailing

short-term interest rates. T his means that the  Fund's incom e will tend to rise m ore slowly than  increases in  short-term

interest rates.  Sim ilarly, when short-te rm interest rates a re falling, the Fund 's income will tend  to fall more slo wly.

Fixed Incom e Securities G enerally .  The yield  on fixed income sec urities of the type the  Fund ma y invest in

depends on a variety of factors, including general market conditions for such securities, the financial condition of the

issuer, the size of the particular offe ring, the maturity, cre dit quality and rating of the security.  Generally, the longer the

maturity of those securities, the higher its yield and the greater the changes in its yields both up and down.  The market

value of fixed income securities norma lly will vary inversely with changes in interest rates.  Such cha nge s in th e Fu nd'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 m ore sensitive to changes in interest rates.

Certain  issuers of fixed income securities are subject to the provisions of bankruptcy, insolvency, and other laws

affecting the rights and remedies of creditors th at may result in de lays and cos ts to the Fund  if a party beco mes insolven t.

It is also possible that, as a result of litigation or other conditions, the power or ability of such issuers to m eet their

obligations for the repaym ent of princip al and paym ent of interest, respectively, may be materially and adversely affected.

Repurcha se Agreemen t Risk.  If a repurchase agreement counterparty defaults, the Fund may suffer time delays

and incur costs or possible losses in connection with the disposition o f the securities underlying the repurchase

agreeme nt.  In the event of defa ult, instead of the c ontractual fixed  rate of return, the  rate of return to  the Fund will

depend on intervening fluctuations of the market values of the und erlying securities and the accrued interest thereon.

In such an event, the Fund wo uld have rights against the counterp arty for breac h of contrac t with respect to  any losses

resulting from th ose marke t fluctuations. 

Municipal Obligations R isk.  Certain of the municipal obligations in which the Fund may invest present their

own distinct risks.  These risks may depend, among other things, on the financial situation of the government issuer, or

in the case of industrial development bonds and similar securities, on that of the entity supplying the revenues that are

intended to repay the obligations.  It is also possible that, as a result of litigation or other conditions, the power or ability

of issuers or those  other entities to  meet their obligations for the repayment of principal and payment of interest may be

materially and adversely affected.

Mortgage-Backed Securities Risk.  Mortgage-backed securities, in general, differ from investments in traditional

debt securities in that, among other things, principal may be prepaid at any time due to prepayments by the obligors on

the underlying obligations.   Prepayments might result in reinvestment of the proceeds of such prepayments at interest

rates that are lower than the prepaid obligations.  Prepayments are influenced by a variety of economic, geographic,

demog raphic  and other factors.   Generally, however, prep ayments will 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 investments to fluctuate more than

otherwise would be the case.

Asset-Backed Securities Risk .  Asset-backed securities present risks similar to those of mortgage-backed

securities.  Howev er, in the case o f many asset-backed securities, the prepayment rates on the underlying assets have

historically been less influenced by market interest rate fluctuations and therefore, have been more stable.  The frequent

absence of a government guara ntee creates greater exposu re to the credit risk on the unde rlying obligations and

depending on the  structure, the credit risk of the sponsor of such ob ligations.

Illiquid Securities.  Illiquid securities a re securities that c annot be so ld within a reasonable period of time, not

to exceed seven days, in the ordinary course of business at approximately the amount that the Fund has valued the

securities.  There presently are a limited number of participants in the market for certain Puerto Rico securities or other

securities or assets that the Fund may own.  That and other factors may cause certain securities to have periods of
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illiquidity. Illiquid securities include, among other things, securities sub ject to legal or  contractua l restrictions on re sale

that hinder the marketability of the securities.

There are no limitations on the Fund's investment in illiquid securities.  The Fund may also continue to hold,

without limitation, securities or other assets tha t become  illiquid after the Fu nd 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, particularly at a time when

it is advisable to do so to avoid lo sses.

Valuation Risk.  There may be few or no dealers making a market in certain securities owned by the Fund,

particularly  with respect to securities of Puerto Rico issuers including, but not limited to, investment co mpanies.  Dealers

making a market in those securities may not be willing to provide quotations on a regular basis to the Fund's Investment

Adviser.  It may therefore be particularly difficult to value those securities.  When market quotations fo r securities held

by the Fund are n ot readily ava ilable from an y such indep endent de alers, the Fund 's administrator w ill be respon sible

for obtaining quotations for such securities from various sources, including UBS PaineWebber Puerto Rico.  As a result,

the interests of UBS PaineWebber Puerto Rico m ay conflict with those of the Fund as to the price and other terms of

transactions among them.

Special Risks of Hedgin g Strategies.   The Fund may use a variety of derivative instruments including securities

options, financial future contracts, options on future contracts and other interest rate protection transactions such as swap

agreements, to attempt to hedge its portfolio of assets and enhance its return.  Successful use of most derivative

instruments  depend s upon the In vestment Ad viser's ability to pred ict movem ents of the ove rall securities and  interest rate

markets.  There can be no assurance that any particular hedging strategy adopted will succeed.  See "Appendix F –

Hedging  and Relate d Incom e Strategies."

Derivative Instrume nts.  In order to  attempt to  hedge various portfolio positions or to enhance its return, the

Fund may invest up to 5% of its total assets in certain instruments which are or may be considered derivatives.  Subject

to the approv al of the Fund 's Board o f Directors (th e "Boa rd of Direc tors"), such 5 % limit  may be exceeded only for the

purpose  of hedging. Derivative instruments, because of their increased volatility and potential leveraging effect (without

being subject to the Fund's leverage limitations ), may adversely affect the Fund.  For example, investments in indexed

securities, including, among other things, securities linked  to an equities o r commo dities index an d inverse floa ting rate

securities, may subject the Fund to the risks associated with changes in the particular indices, which may include reduced

or eliminated in terest payments and losses of invested principal.  Such investments, in effect, may also be leveraged,

thereby ma gnifying the risk of lo ss.  Even where such derivative investments are used for hedging purposes, there can

be no assurance that the hedging transactions will be successful or will not result in losses.  For example, utilization of

options and futures transactions involves the risk of impe rfect correlatio n in movem ents in the price of such options and

futures and 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 in the case of municipal derivatives used for hedging purposes, risks similar to those for

other hedg ing strategies. 

Transactions with Counterparties. The Fund will engage in swap and other financial transactions directly with

other counterpa rties. This sub jects the Fund  to the credit  risk that a counterparty will default on an obligation to the Fund.

Such a risk contrasts with transactions done through exchange markets, wherein credit risk is reduced through the

collection of variation margin and through the interposition of 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.

Changes in Applica ble Law .  Legislation affecting Puerto Rico Securities, assets other than Puerto Rico

Securities, Puerto Rico and U.S. investment companies, taxes, and o ther matters related to the business  of the Fund are

continually  being considered by the Puerto Rico Legislature and the U.S. Congress.  Moreover, the determinations made

and the waivers and rulings granted by the Office of the Commissioner of Financial Institutions (the "OCFI") to the Fund,

do not constitute a  precede nt binding thereon.  There can be no assurance that legislation enacted or regulations

promulgated after the date hereof will not have an adverse effect on the operations of the Fund, the economic value of

the Shares, o r the tax conse quences o f the acquisition o r redemp tion of Share s.  
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THE FUND

The Fund is a newly-organized, non-diversified, closed -end manageme nt investment company.  It is a

corporation organized under the laws of Commonwealth of Puerto Rico ("Puerto Rico") and will operate as a registered

investment compan y under the P uerto Rico  Investment C ompan ies Act, as ame nded (the " PR-ICA ") and is sub ject to

a ruling issued by the OC FI to the Fun d (the "Co mmissione r's Ruling").  See  "RUL ING O F TH E COM MISS IONE R."

The Fund was incorporated on July 12, 2002.  The Fund's principal office is located at American International Plaza

Building, Seventh  Floor, 250 Muñoz Rivera Avenue, San Juan, Puerto Rico 00918, and its telephone number is (787)

773-38 88.  

THE OFFERING

The Fund is offering 14,500,000 Shares, through UBS PaineW ebber Puerto Rico.  The  Underwriter will commit

to purchase the Shares at several closings to be held in San Juan, Puerto Rico.  It is anticipated that the initial closing

will take place on or about July 31, 2002 (the "Initial Closing"), and several closings will take place a t monthly interva ls

thereafter.  The Underw riter has been  granted an o ption to pu rchase up to  2,175,0 00 add itional Shares  solely to cover

over-allotments.  The public offering price will be the greater of (i) $10.00 or (ii) the then current net asset value per

Share plus the applicable sales load.  The minimum number of Shares an investor may purchase is 100.  See

"UN DER WRI TING ."

The Shares are being offered for sale exclusively to individuals who have their principal residence in

Puerto  Rico and to persons , other than ind ividuals, that hav e their princip al office and p rincipal plac e of business in

Puerto  Rico (co llectively, the "Puerto Rico Residents").  All investors in and transferees of the Shares will be required

to deliver to the Underwriter or a dealer a letter of representa tion in the form of Append ix C attached to this Prospe ctus.

See "LIM ITAT IONS  ON O FFER INGS  AND  TRAN SFER  OF TH E SHA RES"  and "U NDE RWR ITING ."

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 been registered under the 1933 Act, nor

under the securities laws of any state  or jurisdiction, and the Fund has not been registered under the 1940 Act.  Therefore,

it is not subject to  the restrictions regarding, among other things, transactions between the Fund and UBS PaineWebber

Puerto  Rico or its affiliates (in cluding U BS PW TC and  UBS  AG), as well as investment in or deposits with such

affiliates.

Conseq uently, the Shares may be sold, pledged, hypotheca ted, or othe rwise transferre d exclusively to  Puerto

Rico Residents.  Transferees of the Shares are required to deliver to the Underwriter or a dealer a letter of representation

in the form of Ap pendix C  herein.  The U nderwriter a nd any dea lers will be con tractually obliga ted to the Fu nd to obta in

such letter of representation in proper form.  Any transfer of the Shares to a transferee who has not so  provided such a

letter will be null  and void .  Investors in  the Shares (the "Shareholders") who cease to be Puerto Rico Residents will no

longer have available the tax benefits that make the Fund an attractive investment.  In such case, within 30 days from

ceasing to be Puerto Rico Residents, such Shareholders have an obligation to notify an Underwriter or dealer and

liquidate  their investment in the Shares as soon as it becomes economically feasible to do so.  Furthermore, such

Shareho lders agree  not to purch ase more  Shares.  T hese restriction s shall remain in  effect until such time as the 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 the 1933

Act and fo r the Fund fro m the 194 0 Act.



6

USE OF PROCEEDS

The proceeds to the Fund of this public offering are estimated at $138,112,500 ($158,829,375 if the

Under writ er's  over-allotme nt option is ex ercised in  full) before pa yment of offerin g expense s (which it is anticipa ted will

not exceed $300,000).  Organizational expenses, which will also be paid by the Fund in the first year of operations, are

estimated at $50,000.  Such proceeds will be invested in accordance with the Fund's investment objectives and policies

on or before the first anniversary of the Fund's registration as an investment company with the OCFI (the "Anniversary

Registration Date").  Pending such investment, the proceeds may be invested tempora rily in cash and short-term U.S.

Government securities (as used her ein, "U.S. G overnme nt Securities"  includes dire ct obligation s of the U.S., as  well as

securities issued by age ncies and instru mentalities 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 norma lly invest at least 67% of its total assets in 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 m ortgage-ba cked 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% o f its total assets in, amo ng other thin gs, taxable and tax-exempt securities issued or guaranteed by the U.S.

Govern ment, its agencies and instrumentalities, non-Puerto Rico mortgage-backed and asset-backed securities, corporate

obligations or preferred stock of non-Puerto Rico issuers, municipal securities of issuers within the U.S., and in other

non-Pue rto Rico Sec urities which the In vestment Ad viser may selec t, consistent with  the Fund's investment objectives

and policies.  The Fund may not invest in securities which have a maturity date subsequent to Decem ber 31, 2 032.  There

is no assurance that the Fund will achieve its investment objectives.

At leas t 95 % o f the  Fun d'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. ("S&P"), AAA by Fitch, Inc. ("Fitch"), or

Aaa by Moody's Investors Service, Inc. ("Moody's"), or that have re ceived an e quivalent rating  from anoth er nationally

recognized statistical rating orga nization (an " NRSR O"), o r (ii) if not so rated, are in the opinion of the Investment

Adviser, of a credit quality comparable to such rated obligations (i.e., those that are backed by a letter of credit or other

forms of corporate or governmental guarantees, the issuer of which has received an equivalent short-term or long-term

credit  rating, as applicab le).  See Ap pendix D  for further inform ation regard ing S&P 's, Fitch's, and Mo ody's ratings.  The

Fund will not make additional investments in lower-rated securities if, at the time of a proposed purchase, more than 5%

of its assets would b e invested in su ch securities.  C hanges in eco nomic co nditions or o ther circumsta nces are mo re likely

to lead to a weakened capacity for issuers of lower-rated securities to make principal and interest  payments than is the

case for issuer s of higher grad e securities.  Subsequent to its purchase by the Fund, an issue of securities ma y cease to

be rated or its rating may be reduced below the minimum rating required for purchase by the Fund.  The Investment

Adviser will consider such an event in determining whether the Fund should continue to hold the obligation.  In making

such a determination, the Investment Adviser will consider such factors in its assessment of the credit quality of the issuer

of the security an d the price a t which the secu rity could be  sold. 

The maturity of the Fund's portfolio securities will vary based upon the Investment Adviser's assessment of

econom ic and market conditions.  The net asset value of the common shares of a closed-end investment company, such

as the Fund, which invests primarily in fixed-income sec urities, changes as the general levels of interest rates fluctuate.

When interest rates decline, the value of fixed-income securities can be expected to rise.  Conversely, when interest rates

rise, the value of fixed-income securities can be expec ted to decline.  Pric es of longer-ter m securities ge nerally fluctuate

more in response to interest rate changes than do short-term or medium-term securities.  These changes in net asset value

might be greater in the case of an investment company having a leveraged capital structure, as the one proposed for the

Fund.  See  "SPE CIAL L EVE RAGE  CON SIDE RAT IONS ."
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The Fund's investment objectives and fundamental policies may not be changed unless authorized by a

superma jority (or in some  cases, a simp le majority)  of investors in the Fund's outstanding Shares and by the OCF I.  All

other investment policies and limitations, however, subject to applicable Puerto Rico law, may be changed by the Board

of Directo rs without the ap proval of e ither the Share holders o r the OCF I.  See "IN VEST MEN T RE STRI CTIO NS."

Set forth belo w is a descrip tion of the vario us types of secu rities in which the F und may inv est.

Mortgage-Backed Securities.  Mortgage-Backed Securities represent direct or indirect participations in, or are

secured by and are p ayable from , mortgage lo ans secured  by real pro perty ("Mortgage-Backed Securities").  Investors

in Mortga ge-Back ed Secur ities typically receive  interest and p rincipal on the  underlying m ortgage loans (and/or any

related credit support).  The Fun d's investments  in Mortga ge-Back ed Secur ities will be consid ered as P uerto Rico  Assets

when the underlying assets are substantially comprised of mortgages over real property located within Puerto Rico

("Puerto Rico Mortgage-Backed  Securities").

Investments  in Mortgage-B acked Securities will include those issued or guaranteed by the Government National

Mortgage Association ("GNMA" ), Federal National Mortgage Association ("FNMA" ) or Federal Home Loan M ortgage

Corporation ("FHLMC"), as well as Mortgage-Backed Securities which are not guaranteed or issued by GNMA, FNMA,

FHLMC, or any other government agency ("Private Label Mortgage-Backed Securities"), and in either case may include

collateralized mortgage obligations ("CMOs").  Private Label Mortgage-Backed Securities are  issued in con nection with

a securitization and represent a beneficial interest in a privately sponsore d trust or other entity, the assets of which are

mortgage loans or GNMA , FNMA, FH LMC, or other Mortgage-Backed Securities, including CMOs.  See "RISK

FACT ORS A ND SP ECIAL  CON SIDE RAT IONS " and "T AXAT ION."

GNMA Mortgage-Backed Securities include securities which are backed by mortgage loans insured by the

Federal Housing Administration or guaranteed by the V eterans Administration, and which c onsist of mortgage-backed

certificates with respect to pools of such mortgages guaranteed as to the timely payment of principal and interest by the

GNMA.  That guarantee is backed by the full faith and credit of the U.S.

FNMA Mortgage-Backed Securities represent a beneficial ownership interest in one or more pools of mortgage

loans, which may be insured by the Federal Housing Administration or the Veterans Administration, or which may not

be insured or guaranteed by any governmental agency.  FHLMC Mortgage-Backed Securities represent direct or indirect

participations in, and are payable from, conventional residential mortgage loans.  FNMA's and 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 credit risks.  CMOs are multiple-class Mortgage-Backed Securities.  Some CMOs are

directly supported by other CMOs, which in turn are supported by pools of mortgage loans.  Investors in such securities

typically receive payments out of the interest and principal on the underlying mortga ge loans.  The po rtions of these

payments  that investors receive, as well as the priority of their rights to rece ive paymen ts, are determ ined by the sp ecific

terms of the CMO class.  CMOs involve special risks.  See "RISK FACTORS AND SPECIAL CONSIDERATIONS

— Mortgage-Backed Securities."  The type of GNMA, FNMA, FHLMC and certain other Mortgage-Backed Securities

in which the Fund may invest are described in more detail in "APPENDIX A — M ortgage-Backed Securities."  Not all

types of Mortgage-Backed Securities are currently available in Puerto Rico.

Municipal Obligations.  Municipal Obligations are debt obligations or similar securities issu ed by or o n 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 agencies or authorities.  Municipal Ob ligations are issued 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 purposes for which Municipal Obligations may

be issued include refinancing outstanding obligations and obtaining funds for general operating expenses and for loans

to other pub lic institutions and fac ilities.  The types o f Municip al Obligatio ns in which the F und may inv est, and certa in

of the risks attached thereto, are described in the Appendix B to this Prospectus.  No t all of such types of Municipal

Obligations are currently available in Puerto Rico.
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Asset-Backed Securities.  The Fund may invest in various types of asset-backed securities ("Asset-Backed

Securities").  The securitization techniques used in the context of Asset-Backed Securities are similar to those used for

Mortgage-Backed Securities.  The receivables supporting Asset-Backed Securities presently are primarily  home eq uity

mortgage  loans and a utomob ile and cred it card receiv ables, but m ay also cons ist of other types o f obligations.  A sset-

Backed Securities and  the underlying  receivable s are not gen erally insured o r guaranteed  by any gove rnment age ncy.

However, in certain cases , such securiti es are collateralized by loans guarantee d by the U.S. Small B usiness

Administration ("SB A").  The SB A is an independen t 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.  The loans are gene rally commercial loans such as wo rking capital loans and equip ment loans.

The SBA is authorized to issue from time to time, through its fiscal and transfer agent, SBA-guaranteed participation

certificates evidencing fractional undivided interests in pools 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 Securities will be consid ered Pu erto Rico  Asset-Bac ked Secu rities when the sec uritization vehic le

is organized under the laws of Puerto Rico, or regardless o f where orga nized, when  a majority of the  underlying ass ets

are obligations of Puerto R ico Residents.

Corpo rate Obligations.  Corporate obligations are debt obligations or similar securities issued by or on b ehalf

of a corporation that desires to raise money for particular corporate purposes, such as for working capital or capital or

other expenditures, or for repayment of outstanding debt.  See "Appendix D – Ratings of Municipal Obligations and Debt

Securities" a nd "Ap pendix E  – Certain O ther Type s of Investme nts."

Preferred Stock.  A Preferred Stock is a blend of the characteristics of a bond and Common Stock.  It can offer

the higher yield of a bond and has priority over Common Stock in equity ownership, but does not have the seniority of

a bond and its participation in the issuer's growth may be limited.  Preferred Stock has preference over Common Stock

in the receipt of dividends and in any residual assets after payment to creditors should the issuer be dissolved.  See

"Appe ndix E – C ertain Other  Types o f Investments."

OTHER INVESTMENT PR ACTICES

Certain  of the other investment practices in which the Fund may engage are described below.  If, as the Fund

currently intends, the Fund issues preferred stock , debt securities, and other forms of leverage and seeks to obtain a rating

of such preferred stock, debt securities, and other forms of leverage, any NRSRO issuing such rating may, as a condition

thereof,  impose additional asset coverage or other requirements, which may restrict the Fund's ab ility to engage in these

investment practices.

When-Issued Securities and Delayed Delivery Transactions

The purchase of securities on a when-issued or delayed  delivery basis in volves the risk th at, as a result  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 d elivery involves the risk that the prices a vailable  in the market on the delivery

date may be greater th an those ob tained in the sale  transaction.  At the time the Fund enters into a transaction on a when-

issued or delayed  delivery basis, it will  segregate with the Custodian (as defined herein) cash o r liquid instrume nts with

a value not less than the value of the when-issued or delayed delivery securities.   The value of these assets will be

monitored daily to ensure that their marke d-to-marke t value will at all times exceed the corresponding obligations of the

Fund.  There is always a risk that the securities may no t be delivered, and the Fun d may incur a loss.

Short-Term Tempo rary Investments

Subject to the requirements of the Commissioner's Ruling, if, in the opinion of the Investment Adviser, no

suitable Puerto Rico Securities, other Municipal Obligations, or long-term U.S. Government securities are available, or
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if the Investment Adviser believes unu sual circumsta nces warran t a defensive p osture, the Fu nd may tem porarily co mmit

all or any por tion of its assets to  taxable  or tax-exempt short-term instruments.  Such instruments may include securities

issued or guaranteed by the U .S. Governmen t, its agencies or instrumentalities, commercial paper rated at least A-1 by

S&P, Prime-1 by Moody's or F1 by Fitch , bank certificate s of depo sit, bankers' acce ptances an d Repu rchase Ag reements

(as defined herein) secured by any of the foregoing.

Dollar Rolls and Reverse R epurchase Agreeme nts

The Fund may enter into dollar rolls, in which the Fund sells mortgage-backed or other securities for delivery

in the current m onth 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 purc hased will

be of the same type and will have the same interest rate as those sold, b ut will be supported by different pools of

mortgages.   The Fund forgoes principal and interest paid during the roll period on the securities sold in a dollar roll, but

the Fund is compensated by the difference between the current sales price and the lower price fo r 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

agreeme nts in which a member bank of the Federal Reserve System or a securities dealer who is a member of a national

securities exchange  or is a marke t-maker in  U.S. Government securities purchases portfolio securities from the Fund,

coupled with an agreem ent 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

the circumstanc es describe d herein and  if specifically approved by the Board of Directors and made subject to procedures

adopted  by them.  See  "POR TFO LIO T RANS ACT IONS —T ransactions I nvolving A ffiliates."

Dollar rolls and Reverse Repurchase Agreements will generally be considered to be leverage an d accord ingly,

will be subject to the Fund's limitations on leverage, which will restrict the aggregate of such transactions, 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 CONSIDE RATIONS."  Howev er, dollar ro lls and Reve rse Repu rchase Ag reements w ill not

be subject to  such limitation if a se parate acc ount is esta blis hed  and  maintai ned  with  resp ect t o the va lue o f the  Fun d's

commitm ents thereunder.  In addition, certain of the dollar rolls and Reverse  Repurchase Agreements entered into by

the Fund will be arbitrage tran sactions in  which the Fund will maintain an offsetting position in securities or Rep urchase

Agreem ents (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 es that such arb itrage transactio ns do not p resent the risks to  the

Fund that are associated with other types of leverage.

The market value of securities sold under Reverse Repurchase Agreements typically is greater than the proceeds

of the sale, and accordingly, the market value of the securities sold is likely to be greater than the value of the 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 becomes insolvent, such buyer or its trustee

or receiver may receive an extension of time to determine whether to enforce the Fund's obligation to repurchase the

securities, and  the F und 's use of the proceeds o f the Reverse Repurchase Agreement may effectively be restricted pending

such decision.

Repurchase Ag reements

The Fund ma y use Repu rchase Ag reements.  T he term "R epurchas e Agreem ents," for pu rposes of th is

Prospectus,  consists of transa ctions in which the Fund purchases securities from a member bank of the Federal Reserve

System or a securities dealer who is a member of a national securities exchange or is a market-maker in U.S. Government

securities and simultaneously commits to resell the securities to 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 assoc iated with direc t investments in sec urities, including p ossible

declines in the market value of the underlying securities and delays and costs to the Fund if the other party to the

Repurchase  Agreeme nt becom es bankrup t, the Fund inten ds to enter into  Repurch ase Agree ments only  with banks and
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dealers in transactions believed by the Investment Adviser to prese nt minimum credit risks.  In addition, each R epurchase

Agreement must be collateralized at least at 102% with U.S. Government or other appropriate liquid high grade

securities, held at a third p arty custodian , and marke d-to-marke t daily.  Entities with wh om the Fun d may enter  into

Repurchase  Agreements may include  UBS P aineWeb ber Puerto Rico  or its affiliates, subject to  procedures adopted by

the Board of Directors.  See "SPECIAL LEVERAGE CONSIDERATIONS" and "PORTFOLIO TRANSACTIONS —

Transac tions Involving  Affiliates."

Other Practices

Call Rights .  The Fund may purchase a Puerto R ico Security o r other M unicipal O bligation issuer 's right to call

all or a portio n of such ob ligation for mandato ry tender for purchase (a "Call Right").  A holder of a Call Right may

exercise such right to require a mandatory tender for the p urchase 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 eco nomic

effect of holding b oth a Call R ight and the rela ted obligatio n is identical to holding an obligation as a no n-callable

security.

Options and Futures.  The Fund may use securities options (both e xchange-tra ded and  over-the-co unter) to

attempt to enhance income and may also attempt to reduce the overall risk of its investments (i.e., hedge) by using

securities options, financ ial futures contra cts and other interest rate protection transac tions such as swap agreeme nts.

However, the Fund will not enter into financial futures contracts o r options thereon u nless UB S PaineW ebber P uerto

Rico qualifies for an exclusion or exemption or comparable relief from app licable registration requirements contained

in the regulations administered by the U.S. Commodity Futures Trading Commission.  See Appendix E to this

Prospectus,  for a more complete discussion of the Fund's types of derivative and related income strategies and the risks

thereof.

Short Sales.  The Fund may 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 securities convertible into or exchangeable, without payment of any further consideration,

for securities of the  same issue as, a nd equal a mount to, the  securities sold sh ort.

Securities Lending.  The Fun d may also le nd securities fro m its portfolio to  broker-d ealers, banks, financial

institutions, and institutional borrowers of securities and receive collateral in the form of cash or U.S. Government

obligations, subject to proce dures adopted  by the Board o f Directors.

SPECIAL LEVERAGE CONSIDERATIONS

Issuance of Preferred Stock and Debt Securities

The Fund ma y increase am ounts availab le for investment through the issuance of preferred stock, debt securities

(i.e., debt instruments of varying maturities, including commercial paper and short-term and medium-term notes; such

securities collectively referred to herein as the "debt securities"), or other forms of leverage (such debt securities, as

discussed herein, including Reverse  Repurchase Agreements) to Puerto Rico Residents, representing not more than 50%

of the Fund's total assets imm ediately after suc h issuance.  Su ch activities will be c arried out in a ccordan ce with

procedures as established by the Board of Directors in an effort to address potential conflicts of interest including, among

other things, the potential conflicts of interest in setting interest or dividend rates.  There is no assurance that the

procedures will be effective.  T he OCF I has restricted  the Fund's lever aging activities.  See "RULING OF THE

COMMISSIONER" and "PORT FOLIO TR ANSACT IONS — 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 borrowings from

banks or other financial institutions, through Reverse Repurchase Agreements.  The Fund presently anticipates that it

will engage in borrowings from, and other forms of leverage with, UBS PaineWebb er Puerto Rico or its affiliates through

Reverse Repurchase Agreements, dollar rolls, or otherwise upon the approval of and subject to procedures as established
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by the Bo ard of Dire ctors, in order to address, among o ther things, the potential conflicts of interest in setting interest

or dividend r ates.  There  is no assuranc e that the proc edures will  be effective.  The Fun d intends to b egin structuring its

leverage program after the completion of the offering of the  Shares.  UBS PaineWebber Puerto Rico may act as dealer

or placeme nt agent in  connection with any offering of debt securities by the Fund.  See "PORTFOLIO TRANSACTIONS

— Transac tions Involving  Affiliates."  In addition, the  Fund ma y also borro w for tempo rary or eme rgency purp oses, in

an amount of up to an a dditional 5% of its total assets.

Although the general timing and terms of preferred stock, debt securities, and other forms of leverage offerings

are determined by the Board of Directors, it is anticipated that each issuance of preferred stock, debt securities, and other

forms of leve rage will pay d ividends o r interest at rates that a re adjusted  over relatively sh ort period s of time and w ill

reflect prevailing short-term interest rates.  The proceeds of any offering of preferred stock, debt securities, and other

form of leverage may be invested in longer-term fixed income Puerto Rico Securities (or other debt securities), which

typically bear interest at rates that are higher than short-term interest rates (although such higher rates cannot be assured).

 Use of leverage through the issuance of preferred stock, debt securities, and other forms of leverage is a

speculative investment technique and involves increased risk for Shareholders to a greater extent than in a non-leveraged

fund.  These include the possibility of higher volatility of both the net asset value and the market value of the Shares.

The effects of leverage may cause a Shareholder to lose any or all of the amount invested.  So long as the Fund is ab le

to realize a higher net return on the assets purchased with the proceeds of the leverage than the then current dividend or

interest rate, as the case may be, on  any preferre d stock, de bt securities, or o ther forms o f leverage tog ether with other

related expenses, the  effect of the leverage will be to cause the Shareholders to realize higher current net investment

income than if the Fund were not so leveraged.  There can be no assurance, however, that the 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 doe s their

relationship  to each other (i.e., the slope of the yield curve) de pending upon suc h factors as supply and dem and forces,

monetary and tax policies, and investor expectatio ns.  Change s in any or all of such  factors could  cause the rela tionship

between short-term, me dium-term, a nd long-term  rates to chang e (i.e., to flatten or to invert the slope of the yield curve)

so that short-term and medium-term rates may substantially increase relative to the long-term obligations in which the

Fund may be invested.  To the extent that the then current dividend or interest rate, as the case  may be, on any preferred

stock, debt securities, and other forms of leverage approaches the net retu rn o n tha t po rtio n of t he F und '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 leverage exceed

the net return on the Fund's assets purchased with the proceeds of the leverage, the Fund's leveraged capital structure

would  result in a lower yield to the Shareholders than if the Fund were not so leveraged and therefore, the amount

available  for distribution to Shareholders will be reduced.  Nevertheless, the Investment Ad viser may de termine to

maintain  the Fund's lever aged po sition if it deems suc h action to  be appropriate under the circumstances.  The investment

advisory fee payable  to the Investm ent Adviser  during per iods in 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 asse ts

purchased with leverage.  Because the asset base used for calculating the investment advis ory fee is not reduced by

aggregate  indebted ness incurred  in leveraging the Fund, the  Investment A dviser may h ave a conflict o f interest in

formulating a recommendation to the Fund as to whether and to what extent to use leverage.

In addition, payments on preferred stock, debt securities, and other forms of leverage issued by the Fund for

investment may be ind exed to  equity or othe r indices unre lated to  the assets held by the Fund.  While the Fund will enter

into hedging transactions to minimize the risks inherent in those transactions, there is no 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.

Accord ingly, the e ffec t of le verage  in a d ecli ning  mar ket w ould be  a gre ater  dec rea se in  the n et as set v alue  of th e Fu nd's

Shares than if the Fund were not leveraged and could adversely affect the Fund's ability to make dividend payments and

other distributions on both the Shares and preferred stock.  Any such decrease may be reflected in a greater de cline in

the market price of the Shares and preferred stock.  If the current inve stment incom e of the Fund  were not sufficien t to

meet dividend or interest req uirements o n the preferre d stock, de bt securities, and  other forms  of leverage, it co uld

become necessary for the Fund to liquidate ce rtain of its investments, thereby reducing net assets and therefore, the net

asset value of the Shares.  Such liq uidations wo uld also cau se the Fund  to incur transac tion costs.  M oreover , while

dividends on preferred stock or interest on debt securities, or other forms of leverage are unpaid, no dividends or other
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distributions would be permitted to be paid on the Shares until the Fund resumes its payments of dividends on preferred

stock or of interest on the debt securities, or other forms of leverage, as the case may be.

The Fund may issue preferred stock, debt securities, or other forms of leverage to  the extent that imm ediately

after their issuance, (i) the value of the Fund's total assets (ii) less all th e Fu nd's  liabilities and indebtedness which are

not represented by preferred stock, debt securities, or other forms of leverage being issued or already outsta nding, (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 cove rage requ irement mus t also be me t any time the Fun d pays

a dividend or makes any other distribution on the issued and outstanding Shares or any shares of the Fund's preferred

stock (other than a dividend or other distribution payable in Share s) as well as any time the Fund repurcha ses any Shares,

in each case after giving effect to such repurchase of Shares or issuance of preferred stock, debt securities, or other forms

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 also have to pay a premium.  Any necessary liquidations could have the effect of

reducing future net income o f the Fund.  Such liquidations cou ld cause the Fund to incur related  transactional costs.

Assuming the utilization of leverage by borrowings in the amount of approximately 50% of the Fund's total

assets, and an annual interest rate (including dividends on preferred stock) of 2% payable on such leverage based on

market rates as of the date of this Prospectus, the annual return on the assets that the Fund's portfolio must experience

(net of expense s) in order to  cover such  interest payme nts would b e 2%.  T he following ta ble is designe d to illustrate

the effect on investment return with leverage obtained by the issuance of preferred stock, debt securities, and other forms

of leverage representing approximately 50% of the Fund's total assets, assuming hypothetical annual returns of minus

10% to plus 10%.  As the table shows, leverage generally increases the return when portfolio return is positive and

decreases the return when the portfolio return is negative.  The figures appearing in the table are hypothetical 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 until preferred stock, debt securities, and other forms of

leverage are 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 stock or debt securities which it may issue.  The Fund believes that obtaining such ratings may enhance

the marketability of the preferred stock, debt securities, and other forms of leverage and thereby reduce the dividend or

interest rate on the preferred stock or debt securities from that which the Fund would be required to pay if the preferred

stock, deb t securities, and o ther forms o f leverage we re not so rate d.  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 in the Fund's securities.

The NRSRO for preferred stock, debt securities, and other forms of leverage may require asset coverage maintenance

ratios that are in addition to, and more stringent than, those discussed above.  In addition, restrictions may be imposed

on certain investment practices in which the Fund may otherwise engage.  The NRSRO requirements are also expected

to impose ce rtain minimum  issue size, divers ification and o ther requirem ents for determining portfolio assets that are

eligible for computing compliance with their asset coverage  requireme nts.  The ab ility of the Fund to comply with such

asset coverage maintenance ratios may be subject to circumstances, which are beyond the control of the Fund, such as

market conditions for its portfolio securities.  The terms of any preferred stock, debt securities, or other forms of leverage

might prohibit the payment of dividends or other distributions on the Shares and any other preferred stock of the Fund

in the event the Fund fails to meet such asset coverage maintenance ratios and in such circumstances, might also 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 costs, 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 inco me that otherwise would be  available for distribution to Shareho lders.

Borrowings

In addition, the Fund may also borrow from banks or other financial institutions for temporary or emergency

purposes (including, am ong others , financing repu rchases of the  Shares and  tender offers) , in an amoun t of up to an

additional 5% of its tota l assets.  Such b orrowings  by the Fund  would  also create leverage and would entail speculative

factors similar to those a pplicable  to the issuance  of preferred stock, debt securities, and other forms of leverage.  If

borrowings are made on a secured basis, the Custodian will segregate the pledged assets for the benefit of the lender or

arrangements will be made with a suitable sub-custodian, which may include the lender.

INVESTMENT RESTRICTIONS

The Fund may not change its investment objective or fundamental policy without the approval of either (i) a

majority  of the outstanding Shares, if  the proposed c hange has previously bee n recommend ed by the Board  of Directors,

or (ii) at least 75% of the outstanding Shares, upon the failure of the B oard of D irectors to  approve a proposal submitted

by a Share holder or  a group o f Sharehold ers that hold in  the aggregate at least 20% of the Shares.  Under current law,

the OCF I must also ap prove an y change in suc h objective  or fundam ental policy.

As its fundamental policy, the Fund may not issue debt securities or borrow money from banks or other entities

(including borrowings throug h dollar rolls and Reverse  Repurchase Agreements), in excess of 50% of the Fund's total

assets (including the amount of borrowings and debt securities issued).  In addition, the Fund may also borrow from

banks or other financial institutions for temporary or emergency purposes (including, among others, financing

repurchases of the Share s and tender offers), in an amoun t of up to an additional 5%  of its total assets.

In addition, the Fund may not invest in securities which have a maturity date subsequent to December 31, 2032,

and the Commissioner's Ruling contains certain conditions with respect to the Fund's investm ent of 67%  of its assets in

Puerto Rico Assets ("67% Investment Requirement") which restricts the Fund's investments.  See "RULING OF THE

COM MISS IONE R."

Moreover, the Fund m ay not chang e the following  investment limitatio ns without the ap proval of a  majority

of the Board of D irectors and prior written notice to its Shareho lders:

(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 investmen t in any one industry if, at the time of purchase, the investment would cause the

aggregate  value of all  the Fund's inves tments in such ind ustry to equal 25% or more of the Fund's total assets; provided

that this limitation shall not apply to: (i) investmen ts in securities issued  or guarante ed by the U .S. Gove rnment, its

agencies or instrumentalities; (ii)  Municipal Ob ligations, including Puerto Rico M unicipal Obligations, other than those

backed only by the asse ts or revenue s of a non-gove rnmental entity; an d (iii) investmen ts in mortgage-backed securities

(whether or not issued or guaranteed by an agency or instrumenta lity of the U.S. G overnme nt).  For purp oses of this

restriction, the inten ded or d esignated use  of real estate sha ll determine its ind ustry;

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

transactions, and except that the Fund may make  margin deposits in connec tion with its use of options or future contracts.

See "Ap pendix E  – Certain O ther Type s of Investme nts;"
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(d) engage in the business of underwriting s ecurities of othe r issuers, excep t to the extent that, in

connection with the disposition of portfolio securities, the Fund may be deemed an underwriter under U.S. securities laws

and except that the Fund  may write options;

 (e) make sho rt sales of securities  or maintain  a short position, except that the Fund may sell short "against

the box." A short sale "against the box" occurs when the Fund owns an equal amount of the securities sold or owns

securities convertible into or exchangeable for, without payment of any further consideration, securities of the same issue

as, and equ al in amoun t to, the securities so ld short;

(f) purchase or sell real estate (including real estate limited partnership interests), provided that the Fund

may invest in securities secured by real estate or interests therein or issued by entities that invest in real estate o r interests

therein (including mortgage-backed securities), and provided further that the Fund may exercise rights under agreemen ts

relating to such securities, inc luding the right to  enforce sec urity interests and to  liquidate rea l estate acquire d as a result

of such enforcement; provided, however, that such securities and any such real estate securing a security acquired by the

Fund shall not be a " U.S. real p roperty intere st" within the meaning of Section 897 of the U.S. Internal Revenue Code

of 1986, as amended (the "Code");

(g) purchase or sell comm odities or co mmodity c ontracts, exc ept that the Fund may enter into swap

agreements,  options, futures contracts, see "Ap pendix E  – Ceratin  Other Types of Investments, and options on futures

contracts  subject to certain restrictions.  See "OTHER INVESTM ENT PRAC TICES — O ther Practices — Options and

Futures."; or

(h) make loans, except through Repurchase Agreements, provided that for purposes of this restriction the

acquisition of bonds, debentures or other debt instruments or interests therein and investment in government obligations,

shall not be deemed to be the making of a loan.

MANAGEMENT OF THE FUND

The overall management of the business and affairs of the Fund is vested with the Board of Directors.  The

Board of Directors approv es all significant agre ements  between the Fund and persons or companies furnishing services

to it, including the Fund's agreem ents with its Investm ent Adviser , Administrato r, Custodian , and Tra nsfer Agent (a ll

terms as defined h erein).  The  day-to-day o perations o f the Fund are  delegated  to its officers and to the Administrator,

subject to the Fund's investment obj ectives and policies and to ge neral supervision by the Bo ard of Directors.

The Boar d of Dire ctors.  Certain biographical and other information relating to the directors of the Fund who

are "Independent Fund Directors," as defined in the Fund’s Code of Ethics, is set forth b elow, includin g their ages, their

principal o ccupation s for at least the last five ye ars, the length o f time served, a nd other p ublic directo rships.  

The Independent Fund Directors  listed below are also members of the boards of directors of the Puerto Rico

Investors Family of Fun ds, the Pue rto Rico T arget Ma turity Family of Fu nds, the UB S PaineW ebber IR A Select G rowth

& Income Puerto R ico Fund , and the T ax-Free P uerto Rico Family of Funds (collectively, these funds are referred to as

the "Affiliated Funds").  The total number of portfolios of the Affiliated Funds overseen by each Director is also provided

below.
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Name, Address, and Age 

Position(s)

Held with the

Fund/P ortfolio  

Term of Office

and Length of

Time Served

Principal O ccupation(s)

During Past Five Years

Number of 

Affiliated

Funds 

Overseen

Public

Directorships

Víctor J. Salgado Arro yo

(76)

c/o UBS PaineWeb ber

Trust Comp any of Puer to

Rico

American Internat ional

Plaza—  Ninth Floo r, 

250 Muñoz R ivera Avenue

San Juan, Pue rto Rico

00918

Director D i r e c t o r  s i n ce

2002

Chairman of the Board of

Directors, President, and Chief

E x e c u t i v e  O f f i c e r  o f

I N T E G R A N D Assurance

Comp any.

1 3  f u n d s

consisting of

20 portfolios

None

Gabriel Dolagaray Balado

(67)

c/o UBS PaineWebber

Trust Company of Pu erto

Rico

American In ternational

Plaza— Ninth Floo r, 

250 Muñoz R ivera Avenue

San Juan, Puerto Rico

00918

Director Director since

2002

Former President of the

Cooperativa de Seguros de

Vida; former President of the

Association of Insurance

Companies of Puerto Rico,

Inc.; former member of the

Executive Committee of the

North American Association

o f  t h e  I n t e r n a t i o n a l

C o o p e r a t i v e  I n s u r a n c e

F e d e r a t i o n ;  M e m b e r ,

Advisory Board  to the

Commissioner of Insurance of

Puerto  Rico; and former

President of the Puerto Rico

Chamber of Commerce.

1 3  f u n d s

consisting of

20 portfolios

None

Mario S. Belaval (63)

c/o UBS PaineWebber

Trust Company of Puerto

Rico

Amer ican Internat ional

Plaza— Ninth  Floo r, 

250 Muñoz R ivera Avenue

San Juan, Puerto Rico

00918

Director Directo r s ince

2002

Special Advisor o f Miradero

Capital Partners, Inc.; Board

M e m b e r  o f  T r i p l e  S

Management,  Corp. and Trip le

S, Inc.

1 3  f u n d s

consisting of

20 portfolios

None

Certain  biographical and other information relating to the other members of the Board of Directors who are not

Independent Fund Directors and to the other officers of the Fund is set forth below, including their ages, their principal

occupations for at least the last five years, the length of time served, the total number of Affiliated Funds overseen and

public directorships held.
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Name, Address, and Age 

Position(s)

Held with the

Fund 

Term of Office

and Length of

Time Served

Principal Occupation(s) During

Past Five Years

Number of 

Affiliated

Funds

Overseen

Public

Directorships

Miguel A. Ferrer  (64)

c/o UBS PaineWebber

Trust Co mpany of P uerto

Rico

American International

Plaza— Ninth Floo r, 

250 Muñoz R ivera

Avenue

San Juan, Puerto Rico

00918

Director and

Presiden t 

D i r e c t o r  a n d

President since

2002

President and CEO of UBS

PWTC; Director of "Fundación

para la Universid ad de P uerto

Rico" since 1996; Director of

"Fundación Biblioteca Rafael

Hernández Colón" since 1993;

President of UBS PaineWebber

Puerto  Rico since 1980 (employee

since 1965) and a Senior Vice

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

York Stock Exchange.

1 3  f u n d s

consisting of

20 portfolios

None

David Sternberg (40)

c/o UBS PaineWebber

Trust Co mpany of P uerto

Rico

American International

Plaza— Ninth Floo r, 

250 Muñoz R ivera

Avenue

San Juan, Puerto Rico

00918

Director Direc tor since

2002

As of March 2002, Senior Vice

President and Chief Operating

Officer—Branch Group, and from

March 1999 u ntil March 2002,

Senior Vice President and Senior

Deputy  General Counsel, of UBS

PaineWebber,  Inc.;  Deputy

Dir e c t o r – C a p i t a l  M a r k e ts

Compliance for Salom on Smith

Barney Inc. prior thereto.

1 3  f u n d s

consisting of

20 portfolios

None

Leslie Highley, Jr. (56)

c/o UBS PaineWebber

Trust Co mpany of P uerto

Rico

American International

Plaza— Ninth Floo r, 

250 Muñoz R ivera

Avenue

San Juan, Puerto Rico

00918

Seni o r Vic e

President

S e n i o r  V i c e

President since

2002

Senior Vice President of UBS

PWTC (since May 2000) and UBS

PaineWebber  Incorporated of

Puerto  Rico (since 1994) and of

the Puerto  Rico Investors Tax-Free

Family of Funds (since inception);

President of Dean W itter Puerto

Rico, Inc. and a senior officer

responsib le for Corp orate and

Public  Finance from 1985 to 1993;

Executive Vice Pre sident of the

Government Development Bank

for Puerto Rico, man aging

I n v e s t m e n t  a n d  T r e a s u r y

Operations and supervising Private

Lending and the issuance of all

Puerto Rico Government debt from

1977 to 1985.

N/A None

Carlos V. Ubiñas (47)   

c/o UBS PaineWebber

Trust Co mpany of P uerto

Rico

American International

Plaza—Ninth Floor,

250 Muñoz R ivera

Avenue

San Juan, Puerto Rico

00918

Treasurer and

Secretary

Treasu re r and

Secretary since

2002

Executive President and Chief

Operating Officer of UBS Paine

Webber  Incorporated of Puerto

Rico since 1989; Executive Vice

President of UBS Paine Webber

Incorporated of Puerto Rico and

Managing Director of Investment

Banking since 1989

N/A None
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Compensation of Directors.   Each Independent Fund Director receives a stipend from the Fund of up to $1,000

plus expenses, for attendance at each meeting of the Board of Directors or committee thereof.  The Independent Fund

Directors  do not rec eive retireme nt or other b enefits as part o f their comp ensation.  

Name of Independent Fund

Director

Aggregate

Compensation

from Fund(1)

Retirement

Benefits

Accrued as

Part of Fund

Expenses

Total Compensation from the

Affiliated Funds(2)

Víctor J. S algado 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 fiscal year ending June 30, 2003, assuming that the Board of Directors holds four

meetings during the year which are attend ed by all of the Independ ent Fund Directors.

(2) Amount as of December 31, 2001, and does not include amounts, if any, related to reimbursement for

expenses related to attendance at such Board meetings or meetings of committees thereof.  In addition to

the Fund, the Indepen dent Board a lso serves on the Boa rds of Directors of the Affiliated Fund s.

Subject to the supervisio n of the Bo ard of Dire ctors, investme nt advisory se rvices will be p rovided  to the Fund

by UBS  PWA M, a divisio n of UB S PW TC, pu rsuant to  an Investment Advisory Agreement (the "Advisory Agreement").

UBS PWA M will also se rve as investm ent adviser to  the Affiliated Fun ds.  As of D ecembe r 31, 200 1, the Affiliated

Funds have combine d portfolio  assets of app roximately  $3.3 billion.  UBS PW TC is a trust company organized under

the laws of Puerto Rico and has its principal office and place of business at American International Plaza, Ninth Floor,

250 Muñoz 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 amended, and is not registered as an investment adviser under

the U.S. Investment Advisers Act of 1940, as amended.  UBS PWAM  is located at American International Plaza, Seventh

Floor, 250 Muñoz Rivera Avenue, San Juan, Puerto Rico 00918.

Pursuant to the Advisory Agreement, the Investment Adviser will provide a complete and continuous investment

program for the Fund and make investment decisions and place orders to buy, sell or hold particular securities and other

investments.  As compensation for their investment advisory services related to the Fund, the Inv estment Ad viser will

receive an annual investment ad visory fee (whic h is indirectly paid  entirely by Shar eholders)  not to excee d an aggre gate

rate of 0.75 % of the av erage wee kly gross assets o f the Fund, pa yable mon thly.

Unless earlier terminated as described below, the Advisory Agreement will continue in effect for a period of

two years from the  date of exec ution and w ill remain  in effect from yea r to year therea fter if approve d annually by a  vote

of a majority of those directors of the Fund who, as indicated below, are independent members of the Board of Directors

(the "Indep endent B oard"). T he Adviso ry Agreem ent is not assignable, except to affiliates of the Investment Adviser

subject to certain  conditions.  An Advisory Contract may be terminated, without penalty, (i) at any time by an unanimous

vote of the Independent Board, (ii) on 60 days' written notice by the Investment Adviser to the Fund or (iii) on 60 da ys'

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 lo ss, expense, c ost, or liability arising o ut of any error  in

judgment or any action or omission, including any instruction given to the Custodian unless (i) such action or omission

involved an officer, direc tor, emplo yee, or agen t of the Investme nt Adviser, an d (ii) such loss, ex pense, co st, or liability

arises out of the Investment Adviser's gross negligence, malfeasance or bad faith.  The Investment Adviser may rely on

any notice or communication (written or oral) rea sonably be lieved by it to b e genuine.  T hese limitations sh all not relieve
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the Investment Adviser from any resp onsibility, obliga tion or duty tha t an Investme nt Adviser m ay have und er state

statutes, the laws of Puerto Rico or any federal securities law which is not waivable.

  UBS PW TC will also serve as the Fund's administrator.  Pursuant to the Administration Agreement between

the Fund and  UBS  PWT C and sub ject to the ov erall supervisio n of the Bo ard of Dire ctors, the Administrator will be

responsib le for providing facilities and personnel to the Fund in the performance of certain services including the weekly

determination of the Fund 's net asset value and  net income .  As comp ensation for the ir administratio n services to  the

Fund, the Administrator will receive an annual adm inistration fee eq uivalent to a rate  of 0.15%  of the averag e weekly

gross assets of the Fun d, payable  monthly.  The Administrator may retain the services of a sub-administrator, which may

be its affiliate.

The Fund's securities  and cash w ill be held und er a custod y 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 a fee as agreed from time to time with the Fund; such

fee will be at a rate cu stomarily  paid to  other custod ians for the pro vision of similar se rvices.  The  Custodian  may retain

the services of a su b-custodia n, which may b e its affiliate.  In such rega rd, 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 a register of the Shares for holders of record and

opening and maintaining Shareholder accounts (in such capacity, the "Transfer Agent").  As compensation for its transfer

agency,  registrar, dividend d isbursing and  sharehold er services, the T ransfer Age nt will receive a fee as agreed from time

to time with the Fund; such fee will be at a rate customarily paid to other transfer agents for the provision of similar

services.  The Transfer Agent may retain the services of a sub-transfer agent, which may be its affiliate.

VALUATION OF COMMON STOCK

The net asset value of the Shares will be  calculated a t least weekly by the  Administrato r. The Fu nd 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 Fun d plus any ca sh or other a ssets

(including interest and d ividends ac crued bu t not yet received and earned discount) minus all liabilities (including

accrued expenses) by the total number of Shares outstanding at such time.

The Fun d's assets will be valued by the Administrator, with the assistance of the Investment Adviser, in good

faith and under the supervision of the Board of Directors based upon market quotations when such quotations are

available.  Primarily because it may be an administrative inconvenience for dealers other than UBS PaineWebber  Puerto

Rico to  provide the Administrator with market quotations, independent sources of valuation may be unavailable for a

substantial majority of the Fund's assets.  When market quotations for securities held by the Fund ar e not readily a vailable

from any such inde penden t dealers, the Administrator 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 the direction of the Board of Directors

utilizing quotations and other information concerning similar securities derived from recognized dealers in those

securities or information regarding the trading spreads quoted by recognized dealers between such securities and U.S.

Treasury securities whose maturities are determined to be most closely matched to the average life of the Fund's securities

for which fair value is to be determined.  UBS PaineWebber Puerto Rico might also be the so le or best sou rce of this

type of pricing information.  Notwithstanding the above, assets with maturities of 60 days or less will generally be valued

at amortized cost if their original term to  maturity was 60  days or less, or  by amortizin g the difference  between the ir fair

value as of the 61st day prior to maturity and their maturity value if their original term to maturity exceede d 60 days,

unless in either case the Board of Directors or an authorized committee thereof determines that this does not represent

fair value.
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PORTFOLIO TRANSACTIONS

Subject to policies established by the Bo ard of Directors,  the Investment Adviser will be responsible for the

execution of the Fund's portfolio transactions.   In executing p ortfolio  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 applicable dealer spread or brokerage commission), size of order, difficulty of execution, and operational

facilities of the firm involv ed.  Certain se curities in which the  Fund will inves t are traded  on a "net"  basis without a stated

commission through dealers acting for their own account and not as brokers.  Prices paid to dealers in principal

transactions of such securities generally include a "spread," which is the difference between the prices at which the dealer

is willing to purchase and sell a specific security at that time.

In placing ord ers with deale rs, the Investme nt Adviser w ill 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 advic e or similar serv ices.  Portfolio

transactions will not be directed by the Fund to dealers solely on the basis of research and advice provided.  In selecting

brokers and dealers, the Investment Ad viser will consider the full range and quality of a broker's or de aler's services.

Factors considered by the Investment Adviser in selecting brokers and dealers may include the following: price; the

bro ker 's or dealer's facilities; the broker's or dealer's reliability and financial responsibility; when relevant, the ability of

the broker or dealer to effect securities transactions, particularly with regard to such aspects as timing, order size, and

execution of orders; and the research and other services provided by that broker or dealer to the Investment Adviser (and

the Investment Adviser's arrangements relating thereto) that are expected to enhance the Investment Adviser's general

portfolio  management capabilities, notwithstanding that the Fund may not be the direct or exclusive beneficiary of those

services.  While the Investment A dviser generally seeks the best net price in placing o rders, the Fund may not necessa rily

be paying the lowest price available.  Commission rates are one factor considered together with  other factors.  The

Investment Adviser will not be obligated to seek in advance competitive bidding for the most favo rable com mission rate

applicab le to any particular transaction for the Fund or to select any broker-dealer on the basis of its purported "posted"

commission rate.  The In vestment A dviser in its discretion, may cause the Fund to pay a commission in excess of the

amount another broker or dealer would have been charged for effecting that transaction, provided the Investment Adviser

has determined in good faith that such commission is reasonable in relation to the value of the brokerage and/or research

provided by the broker to the Investment Adviser.  Research services furnished by the brokers or dealers through which

or with which the Fund effects securities transactions may be used by the Investment Adviser in advising its other

accounts  (including the Affiliated Parties [as defined below]), and conversely, research services furnished to th e

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 basis among advisory clients, including the

Affiliated Funds and the Fund, the opportunity to purchase or sell a security or investment that m ay be both  desirable

and suitable for one or more of their clients, but for which there is a limited supply or demand, although there can be no

assurance of equality of treatment according to any particular or predetermined standards or criteria.  Where, bec ause

of prevailing m arket cond itions, it is not possib le to obtain  the same price or time of execution for all of the securities

or other investments purchased or sold for the Fund, transactions for the Fund may be reported with the average price

of these transactions.

The Investment Adviser may, on an aggre gated 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 accordan ce with procedures ad opted by the Bo ard of Directors.

Transactions Involving Affiliates

While  the Fund is sub ject to the term s and cond itions of the Commissioner's Ruling (including provisions

regarding transactions w ith affiliates), it is not registered  under the 1 940 Ac t and therefo re, is not subject to the

restrictions regarding, among other things, transactions between the Fund and UBS P aineWebber 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 with UBS PaineWebber Puerto Rico and possibly other of

its affiliates.  For most securities purchased by the Fund, one of those  entities may be th e only deale r, or one of o nly a

few dealers, in th e securities be ing purchas ed 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 substa ntial portion o f its assets

in those securities .  The Fun d may also in vest in securities issue d by or ma ke depo sits with an Affiliated Party.  As a

result of such Affiliated Transactions and other dealings, the interests of affiliates of an Affiliated P arty may con flict 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 P arty will be exec uted pursu ant to terms and c onditions co mparab le to those with  unrelated

third parties in the ordinary course of its investment activities.

An Affiliated Party may also act as agent in connection with the placement of the Fund's preferred stock, debt

securities, and other forms of leverage.  Such activities will be carried out in accordance with procedures as established

by the Boar d of Direc tors in 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.  In

addition, the investmen t advisory fee p ayable to the I nvestment A dviser (an A ffiliated Party)  during periods in 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 a ssets, including a ssets purchased with leverage.  Because the asset base used for calculating the

investment advisory fee is not reduced by aggregate indebtedness incurred in leveraging the Fund, the Investment Adviser

may have a con flict of interest in formulating a recommendation to the F und as to whether and to w hat extent to use

leverage.  Affiliated Parties may also directly provide some or all of such leverage.

Affiliated Parties may also engage, at the present or in the future, in business transactions with or related to any

one of the issuers of the Fund's investment as sets, or with com petitors of suc h issuers, as well as p rovide them  with

investment banking, asset management, trust, or advisory services, including merger and ac quisition advisory services.

These  activities may present a conflict between an Affiliated Party and the interests of the Fund.  Affiliated Parties may

also publish or may have published research reports on one or more of such issuers and may have expressed opinions

or provided recommendations  inconsistent with  the purchasing or holding o f the securities of such issuers.  Any of these

activities may affect the market value of the securities issued by them a nd 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. 

DIVIDENDS AND OTHER DISTRIBUTIONS

The Fund intends to distribute monthly dividends of substantially all of its net investment income (w hich reflects

amounts  declared and paid as dividends on preferred stock, as well as interest paid on outstanding debt securities

[including commercial paper] or other forms of leverage).

The net capital gains realized by the Fund, if any, may be retained by the Fund, unless the Board of Directors

determines that the net capital gains will be distributed to the Sharehold ers.  The Fund will not retain the net cap ital gains,

unless such gains are offset by operating expenses of the Fund that are deductible for Puerto  Rico income tax p urposes.

Substantially  all of the Fund's net investment income for any fiscal year will be d istributed to  Shareholders during or after

that year.

"Net capital gains" as used herein, means the excess of the net long-term capital gains over the net short-term

capital losses.  "Net investment income" as used herein, includes all interest (including accrued income on zero coupon

Municipal Obligations) and other ordinary income earned by the Fund on its portfolio holdings and the net short-term

capital gains, net of Fund expense s.

While  any debt securities or other forms of leverage are o utstanding, the Fund may not de clare any cash

dividend or other distribution on the Share s or preferred stock, unless  at the time of such declaration: (1) all accrued, due

and payable interest payments have been paid; and (2) after giving effect to 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 least

equal to 200%  of the aggreg ate principa l amount of the  outstanding d ebt securities an d the aggregate par value of all

outstanding preferred  stock.  For furth er informatio n regarding  the impact o f the issuance o f preferred stock, debt

securities, and other forms of leverage on the payment of dividends and other distributions on the Shares, see "SPECIAL

LEVE RAGE  CON SIDE RAT IONS ."

Distributions of Principal

On or after July 31, 2013, the Fund may commence pro rata distributions to its Shareholders of all or a portion

of the principa l payments re ceived by th e Fund o n its portfolio se curities, whether by maturity, prepayments, acceleration,

redemption, sale, or otherw ise ("Distrib utions of Prin cipal").  H owever, the  Fund will  commence such distributions no

later than July 31, 2 018.  T he amoun t of such Distributions of Principal will be determined at the discretion of the

Investment Adviser an d will be effected  after deduc ting any amo unts utilized by the Fund to repay outstanding leverage

and in addition to regular monthly distributions of net investmen t income an d distribution s of net capital ga ins, if any.

By the Targe t Date, the Fu nd intends to  have distribu ted an amo unt at least equa l, 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 achieve this investments objective. Any amounts d istributed by the  Fund will be  separately

designated to indicate the sources of such dist ribution.  There is no assurance that the Fund will be able to effect

Distributions of Principa l in accorda nce with its obj ective or oth erwise return a n amount a t least equal,  in the aggregate,

to the initial offering price of $10 per Share.

The Investment A dviser will structur e the maturity of t he Fund's investments in order to achieve the above

mentioned objective.  Moreo ver, as a funda mental po licy, no securities p urchased  by the Fund  will have a matu rity date

subsequent to December 31, 2032.  The payment of principal and interest on such securities, however, may be affected

by such factors as call features on the securities, issuer defaults and interest rate shortfalls.

Liquidation of the Fund

Upon the reduction of the outstanding principal balance  of the Fund's portfolio investments to 5%  or less of the

aggregate  prin cipal am oun t of th e Fu nd's  investments purchased with the proceeds to the Fund's from the initial public

offering, the Fund may sell the remaining Fund portfolio securities to any person, including UBS  PaineW ebber P uerto

Rico and its affiliates (in  acc ord anc e wit h pr oce dur es adop ted  by th e Fu nd's  Board of Directors), and use the proceeds

to complete  the Distributio ns of Princip al.  Gains realiz ed on such  sale will be distributed to  Shareho lders, togethe r with

the final Distributions of Principal.  See "THE FUND" and "RISK FACTORS AND SPECIAL CONSIDERATIONS

– Return o f Initial Public O ffering Price o f $10 per  Share."

REPURCHASE OF THE SHARES BY THE FUND

As mentioned previously, Puerto R ico investme nt compa nies which are  similar to the Fu nd have ge nerally

(although not always) traded at an amount equal to or at a pre mium to their n et asset value, b ut have also tra ded at a

discount from time 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 investm ent comp anies. The  market pric e of the Shar es will

be determined by such factors as relative demand for and supply of such Shares in the market, the Fund's net asset value,

general market and economic conditions, and other factors beyond the control of the Fund.  See "RISK FACTORS AND

SPECIAL CONSIDERATIONS" and "VALUAT ION 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 offers for its Shares at their n et asset value.  T his may have the effect of reducing any market discount from net

asset value.  The re is no assurance that, if such action is undertaken to repurchase or tender for S hares, such ac tion will

result in trading of the Shares at a price which approximates their net asset value.  Although such repurchases and tenders

could  have a favorable  effect on the market price of the Share s, the acquisition of such Shares by the Fund  will decrease

the Fund's total assets and therefore, have the effect of increasing the Fund's expense ratio.  Moreover, the Fund may

repurchase  Shares from Affiliated Parties.  The Board of Directors will establish procedures to address any conflicts of
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interest which may arise when effecting such repurchases with an Affiliated Party.  See "PORTFO LIO

TRA NSAC TION S – Tra nsactions Inv olving Affiliates."

TAXATION

THIS SECTION IS NOT TO BE CONSTRUED AS A SUBSTITUTE FOR CAREFUL TAX PLANNING.

PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR OWN TAX ADVISERS WITH SPECIF IC

REFERENCE TO THEIR OWN TAX SITUATIONS, INCLUDING THE APPLICATION AND EFFECT OF

OTHER TAX LAWS AND ANY POSSIBLE CHANGES IN THE TAX LAWS AFTER THE DATE  OF TH IS

PROSPECTUS.

The following discussion is a summary of the material Puerto Rico and U.S. federal tax considerations that may

be relevant to prospective investors in the Fund.  The discussion in connection with the Puerto Rico tax considerations

is based on the current provisions of the Puerto Rico Internal Revenue Code of 1994, as amended (the "Puerto Rico

Code") and the regulations promulgated or applicable thereunder (the "Puerto Rico Code Regulations") issued by the

Treasury Department of Puerto Rico (the "Treasury Department"), the Puerto Rico Municipal Proper ty 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 the laws of

Puerto  Rico, excluding corp orations and partnerships h aving in effect an election and qualifying as "corporations of

individuals" or "spec ial partnership s" 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 Pu erto Rico Individuals, the "Puerto Rico Investors"),

(ii) the Puerto  Rico Entities will not be subject at any time to any special tax regime under the Code including, without

limitation, the provisio ns of the Code that apply to "controlled foreign corporations," "passive foreign investment

compa nies," "personal holding companies," or "foreign pe rsonal hold ing comp anies,"  and (iii) that for each taxable year

that dividend s are distribute d by the Fun d, the Fund  will meet the 90 % Distrib ution Req uirement, as d efined herein . 

This  discussion d oes not pu rport to de al with all aspects of Puerto Rico and U.S. federal taxation that may be

relevant to other types of investors, particular investors in  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 organizatio ns).  Unless otherwise noted, the references in this discussion to the Puerto Rico regular income

tax will include the alternative minimum tax imposed on Puerto Rico Entities by the Puerto Rico Code.

The existing provisions of the statutes, regulations, judicial decisions, and administrative pronouncements, on

which this discussion is based, are subject to change (even with retroactive effect).

The statements herein have been opined on by Q uiñones & Sánchez, P.S.C., counsel to the Fund.  A prospective

investor should be aware that an opinion of counsel represents only such counsel's best legal judgment and that it is not

binding on the Treasury Department, the Municipal Revenue Collection Center, any other agency or municipality of

Puerto  Rico, the U.S. Internal Revenue Service (the "IRS"), or the courts.  Accordingly, there can be no assurance that

the opinions set forth herein, if challenged, would be sustained.

PUERTO RICO TAXATION

Taxation of the Fund

Income Taxes.  As a registered investment company under the PR-ICA, the Fund will be exempt from the

income tax impose d by the Pu erto Rico  Code fo r each taxab le 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 take into account capital gains and losses and net interest income

that is exempt under the Puerto Rico Code.  For each taxable year, the Fund intends to meet the 90% Distribution

Requirement to be exempt from the income tax imposed by the Puerto Rico Code.

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

the MPTA.

Municipal License T axes.  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 F und's income  that is distributed  annually to  Puerto Rico Investors is excluded

in determinin g its "volume  of business."

Taxation of Puerto Rico Investors

Income Taxes.  The Fund may make distrib utions out of its cu rrent or acc umulated e arnings 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 prope rty (the "Ta xable  Dividends"), (ii) net gains derived from the sale or exchange

of property (th e "Cap ital Gain Div idends") , or (iii) income exempt from Puerto Rico income tax (the "Exempt

Dividend s," and join tly with the Taxa ble Divide nds and the  Capital G ains Divide nds, the "D ividends" ). 

Taxab le Dividends Distributed to Puerto Rico Individu als.  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.

The Puerto R ico Cod e Regulatio ns state that to qu alify for the 10%  Puerto  Rico W ithholding T ax, the Tax able

Dividends must be derived from current or accumulated earnings and profits o f the Fund d erived from  investments  (i)

in Puerto Rico corporations or partnerships, or non-Puerto Rico corporations or partnerships whose gross income

effectively connected with the conduct of a trade or business in Puerto Rico is at least 80% of its gross income for the

preceding three taxable years ending with the close of its taxable 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 r efinance rea l property lo cated in Pu erto Rico  or used in the  active cond uct of a trade  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 "portfolio interest" under Section 881(c) of the Code, dividends distributed by

the Fund from such e arnings and  profits will qualify for th e 10%  Puerto R ico With holding T ax only if the "p ortfolio

interest"  derived b y the Fund fo r any given taxa ble year rep resents less than 10% of the Fund's total gross income for

such year.  For purposes of det erm inin g wh ethe r les s tha n 10 % o f the  Fun d's total gross inco me is "po rtfolio interest,"

gross income that is exempt from tax under Section 1022(b) of the Puerto Rico Cod e sha ll be  exc luded f rom  the F und 's

gross income.

If the 10%  Puerto R ico With holding T ax is applica ble, it must be withheld by the Fund and paid to the Treasury

Departm ent.  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 a taxable year, the Fund must be no tified in writing prio r to

the first distribution made by the Fund during such taxa ble year.  The Election m ust be made on a yea rly 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 W ithholding Tax,

(iv) the year of the distribution(s) with respect to which the Election is made, (v) the date on which the election is made,

and (vi) the signature of the Puerto Rico Individual.  Once an Election is made, such Election is final with respect to  all

subsequent distributions during such taxable year.
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Absent an Election , the Fund will with hold the 10 % Pue rto Rico W ithholding Tax from Taxable Dividends

distributed to Puerto R ico Individ uals.  Upo n filing his or her Pue rto Rico income tax return, the Puerto Rico Individual

that fails to make an  Election will still  have the op tion to include  the Taxa ble Dividend  as ordinary inc ome sub ject to

the regular inco me tax.  If such o ption to includ e the Tax able Divid ends as ord inary income  is made, the 1 0% P uerto

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 Fu nd, its distributions of dividends to Puerto  Rico Individuals will consist

of Taxable Dividends subject to the 10% Puerto Rico W ithholding Tax.

Taxab le Dividen ds Distribu ted to Pu erto Rico  Entities.  Puerto Rico E ntities receiving Taxable Dividends

during a taxa ble 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 Pue rto R ico  Ent ity's

net taxable inc ome for suc h taxable yea r.  

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.

Capital Gain  Dividen ds.  Capital G ain Dividends distributed to Puerto Rico Investors are treated as long-term

capital gains in the hands of such investors.

The Puerto Rico Code provides for a 10% long term capital gains rate for Puerto Rico Individuals and a 12.5%

long term capital gains tax rate for Pue rto Rico E ntities in connectio n with long term  capital gains re alized from  the sale

or exchange of "prope rty located in P uerto Rico," as defined in the Puerto Rico Code.  Long term capital gains realized

by Puerto Rico Ind ividuals and  Puerto R ico Entities with re spect to the sa le or excha nge of pro perty that does not

constitute  "prope rty located in P uerto Rico " will respectively qualify for a 20%  and 25%  capital gains tax  rate.  It is

important to note that the Puerto Rico Code does not specify whether Capital Gain Dividends should be treated as a ga in

from the sale or exc hange of "p roperty located within Puerto Rico" or other property and therefore, the identification

of the applicable capital gains tax rate for such distributions is not currently determinable.

Exempt Dividen ds.  Exemp t Dividend s will not be sub ject to the regular income 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 Pu erto Rico Entities will not include Exem pt 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 taxab le year, and (ii) su ch dividen d does no t exceed the  earnings and  profits of the Fu nd attributab le 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 attributa ble to incom e that is exemp t from Pue rto Rico inc ome tax. 

Distributions of Principa l.  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 Rico Code.  Distributions in excess of

current and  accumula ted earnings  and profits w ill 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

accumulated earnings and profits and the Puerto Rico  Investor's basis in the Shares, such excess w ill 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 more tha n six months a nd they con stitute a capital asset in th e hands of su ch investor, the  gain will qualify

as a long term capital gain and subject to the 10% and 12.5%  capital gains tax rate prov ided by the P uerto Rico Code

for Puerto  Rico Ind ividuals and  Puerto R ico Entities, resp ectively.
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Sale, Excha nge or O ther Dispo sition of the S hares.  Gains from the sale, exchange or other disposition of Shares

which have been  held by Pu erto Rico  Individuals fo r more than  six months an d which co nstitute capital asse ts in the

hands of such investo rs are subje ct to a 10%  capital gains tax .  Puerto R ico Individ uals 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 he rein. 

 Gains from the sale, exchange or other disposition of Shares which have been held by Puerto Rico Entities for

more than six month s and which c onstitute capital assets in  the hands of such investors qualify for a 12.5% alternative

capital gains tax .  

Losses from the sale, exchange or other disposition of Shares that constitute capital assets in the hands o f Puerto

Rico Inve stors are de ductible on ly to the extent of gains from the sale, exchange o r 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 Share s.  The pa rtial or total rede mption of S hares is generally treated as a sale or exchange of

such Shares, unles s it is "essentially equivalent to a dividen d." If a rede mption of S hares is treated  as "essentially

equivalent to a dividend," 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 redemp tion should  be treated a s such or "e ssentially

equivalent to a dividen d," the Puerto  Rico Co de Regu lations prov ide that (i) pro -rata redem ptions of stoc k are gener ally

treated as essentially equivalent to a dividend, 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.  In the absence of Puerto Rico guidelines, the Treasury Department generally follows the principles

established u nder the C ode, the C ode Re gulations, and  rulings and o ther administra tive prono uncemen ts of the IRS. 

Dividends Distributed  to Life Insurance C ompan ies.  Taxab le Dividen ds and E xempt D ividends d istributed to

insurance companies organized under the laws of the Commonwealth of Puerto Rico which are subject to the Puerto Rico

income tax as "life insurance c ompan ies" under  the provisio ns of Section  1201 o f the Puerto R ico Cod e (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.  S ee "Ta xation of Pu erto Rico  Investors – C apital Gain D ividends."

For purposes of the alternative minimum tax, the "adjusted net book income" of Life Insurance Companies does

not include Exemp t Dividends.

Dividends Distributed  to Mutu al Insura nce Co mpan ies.  Taxable Dividends received by insurance companies

organized under the laws of the Comm onwealth o f 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 subjec t to income ta x under the P uerto Rico  Code.  M utual Insuranc e Comp anies 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 G ain Divide nds."

Exempt Dividends distributed to Mutual Insurance Companies will not be subject to the regular income tax.

The Puerto R ico Cod e provide s various rules th at disallow a d eduction fo r expenses  that are directly or indir ectly

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 E xempt Dividend s.
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Dividends Distributed  to Non-M utual Insu rance C ompa nies.  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 C ompan ies"), will be include d in gross inco me.  Non -Mutual Ins urance C ompan ies are entitled to  claim the

85% Dividend  Received  Deduc tion with respect to T axable  Dividend s, subject to the  limitations impo sed by the P uerto

Rico Code.

In computing their net income for purposes of the regular income tax, Non-Mutual Insurance Companies are

entitled to deduc t 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 pro vided in Se ction 120 7(e) of the P uerto Rico Code.  Moreover, such Section 1207

does not address the treatment of Exe mpt Dividends d istributed from earnings and pro fits 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 m ade by inve stment com panies registe red unde r the PR-IC A, Exem pt Dividen ds should b e treated as

interest described in Section 1022(b)(4) of the Puerto Rico Code to the extent distributed o ut of such earnings and profits.

Capital Gain Dividends will be treated as long term capital gains.  See "Taxation o f Puerto Rico Investors –

Capital G ain Divide nds."

For purposes of the alternative minimum tax, the "adjusted net book income" of Non-Mutual Insurance

Companies will not include  Exempt Divide nds.

Estate  and G ift Taxes.  The Sh ares will not be  subject to P uerto Rico  estate and gift taxe s if held by a Pu erto

Rico Individual who is a citizen of the United States that acquired his or her citizenship solely 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, at the time the gift was made.

Municipal License Taxes.  Distributions made to Puerto Rico Entities may be subject to a municipal license tax

of up to 1.5% in the case of investors engaged in a financial busine ss, and up to  0.5% in the  case of Pu erto Rico Entities

engaged in a non-financial business, as defined in the MLTA.  Distributions to Puerto Rico Individuals will not be subject

to municipal license tax.

Proper ty Taxes.  The Sh ares are exe mpt from P uerto Rico  personal p roperty taxe s in the hands o f the Puerto

Rico Investors.

UNITED STATES TAXATION

Taxation of the Fund  

In the opinion of Quiñones & Sánchez, P.S.C., counsel to the Fund, based on certain representations made by

the Fund and the Investment Adviser, the Fund will be treated under the Code as a foreign corpora tion not enga ged in

a U.S. trade or business.  As a foreign corporation not engaged in a U.S. trade or business, the Fund is not subject to U.S.

federal income tax 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).  T he Fund is, ho wever, 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 o n the  IRS , howev er, a nd i t is p oss ible  that  the I RS o r a cour t could  disa gree wit h co unse l's

conclusion.  If the Fund were ultimately found to be e ngaged 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 p rofits tax (which is ge nerally 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 attributab le to such effective ly

connecte d income , subject to a n umber o f statutory adjustm ents.  

The Code also imposes a "Personal Holding  Company" tax on certain income derived from sources within the

U.S. by foreign corporations that qualify as "Personal Holding Comp anies."  In gen eral, a "Pe rsonal Ho lding Com pany"
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is any corporation that derives at lea st 60% o f its gross incom e from certa in 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's Certificate of Incorporation

contains certain ownership limitations to ensure that five or fewer Puer to Rico res idents never own  directly or indir ectly

more than 50%  of the stock o f the Fund, me asured by v alue or votin g power.  F urthermore, 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

Comp any."

Taxation of Puerto Rico Individuals and Puerto Rico Entities

Dividends.   Dividends distributed by the F und will constitute income from sourc es within Puerto Rico for

purpose s of the Cod e.  

Under Code Section 933, Puerto Rico Individuals will generally not be subject to U.S. federal income tax on

dividend s distributed b y the Fund (se e "PFIC " discussion  below).  

Foreign corporations not engaged in a 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 corporate investors not engaged in a U.S. trade or business will not be subject to U.S.

taxation on dividen ds received  from the Fun d.  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 inco me tax purp oses. 

Sales, Exchang e or Disposition of Sh ares.  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 co nstitute inventory in th e hands of su ch investor an d the Pue rto Rico Ind ividual pays  a Puerto Rico income

tax at an effective rate of at least 10%  on the gain.  H owever, a P uerto Rico  Individual w ho is not subj ect 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 neverth eless treat the gain  as Puerto  Rico source income not subject to U.S. federal income tax if the

requireme nts 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 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

sale will be income from sources within Puerto Rico and therefore exempt from U.S. federal income taxation, whether

or not the individual pa id a Puerto  Rico inco me tax of at lea st 10% o n the gain.  Un less contrary au thority is issued, a

Puerto  Rico Ind ividual who m eets the cond itions describ ed in the Notice may treat gain from the sale, exchange or other

disposition o f the Shares as P uerto Rico  source inco me.  

A Puerto Rico corporation that invests in the Fund will be subject to U.S. federal income tax on a gain from a

disposition of Shares on ly if the gain is effectively co nnected to  a U.S. trad e or busine ss carried o n by the Pue rto 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 be treated 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., a citizen or

resident of the U.S., a U.S. domestic corporation or partnership, or an estate or trust that is taxed as a resident of the

U.S. —  (such a Shareholder referred to as a "U.S. Shareholder"), that disposes of its PFIC stock at a gain is treated as

receiving an "excess distribution" equal to such gain.  In addition, if a U.S. Shareholder receives a distribution from a

PFIC in excess of 125% of the average amount of distributions such Shareholder has received from the PFIC during the

three preceding taxable years (or shorter period if the U.S. Shareholder has not held  the stock for three years), the U.S.

Shareholder is also treated as receiving an "excess  distribution"  equal to suc h excess.  In ge neral, an "excess distribution"

is taxed as ordinary income, and to the extent it is attributed to earlier years in which the PFIC stock was held, is subject
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to an interest charge which the Code refers to as the "deferred tax amount."  Puerto Rico corporations are not U.S.

Shareholders for purpo ses of the PF IC provisio ns.  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. Sha reholders  for purpo ses of the PF IC provisio ns.  

Prop. Reg. Sec. 1.1291-1(f) states 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 o nly to the extent such a mounts

are allocated to  a taxable  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 regulations, Puerto Rico Individuals  will not be subject to the

PFIC provisions if the y are entitled to  the benefits of Section 933 of the Code for each entire taxable year th at they hold

the Shares.

Foreign Pe rsonal Holdin g Comp any 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 corpora tion if such corp oration me ets certain inco me tests and m ore than 50 % of its stock  is owned directly or

indirectly by five or fewer individuals who are U .S. citizens or residents.  Puerto Rico Ind ividuals, that are U.S. citizens,

are not excepted from such status for these purposes.  However, because the Code excludes Puerto Rico source income

from the gross income of Puerto Rico Individuals, such an individual would not be subject to U.S. federal income tax

on undistributed income of the Fund, even if the Fund were a fo reig n pe rsonal h old ing c omp any.   Fur ther mor e, th e Fu nd's

Certificate  of Incorporation contains certain ownership limitations to ensure that five or fewer Puerto Rico residents never

own direc tly or indirectly mo re than 50%  of the stock o f the Fund, me asured by v alue or votin g power. 

Estate and G ift 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. w ho acquire d his or her c itizenship solely b y reason of b irth or residen ce in

Puerto  Rico and was a resident of Puerto Rico, in the case of estate taxes, a t the time of dea th, and in the ca se of gift

taxes, at the time the gift was made.

Potential investors are a dvised to c onsult their  own tax advisers as to the consequences of an investment in the

Fund under the tax laws of Puerto Rico and the U.S., including the consequences of the sale or redemption of Shares in

the Fund.

DESCRIPTION OF CAPITAL STOCK

The Fund is authorized to issue 88 million shares of Common Stock,  $0.01 par value, and 12 million shares of

Preferred Stock, $25 par value.  The Board of Directors is further authorized to classify and reclassify any unissued

shares of capital stoc k from time to time by setting or changing the preferences, conversion or other rights, voting

powers, re strictions, limitations a s to dividend s or terms and  conditions o f redemp tion of such sha res by the Fun d. 

Common Stock

The Certificate of Incorporation of the Fund specifies that the Shares have no preemptive, conversion, exchange

or redemption rights.  Each Share has equal voting, dividend, distribution, and liquidation rights.  The outstanding Shares

are, and those offered hereby, whe n issued, will be, fully p aid and no nassessable .  Sharehold ers are entitled  to one vote

per Share.  All voting rights for the election of directors are noncumulative, which means that the holders of more than

50% of the Shares can elect 100% of the directors then nominated for election if they c hoose to d o so, and in su ch event,

the holders of the remaining Shares will not be ab le to elect any directors.  The PR-ICA provides that not more than 50%

of the Shares may be in any am ount controlled by less than six Shareh olders.

The Fund may in the future make addition al offerings of its Shar es.  Any add itional offerings, if ma de, will

require approval of its Board of Directo rs.  UBS Pa ineWebb er Puerto Rico m ay have to suspend any future pu rchase
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and sale transactions effected by them for a period of time prior to an offering and up to the date of completion of such

additiona l offering of Sha res condu cted 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 numbe r 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, if any, of payment of dividends on shares of that

series;

(c) Whether that series shall hav e conversio n privileges, and if so, the terms and conditions of such

conversion, including provision for adjustment of the conversion rate in such events as the Board of

Directors shall determine;

(d) Whether or not the sha res of that series sh all 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 conditions and 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 so, the terms and amount of such sinking fund;

(f) The rights of the shares of that series in the event of voluntary or involuntary liquidation, dissolution

or winding-up of the corporation, and the relative rights of priority, if any, of payment of shares of that

series; and

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

Upon any voluntary or involuntary liquidation, dissolution, or winding-up of the Fund, as the case may be, the

then holders of record of the shares of preferred stock will be entitled to receive out of the assets of the Fund av ailable

for distribution to all holders o f the Shares as w ell as the shares o f preferred sto ck, before a ny distribution is m ade to

holders of the Shares, distributions upon liquidation in an amount equal to the Liquidation Preference of each share of

preferred  stock, without p remium o r penalty.

If upon any voluntary or involuntary liquidation, dissolution or winding-up of the Fund, as the case may be, the

amounts  payable with respect to the shares of the Fund's preferred stock, are not paid in  full, the holders of such shares

will share ratably in  any such distrib ution of assets  of the Fund in proportion to the full liquidation preferences to which

each is entitled.  After payment of the full amount of the liquidation preference to which they are entitled, the holders

of such shares will not be entitled to any further participation in any distribution of assets of the Fund.

The Fund may not issue shares rankin g, as to particip ation in profits o r the assets of the F und, senior o r in

priority to its preferred  stock, unless ap proved  by the preferr ed stockho lders in 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 with the PR-ICA, the OCFI must also approve the issuance of

such preferred stock.

RULING OF THE COM MISSIONER  

Pursuant to the Commissioner's Ruling, certain waivers from the provisio ns of the PR -ICA were  granted.  Terms

not otherwise defined in this  section shall hav e the meanin gs ascribed  to them in the C ommission er's Ruling.  It is

available  for i nsp ecti on a t the  Fun d's p rinc ipa l off ice.   Amo ng th e wa iver s gra nted  in the Co mmi ssio ner 's Ruling are the

following:

1. The Fund is authorized to (i) offer, issue, and sell securities through private plac ements and  (ii) after

the period o f initial offering, offer, issue, a nd sell Com mon stock  through priv ate placem ent, only in connection with the

Fun d's dividend reinvestment plan, provided that the sale of Share s through pr ivate placem ents will be limited  to the sale

of Shares through the Plan.

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

the beneficial owners of such securities shall be considered as the holders, irrespective of whether such securities are he ld

in "street nam e" or by a fid uciary.

3. The Fund is allowed to hold investments in Puerto Rico Securities and U.S. Go vernment se curities in

each case in excess of the 25% limitation on investments in a single issuer imposed by Section 2 of the PR-ICA.  For

all other securities, the Fund must comp ly 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 securities issued by UBS PaineWebber Puerto Rico

or its affiliates, subject to a limitation of 5% of the market value of the Fund's total assets and the approval of a majority

of the Independen t Fund Directors.

5. The public  notice requirement under the PR-ICA and the obligation to file Part 2 of the Application

for Registration under the PR-ICA were waived.

6. The Fund has been exempted from the requirement of the PR-ICA that it have no less than 11

Shareholders during the period from its initial capitalization until the first closing of the Fund's initial public offering of

securities.

7. The Fund shall comply with the 67% Investment Requirement on or before the Anniversary

Registration Date, by in vesting at least 67% of the net proceeds received by the Fund from the sale of its securities

invested in Puerto Rico Assets.  Thereafter, the Fund shall comply with the 67% Investment Requirement upon the sale,

exchange, prepaym ent, maturity or a ny other volu ntary or involuntary disposition of a Fund asset, provided that the

amount required b y the Fund to  be invested  in order to achieve compliance with the 67% Investment R equireme nt shall

not exceed the am ount of cash  available for in vestment by the  Fund as a re sult of the sale, exc hange, pre payment,

maturity, or any o ther voluntary o r involuntary d isposition of a  Fund asse t.  

8. The 67% Investment Requirement shall not be applicable (i) for defensive or strategic purposes for

a period of 30 days but not more than twice in a year, (ii) during one period of a maximum of 30 days in a year, upon

the proven sc arcity of Puer to Rico A ssets or of ma rket disruptio n, or (iii) otherwise, for such longer periods as approved

by the OCFI.

9. The Fund will render quarterly reports as specified by the OCFI affirmatively certifying full compliance

with the 67%  Investment R equireme nt during the p receding q uarter (if applicable), or if the Fund failed  to comp ly with

such requireme nt, specifying the extent of the breach, the reasons therefor, and a desc ription of the ac tions 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 well as any report requested by the OCFI from time to time, and the OCFI may designate an auditor, at

the Fund's expense, to verify compliance by the Fund with the requirements contained in the Commissioner's Ruling.

In addition, the OCFI has restricted the Fund's ability to engage in certain leveraging activities.  Presently, the

Fund may conduct additional offerings of preferred stock, debt securities, and other forms of leverage subject to the 50%

of total assets restriction after giving effect to previous borrowings and previously issued preferred stock, debt secu rities,

and other forms of leverage.  Such offerings would be made to Puerto Rico Residents.  See "Append ix F — Hedging

and Related Income Strategies" herein.

UNDERWRITING

UBS Pa ineWebber 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

Underw riter, the totality of the S hares being  offered here by.

The Underwriter will commit to purchase 14,500,000 Shares at several clos ings to be held  in San Juan, P uerto

Rico.  It is  anticipated that the Initial Closing will take place on 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 plus the 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 conditions of the Underwriting Agreement, the Underwriter will compe nsate certain

brokers and dealers in connection with sales of the Shares in this offering at a rate of up to $0.30 per Share.  After the

later of (i) the final closing of the initial public offering of the Shares or (ii) the date of closing for the purchase of any

Shares to cover over-allotments, the public offering price and other selling terms may be changed by the Underwriter.

Investors should consult their brokers concerning the manner and method of payment for the Shares.  The minimum

investment in the initial public offering is 100 Shares.

The Underwriter may red uce or waive in its entirety the sales load on sales of the Share s where investors (i)

represent that the purchase of the Shares will be made with the proceeds from the redemption or sale of stock o r 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

redemption or sale.  Pen ding such p urchase, the re demptio n or sale pro ceeds mu st be held  in cash or cash equivalents.

For investors that satisfy  such require ments, the U nderwriter c urrently intends to  reduce the  sales load in  an amount not

to exceed $0.275 per Share, which results in a sales load of $0.20 per Share.

The 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 exe rcise this option only to cover over-allotm ents.

The maximum  sales load p aid to the Und erwriter for this  offering will be $6,887,500 (or $7,920,625 if the over-allotment

option is exe rcised in full), bas ed upon  a maximum  sales load p er Share o f $0.475 . 

 The Underwriter may take certain actions to discourage short-term trading of the Shares during a period of time

following the initial offering date.  Included in these actions is the withholding of any com pensation to  dealers in

connection with Shares which were sold by such dealers and which were repurchased for the account of the Underwriter

during such period.

The Underw riting Agreem ent will provide th at the obligatio n 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 a firm comm itment under writing, all of the Sha res offered b y this Prospe ctus, if any are purchased.

The Underw riting Agreem ent 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 Shares is rendered

impracticable or inadvisable.
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LEGAL OPINIONS

The statements in the section "TAXATION" have been passed upon by Quiñones & Sánchez, P.S.C., who, at

each closing date, will render an op inion on the validity of the Shares.

INDEPENDENT ACCOUNTA NTS

The statement of net assets of the Fund as of July 29, 2002 has been audited by PricewaterhouseCoopers LLP,

as stated in its report which appears herein.  Its add ress is Banc o Bilbao  Vizcaya B ldg., Ninth  Floor, 254 Muñoz Rivera

Avenue, San Juan, Puerto Rico 00918.

PRIVACY POLICY

Attached as Appendix G is a copy of the Privacy Policy as to the information the Fund compiles and maintains

on its investors.

GENERAL INFORMATION

Reports to Shareholders

The fiscal year of the Fund ends on June 30th of each year.  An annu al report, co ntaining financial sta tements

audited by the Fund's independent auditors, will be sent to Shareholders each year.  After the end of each year,

Shareholders will receive P uerto Rico income  tax information regarding dividen ds and capital gains distributions.

Additional Information

Additional information regarding the Fund is on file with the OCFI.
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APPENDIX A

MORTGAG E-BACKED SECURITIES

General

Mortgage-backed securities were introduced in the 19 70s when the first pool of mortgage loans was converted

into a mortgage pass-through se curity.  Since the 1970s, the mortga ge-backed securities marke t in general has vastly

expanded an d a variety of structures have been d eveloped to me et investor needs.

New types of mortgage-backed securities are developed and marketed from time to time, and consistent with

its investment limitations, the Fund expects to invest in those new types of mortgage-backed securities that the Investment

Adviser believes may assist the Fund in achieving its investment objective.  The Fund may invest in 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

GNMA is a wholly-owne d corpo rate instrumentality  of the U.S. within the Department of Housing and Urban

Develo pment.   The National Housing Act of 1934, as amended (the "Housing Act"),  authorizes GNMA to guarantee the

timely payment of the principal of and interest on securities that are based on and backed by a pool of specified mortgage

loans.  To qualify such securities for a GNM A guarantee, the underlying mortgages must be insured by the Federal

Housing Administration under the Housing Act, or Title V of the Housing Act of 1949 ("FHA Loans"), or be guaranteed

by the Veterans' Administration under the Servicemen's Readjustment Act of 1944, as amended ("VA Loans"), or 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 amounts that may be required to be paid under any gu arantee.  In o rder to me et its

obligations under such guarantee, GNMA is authorized to borrow from the U.S . Treasury w ith no limitations as  to

amount.

GNMA pass-through mortgage-backed securities may represent a pro rata  interest in one o r more po ols 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 secured by manufactured

(mobile) homes; (v) mortgage loa ns on multifamily residential p roperties under construction; (vi) mortgage loans on

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 adjustm ents in payme nts based on periodic changes in interest rates or in other payment terms of

the mortgage loans; and (ix) m ortgage-backed serial no tes.

Federal National Mortgage Association Securities

FNMA is a federally chartered and privately owned corporation established under the Federal National

Association Charter Act.  FNM A was originally organized in 19 38 as a U.S. Government agency to add greater liquidity

to the mortgage market.  FNMA was transformed into a private sector corporation by legis la tion enacted in  1968.  FNMA

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 funds to 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 a pro rata  interest in one or 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 mo rtgage loans;

(ii) fixed rate growing equity mortgage loans; (iii) fixed rate grad uated paym ent mortgag e loans; (iv) var iable rate

mortgage loans; (v) other adjustable rate mortgage loans; and (vi) fixed rate mortgage loans secure d by multifam ily

projects.  FNMA  guarantees timely payment of principa l and interest on FNM A mortga ge-backed  securities.  However,
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the obligations of FNMA are not backed by the full faith and credit of the U .S.  Nevertheless, because  of the relationsh ip

between FNMA and  the U.S., it is widely believed that FNMA mortgage-backed securities present minimal credit risks.

Federal Home Loan M ortgage Corporation Securities

FHLMC is a corporate instrumentality of the U.S. established by the Emergency Home Finance Act of 1970,

as amended (the "FH LMC  Act").  FH LMC  was organiz ed prima rily for the purp ose of increa sing the availab ility of

mortgage credit  to  finance needed housing.  The operations of FHLMC currently consist primarily of the purchase of

first lien, conventio nal, residential mortgage loans and participation interests in such mortgage loans and the resale of

the mortgage loans so p urchased in the form of mo rtgage-backed securities.

The mortgage loans underlying the FHLMC mortgage-backed securities typically consist of fixed rate or

adjustable  rate mortgage loans with original terms to maturity  of between ten and 30 years, substantially all of which are

secured by first liens on one -to four-family residential properties or multifamily projects.  Each mortgage loan must meet

the applicable standards set forth in the FHLMC Act.  Mortgage loans underlying FHLMC mortgage-backed securities

may include whole loans, participation interests in whole loans and undivided interests in whole loans and participations

in another FHLM C mortgage-bac ked securities.

FHLMC guarantees: (i) th e timely paym ent of interest on  all FHLM C mortga ge-backed  securities; (ii) the

ultimate collection o f principal with re spect to som e FHLM C mortga ge-backed  securities; and ( iii) the timely payment

of principal with respect to other FHLMC mortgage-backed securities.  However, the obligations of FHLMC are not

backed by the full faith and credit of the U.S.

ARM  and Floating Rate Mortgage-Backed Securities

Because  the interest rates o n ARM  and Floa ting Rate mo rtgage-bac ked securitie s are reset in resp onse to

changes in a specified market index, the values of such securities te nd to be less  sensitive to  interest rate fluctuations than

the values of fixed-rate securities.  ARM mortgage-backed securities repr esent a right to re ceive interest p ayments at a

rate that is adjusted  to refl ect t he in tere st ea rned on  a po ol o f AR Ms .  AR Ms  gen era lly p rov ide  that  the b orr owe r's

mortgage interest rate may not be adjusted above a specified lifetime maximum rate or, in some cases, below a minimum

lifetime rate.  In addition, certain ARMs provide for limitations on the maximum amount by which the mortgage interest

rate may adjust for any single adjustment pe riod.  ARM s may also provide for limitations on changes in the maximum

amount by which the borrower's monthly payment may adjust for any single adjustm ent period .  In the event that a

monthly  payment is not sufficient to pay the interest accruing on the ARM, any such excess interest is added to the

mortgage loan ("negative amortization"), which is repaid through future monthly payments.  If the monthly payment

exceeds the sum of the interest accrued at the applicable mortgage interest rate and the principal payment that would have

been necessary to amortize the outstanding principal balance over the remaining term of the loan, the excess reduces the

principal balance of the ARM .  Borrow ers under A RMs e xperiencin g negative am ortization m ay take longe r to build up

their equity in the un derlying pro perty and m ay be mor e likely to default.

The rates of interest payable on certain AR Ms, and  therefore on  certain ARM mortgage-backed securities, are

based on indices, such as the  one-year co nstant maturity T reasury Rate , that reflect chang es in market inte rest rates.

Others are based on indices, such as the 11th District Federal Home Loan Bank Cost of Funds index, that tend to lag

behind changes in market interest rates.  The values of ARM mortgage-backed securities supported by ARMs that 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 less sensitive to interest

rate fluctuations than fixed-rate securities.

Floating Rate mortgage-backed securities are classes of mortgage-backed securities that have been structured

to represe nt the right to rece ive interest paym ents at rates that fluctu ate in accord ance with  an index but that generally

are supported by pools comprised of fixed-rate mortgage loans.  As with ARM mortgage-backed securities, interest ra te

adjustmen ts on Floating Rate mortgage-backed securities may be based on indices that lag 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 interest rate caps, but they generally are not subject to limitations on

monthly or other period ic changes in interest rates or monthly paymen ts.

Specified Mortgage-Backed Securities

The Fund may invest in Mortgage-Backed Securities constituting derivative instru ments such a s interest-only

obligations ("IOs"), principal-only ob ligations ("POs" ) (other than IOs and POs that are planned amortization class bonds

["PAC Bonds"]), or inverse floating rate obligations or other types of Puerto Rico mortgage-backed securities that may

be developed in the future and that are determined by the Investment Adviser to present types and levels of risk that are

compa rable to such IOs, POs and inverse floating rate obligations (collectively, "Specified Mortgage-Backed

Securities").  The Fund will invest in Specified Mortgage-Backed Securities only when the Investment Adviser believes

that such securities, when combined with the Fund's other investments, would enable the Fund to achieve its investment

objectives and po licies.

Stripped mortgage-backed securities ("SMBSs") are classes of mortgage-backed securities that receive different

proportions of the interest and principal distributions from the underlying pool of mortgage assets.  SMBSs may be issued

by agencies or instrumentalities of the U.S. Go vernment o r by private m ortgage lend ers.  A com mon type o f SMB S will

have one class that receives some of the interest and most of the principal from the mortgage assets, while the other class

will receive mo st of the interest and  the remaind er of the princ ipal.

An IO is an SMBS that is entitled to receive all or a portion of the interest, but none of the principal payments,

on the underlying  mortgage  assets; a PO  is an SMBS that is entitled to receive all or a portion of the principal payments,

but none of the interest payments, on the underlying mortgage assets.   The Inve stment Adv iser believes tha t investments

in POs may facilitate its ability to manage the price sensitivity of the Fund to interest rate changes.  Generally, the yields

to maturity on both IO and PO classes are extremely sensitive to the rate of principal paym ents (including prepayments)

on the underlying mortgage assets.  If the underlying mortgage assets of an IO 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 securities are rated in the highest rating category.  The Investment Adviser

believes that, since principal amortization on PAC Bonds is designed to occur at a predictable rate, IOs and POs that are

PAC B onds generally are not as sensitive to principa l prepayments as other IO s and POs.

Mortgage-backed securities that constitute inverse floating rate obligations are mortgage-backed securities on

which the intere st rates adjust o r vary inversely to  changes in m arket interest rate s.  Typically,  an inverse floating r ate

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 amoun t of interest payable is  adjusted d irectly in

accordance with market interest rates.  The inverse floating rate obligation receives the portion of the interest on the

underlying fixed-rate mortgages that is allocable to the two components and that remains after subtracting the amount

of interest payable on the variable rate component.  The market value of an inverse floating rate obligation will be more

volatile than that of a fixed-rate obligation and like most deb t obligations, w ill vary inversely with ch anges in  interest

rates.  Certain of suc h inverse floating  rate obligatio ns have co upon rates  that adjust to ch anges in  market interest rates

to a greater degree than the ch ange in the ma rket rate and  accordin gly have investm ent characte ristics similar to

investment leverage.  As  a result, the market value of such inverse floating rate obligations are subject to greater risk of

fluctuation than other mortgage-backed securities, and such fluctuations could adversely affect 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 a ssurance ca n be given tha t it will achieve this result.



APPENDIX B

TYPES OF MUNICIPAL OBLIGATIONS

The Fund may invest in the following types of Municipal Obligations, subjec t to their availab ility in Puerto

Rico, and in other types of Municipal Obligations as become available on the Puerto Rico market from time to time.  Not

all of the described Municipal Obligations are presently available in Puerto Rico.

Municipal Bonds, Industrial Development Bonds and Private Activity Bonds

Municipal bonds are debt obligations issued to obtain funds for various public purposes.  The two principal

classifications of municipal bonds are "general obligation" and "revenue" bonds.  General obligation bonds are secured

by the i ssue r'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 ex cise tax or from  another sp ecific source, such  as the user of the  facility being finance d.  Certain

municipal bonds are "moral obligation" issues, which normally are issued by special purpose public authorities.  In the

case of such issues, an  express or  implied "m oral obliga tion" of a  related gov ernment un it is pledged to the payment of

the debt service but is usually subject to annual b udget approp riations.

The Fund may invest in industrial development bonds ("IDBs") and private activity bonds ("PABs"), which are

municipal bonds issue d by or on  behalf of pu blic authoritie s 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 the issuer.  T he credit qu ality of IDB s and PA Bs is usually dire ctly related to the credit standing

of the user of the facilities being financed.

As generally described in this Prospectus, the Fund m ay not presently concentrate its investments, e.g., invest

a relatively high percentage of its assets in 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 systems or industrial

companies.   That limitation may in the future be changed by the Board of Directors.  Any future determination to allow

concentration of th e Fu nd's  investments m ay make the F und mor e susceptible  to similar economic, political, or regulatory

occurrences.   As the similarity in issuers increases, the potential for fluctuation of the net asset value of Shares of the

Fund also increases. Also, it is anticipated that a significant percentage of the Municipal Obligations (e.g., revenue

bonds)  in the Fu nd's  portfolio may be issued by entities or secured by facilities with a relatively short operating history.

Therefore, investors should also be aware of the risks which these investments might entail, as discussed below.

Health Care  Revenu e Bond s.  These  securities includ e Munic ipal Obliga tions (i.e., revenu e bonds)  issued to

finance hospitals, nursing homes and continuing care facilities and which are generally secured by the revenues of

particular facilities.  The ability of the issuers of such securities to meet their obligations is dependent upon, among other

things, the revenues, costs and occupancy levels of the subject 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.  Chan ges in such pr ograms o r in the rates paid  by insurers

may reduce revenues available for the payment of principal of or interest on such bonds.  New governmental legislation

or regulations an d other facto rs, such as the ina bility to obtain  sufficient malpractice insurance, may also adversely affect

the revenues or costs of the se issuers.  M oreover , in the case of life  care facilities, since a portion of the services provided

may be finan ced by an in itial lump-sum d eposit paid  by occupants of the facility, there may be risk if the facility does

not maintain adequate financial reso urces to secure estimated actuarial liabilities.

A number o f legislative prop osals conc erning health c are have b een introdu ced in U.S. Co ngress in recent years

or have been  reported  to be unde r considera tion.  These proposals include o r may lead to a wide range  of topics,

including cost controls, national health insurance, incentives for compe tition in the provision of health care services,  tax

incentives and penalties related to health care insurance premiums and promotion of prepaid health care plans.  The Fund

is unable to predict the effect of any of these proposals, if enacted.
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Single  Family Housing Bonds and Multifam ily Housin g Bon ds.  Single family  housing bo nds and m ultifamily

housing bonds are obligations of state and local housing authorities that ha ve been issu ed in connectio n with a variety

of single and multifamily housing projects.  Economic developments, including fluctuations in interest rates, increasing

construction and operating costs, increasing 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 housing authorities.  M ultifamily housing

bonds may be subject to mandatory redemption prior to maturity, including redemption upon a non-completion of the

project or upon rec eipt of Fed eral Hou sing Admin istration or cer tain other insura nce proc eeds.  Housing bond s may also

be subject to ch anges in cred itworthiness du e to potentia l weaknesses of mortgage insurance companies providing various

policies; fluctuations in the valuation of invested funds and the strengths of banks and other entities which may provide

investment agreements; and sm aller than expected mo rtgage portfolios due to the inability to originate mo rtgages.

Public  Power  Revenu e Bond s.  Risks that may arise with respect to the electric utility industry inc lude difficulty

in financing large c onstruction p rograms d uring an inflationa ry period; re strictions on o perations and increased costs

attributable  to environmental considerations; t he difficulty of the capital markets in absorbing utility securities; the

availability of fuel for electric generation at reasonable p rices, including among other considerations the potential rise

in fuel costs and the costs associated with conversion to alternate fuel sources; technical cost  factors and other problems

associated  with construction, licensing, regulation and operation of nuclear facilities for electric generation, including

among other considerations the problems associated with the use of radioactive materials and the disposal of radioactive

waste; and the effects of energy conservation.  Certain of the issuers of these bonds may own or operate nuclear

generating facilities.  Federal, state, and municipal governmental authorities may from  time to time review and revise

existing requirements and impose additional requirements on such facilities.  Problems of the type referred to above

could adversely affect the ability of the issuer of public power revenue bonds to make payments of principal and/or

interest on such bonds.  Certain municipal utilities or agencies may have entered in to contractu al arrangem ents with

investor-owned utilities and large industrial users and consequently may be dependent in varying degrees on the

performance of such contracts for payment of bond debt service.  Also, the enforceability against municipalities of

"take-and -pay" and "take-or-pay" contracts which secure bonds issued by other municipal issuers has been su ccessfully

challenged in recent years.

Transportation Revenu e Bond s.  Bonds in this category include bonds issued for airport facilities, bridges,

turnpikes, port facilities, railro ad systems, o r mass transit  systems.  Gen erally, airport fac ility revenue b onds are p ayable

from and secured by the revenues d erived from  the ownersh ip and op eration of a p articular airpo rt.  Payment on other

transportation bonds is often depen dent primarily or solely on revenue s from financed facilities, including user fees,

charges, tolls and rents.  Such revenues may be adversely affected by increased construction and maintenance costs or

taxes, decrease d use, com petition from  alternative facilities, sca rcity of fuel, reduction or loss of rents, or the impact of

environmental considerations.  Other transportation bonds may be dependent primarily or solely on Federal, state or local

assistance including motor fuel and motor vehicle taxes, fees and licenses and therefore, may be subject to fluctuations

in such assistance.

Water and Se wage R evenue  Bond s.  Bond s in this category inc lude securitie s issued to finance public water

supply treatment and distribution facilities, and sewage collection, treatment and disposal facilities.  Repayment of these

bonds is dependent primarily on revenues derived from the billing of customers for water and sewer services, as well as,

in some instances, connection fees and hook-up charges.  Such revenue bonds may be adversely affected by the lack of

availability of Federal and state grants and b y decisions of Federal and  state regulatory bodies and co urts.

Solid  Waste an d Resou rce Reco very Rev enue B onds.  Bonds in this category include securities issued to finance

facilities for removal and disposal of solid waste.  Repayment of these bonds is dependent on factors which may include

revenues from appropriations from a governm ental entity, the financia l condition o f the private  project corporation and

revenues derived from the collection of charges for disposal of solid waste.  In addition, construction and operation of

such facilities may be su bject to  cost overruns.  Repayment of resource recovery bonds may also be dependent to various

degrees on revenues from the sale of electric energy or steam.  Bonds in this category may be subject to mandatory

redemption in the event of project non-completion, if the project is ren dered un econom ical, if the project fails to meet

certain performance criteria, or if it is considered an environmental hazard.
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Pollution Control Fac ility Revenue Bo nds.  Bonds in the pollution control facilities category include securities

issued on behalf of private corporations, including utilities, to provide fa cilities for the treatm ent of air, water a nd solid

waste pollution.  Repayment of these bonds is dependent upon income from and/or the financial condition of the project

corporation.  In addition, governmental entities may from time to time impose additional restrictions or regulations which

could ad versely affect the c ost or ope ration of the fac ility.

Educational Facility Re venue B onds.  Educational facility revenue bonds include debt of state and priv ate

colleges, universities and systems, and parental and student loan obligations.  The ability of universities a nd college s to

meet their obligations is dependent on various factors, including the revenues, costs and enrollment levels of the

institutions.  In addition, the ir ability may be affec ted by dec lines in Feder al, state, and alum ni financial supp ort,

fluctuations in interest rates and construction costs, increased maintenance and energy costs, failure or inability to raise

tuition or room charges an d adverse results of endo wment fund investments.

Tax Increme nt Bond s.  Tax increment bonds are issued to finance various public improvements and

redevelopment projects in blighted areas.  Interest on such bonds is payable from increases in real property taxes

attributable  to increases in a ssessed value  resulting from the  redevelo pment of the  blighted pro ject area.  Repayment risks

include, among o ther things, a red uction in taxab le value in the project areas, reduction in tax rates, delinquencies in tax

payments or a general sho rtfall in forecasted tax revenues.

Commercial Facility Revenu e Bond s.  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

econom ic factors affecting those industries and affecting those geographic areas in which such facilities are situated, as

well as the ability of the individual management of those facilities to maximize earnings and to remain co mpetitive within

its service area.

Municipal Lease Obligations

Municipal lease obligations are Municipal Obligations that may take the form of leases, installment purchase

contracts  or conditional sales contracts, or certificates of participation with respect to such contracts or leases.  Municipal

lease obligations are issued by state and local governments and authorities to purchase land or various types 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,

approp riate and make  the paymen ts due under the lease obligation.  The leases und erlying certain Municipal Ob ligations,

however, provide th at lease paym ents are subj ect to partial o r full abateme nt if, because o f material damage or

destruction of the leased property, there is substantial interference with the lessee's use or occup ancy of such p roperty.

This "abatement risk" may be reduced by the existence of insurance covering the leased property, the maintenance by

the lessee of res erve funds o r the provisio n of credit enh ancemen ts such as letters of c redit.

The liquidity of munic ipal lease ob ligations varies.  C ertain municip al lease obliga tions contain

"non-appropriation" clauses which provide that the municipality has no obligation to make lease or installment purchase

payments in future years unle ss money is ap propriate d for such p urpose o n a yearly basis.  S ome mun icipal lease

obligations of this type are insured as to timely payment of principal and interest, even in the event of a failure by the

municipality  to appropriate sufficient funds to make payments under the lease.  However, in the case of an uninsured

municipal lease obliga tion, the Fund 's ability to recover  under the lea se in the event o f non-appr opriation o r 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 th e event of fore closure mig ht prove d ifficult.  The Fun d does no t intend to invest a

significant portion of its as sets in such uninsured "non-ap propriation" mun icipal lease obligations.  There is no limitation

on the Fund's ability to invest in other municipal lease ob ligations.

Zero Coupon Obligations

The Fund may invest in zero coupon Municipal Obligations.  Such obligations include "pure zero" obligations,

which pay no interest for their entire life (either b ecause they b ear no stated  rate of interest or  because the ir 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 oblig ations also include derivative instruments representing the

principal-only components of Municipal Obligations from which the interest components have been stripp ed and so ld

separately  by the holders of the underlying Municipal Obligations.  Zero coupon securities usually trade at a deep

discount from their face or par value and will be subject to greater fluctua tions in marke t value in respo nse to changing

interest rates than  obligations o f compar able maturitie s that make cu rrent distributio ns of interest.  

Floating and Variable Rate Obligations

The Fund may also  purchase flo ating and va riable rate m unicipal note s and bon ds, which freq uently permit  the

holder to demand payment of principal at any time, or at sp ecified interva ls, and perm it the issuer to pre pay princip al,

plus accrued interest, at its discretion after a specified notice period.  The issuer's obligations under the demand feature

of such notes and bonds generally are secured by bank letters of credit or other credit support arrangements.  There

frequently  will be no secondary market for variable and floating rate obligations held by the Fund, although the Fund

may be able to obtain payment of principal at face value by exercising the demand feature of the obligation.

Participation 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 munic ipal bond  owned b y a

bank.  The Fund has the right to sell the instrument back to the bank.  Such right is generally backed by the bank's

irrevocable letter of credit or guarantee and permits the Fund to draw on the letter of credit on demand, after specified

notice, for all or any part of the principal am ount of the Fu nd's participatio n interest plus ac crued intere st.  Generally,

the Fund intends to exercise the demand under the letters of credit or other guarantees only upon a default under the terms

of the underlying bond, or to maintain compliance with the investment objectives and policies of the Fund.  T he ability

of a bank to fulfill its obligations under a letter of credit or guarantee might be affected by possible financial difficulties

of its borrowers, adverse interest rate or eco nomic conditions,  regulatory limitations or other factors.  The Administrator

will be respo nsible for the F und being  provided  the services o f monitoring the  pricing, qua lity and liquidity of the

participation interests held by the Fund, and the credit standing of banks issuing letters of credit or guarantees supporting

such participation  interests on the basis of published financial information reports of rating services and bank analytical

services.

Put Bonds

Put bonds are municipal bonds which give the holder an unconditional right to sell the bond back to the issuer

or a remarketing agent at a specified price and exercise date, which is typically well in advance of the b ond 's maturity

date.  If the put is a "one time only" put, the Fund ord inarily 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, the bond will be held as long as, in the opinion of the

Investment Adviser, it is in the b est interests of the F und to do  so.  The o bligation to  purchase the bond on the exercise

date of the put may be supported by a letter of credit or other credit support agreement from a bank, insurance company

or other financial institution, the credit standing of w hich affects the credit standing of the obligation.  There is no

assurance that an issuer or remarketing agent for a put bond will be able to r epurchas e the bond  on the put ex ercise date

if the Fund cho oses to exe rcise its right to put the  bond b ack to the issue r or remark eting agent.

Tender Option Bonds

Tender option bonds are long-term municipal securities sold by a bank subject to a "tender option" that gives

the purchaser the right to tender them to the bank at par plus accrued interest at designated times (the "tender option").

The tender option may be exercisable at intervals ranging from bi-weekly to semi-annually, and the interest rate on the

bonds is typically reset at the en d of the app licable interva l in order to  cause the bonds to have a market value that

approximates their par value.  The tender option gen erally 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 o f both the bank involved an d the issuer of the underlying securities.
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FORM OF  REPRESENTATION LETTER

[Date]

TO: [Underwriter or Dealer]

Puerto Rico AAA Portfolio Target Maturity Fund, Inc.

San Juan, Puerto Rico

RE: PUE RTO  RICO  AAA  POR TFO LIO T ARG ET M ATU RITY  FUN D, 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 rep resents to you  that:

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

thereof.

2. At the time the Shares were offered to the Purchaser, and as of the date of this letter , the Purcha ser is

a resident of P uerto Rico , in that the Purch aser (i) is an indiv idual whose  principal res idence is in

Puerto  Rico or (ii) is a corporation, partnership, trust or other form of business organization which has

its principal office and principal place of business within Puerto Rico, and has not been organized for

the purpose of acq uiring the Shares.

3. In compliance with all applicable Federal, state and Puerto Rico securities laws, the Purchaser

understands (i) that the Shares have not been registered under the Securities Act of 1933, as amended,

and the Fund has not been registered under the U.S. Investment Company Act of 1940, as amended,

and that neither the Fund nor the Seller, nor any of their affiliates, is 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, on ly to an individu al or an entity that executes a letter that contains the same

representations as to residency as are set forth in this letter; (iii) that the Transfer Agency Agreement

provides that the Transfer Agent for the Fund, may not register the transfer of ownership of any Shares

unless 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 de aler must

be under  a contractua l obligation to  the Fund to  obtain such a letter and indemnify the Fund against

the consequences of a failure to do so; and (iv) that the terms of the Shares provide that any purported

transfer to anyone other than a resident of Puerto Rico will be null and void.

4. If a business organization, the Purchaser is not an emp loyee bene fit plan subject to Section 406 of the

Employee Retirement Income Security Act of 1974, as amended, or to Section 4975 of the Internal

Revenue Code of 1986 , as amended (or comparable provisions of any subsequent enactments), or a

trustee of any such plan.

5. 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 da ys of ceasing to b e a resident o f Puerto R ico, (ii) liquidate

its investment in the F und when s uch liquidatio n becom es econo mically feasible, a nd (iii) agree not

to invest in additional Shares.

6. The Purchaser acknowledges having received and read a copy of the Prospectus and Prospectus

Supplements,  if any, relating to the offering of the Shares by the Fund.  The Purchaser further

acknowledges that (i) an investment in the Shares may not be suitable to all investors as they are

designed primarily for long-term investors, (ii) investors in the Shares should not view the Fund as a
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vehicle  for trading pu rposes, and  (iii) an investmen t in the Fund is not equivalent to  an investmen t in

the underlying securities of the Fund.

7. The Purchaser hereby acknowledges that the Fund may issue debt securities and/or preferred stock or

otherwise engage in activities that may constitute leverage .  In that regard, th e Purcha ser fully

understands the r isks  to th e Fu nd a nd the P urchaser's  investment in the Fund resulting from leverage

including, but not limited to, the risks described in the Prospectus of the Fund under "Special Leverage

Conside rations" and  "Appe ndix F —  Hedging  and Relate d Incom e Strategies."

Very truly yours,

By:

Name:

Title (if applicable):

Company (if applicable):
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RATINGS OF MUNICIPAL OBLIGATIONS AND  DEBT SECURITIES

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

The purpose of Moody's ratings is to provide investors with a simple system of gradation by which the relative

investment qualities of bonds may be noted.  There are nine basic rating categories for long-term obligations,  ranging

from Aaa (highest quality) to C (lowest quality).  Moody's applies numerical modifiers 1, 2 and 3 in each generic rating

classification from Aa to Caa.  The modifier 1 indicates that the obligation ranks in the higher end of its generic rating

category;  the modif ier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of the

generic rating  category.

Mo ody 's ratings are opinions, not recommendations to 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 evaluation

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 carry the smallest degree of

investment risk and are generally referred to as "gilt edge."  Interest payments are protected by a large or by an

exception ally stable margin and principal is secure.  While the various protective elements are likely to change, such

changes as can be visualized  are most unlikely to impair the Funda mentally strong position of such issues.

Aa — B onds which  are rated " Aa" are j udged to  be of high q uality 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 beca use

margins of protection may not be as large as in "Aaa" securities or fluctuation of protective elements may be of greater

amplitude or there may be other elements present which make the long-term risks appear somewhat larger than in "Aaa"

rated securities.

A — Bonds which are rated "A" possess many favorable investment attributes and are to be considered as upper

medium grade ob ligations.  Factors giving security to principal and interest are considered adequate, but elements may

be present which suggest a susceptibility to impairment sometime in the future.

Baa — Bond s which are rated "Baa" are considered medium grade obligations (i.e ., they are neither h ighly

protective nor poorly secured ).  Interest payments a nd princip al security app ear adeq uate for the pr esent, but certa in

protective elements may be lacking or may be characteristically unreliable over any great length of time.  Such bonds

lack outstand ing investmen t characteristics a nd in fact have  speculative c haracteristics as  well.

Ba — Bonds which are rated "Ba" are judged to have speculative elements; their future cannot be considered

as well assured.  Often the protection of interest and principal payments may be very mo derate and  thereby not w ell

safeguarded during both good and bad times over the future.  Uncertainty of position chara cterizes bonds in this class.

B — B onds which  are rated " B" gene rally lack characteristics of the desirable investment.  Assurance o f interest

and princip al payments o r of maintena nce of other  terms of the co ntract over a ny long perio d of time ma y be small.

Caa — Bonds which are rated "Caa" are of poor standing.  Such issues may be in default or there may be present

elements of d anger with resp ect to princip al or interest.

Ca — Bonds which are rated "Ca" represent obligations which are speculative in a high degree.  Such issues

are often in default or have other m arked shortcomings.

C — Bonds which are rated "C" are the lowest rated class of bonds and issues so rated can be regarded as

having extremely poor prospects of ever attaining any real investment standing.
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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.(...)  — Bond s for which the security depends upon the completion of some act or the fulfillment of some

condition are rated conditionally.  These are bonds secured by (a) earnings of projects under construction, (b) earnings

of projects unseasoned in operation experience, (c) rentals which begin when facilities are complete d, or (d) p ayments

to which some othe r limiting cond ition attaches.  P arenthetical ra ting denotes  probab le credit  stature upon completion

of construction or elimination of basis of condition.

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

Mo ody 's short-term issuer ratings are op inions of the ab ility of issuers to honor senior financial obligations and

contracts.  Such obligations generally have an original maturity not exceeding one (1) year.  Moody's employs the

following three designa tions, all judged to be investment grade, to indicate the re lative 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 ob ligations.  Prim e-1 repaym ent 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 mo derate relian ce on deb t and amp le asset protection; broad margins in earnings coverage

of fixed financial charges and high internal cash generation; well-established access to a range of financial markets and

assured so urces of altern ate liquidity.

Prime-2.  Issuers (or sup porting institutio ns) rated Prime-2 have a strong ability for repayment of senior

short-term debt ob ligations.  This w ill normally be evidenced by many of the characteristics cited above, but to a lesser

degree.  Earnings trends and coverage ratios, while sound, may be more subject to variation.  Capitalization

characteristics, while still approp riate, may be m ore affected  by external co nditions.  Am ple alternate liq uidity 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 maintained.

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

If an issuer repr esents to M oody's that its shor t-term debt o bligations are  supporte d by the credit of another

entity or entities, then the name or names of such supporting entity or entities are listed within the parenthesis b eneath

the name of the issuer, or there is a footnote referring the reader to another page for the name or names of the supporting

entity or entities.  In assign ing ratings to suc h issuers, M oody's evalua tes the financial strength of the affiliated

corporations,  commercial banks, insurance companies, foreign governments, or other entities, but only as one factor in

the total rating assessment.  Moody's makes no representation and gives no  opinion o n the legal validity o r enforceab ility

of any supp ort arrange ments. 

Description of Moody's Investors Service Short-Term Notes and Variable R ate Dema nd Obliga tions (VRD Os)

Ratings

In municipal debt issuance, there are three rating categories for short-term obligations that are considered

investment grade.  These ratings are designated as Moo dy's Investment G rade (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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In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned.  The first element

represents  Moo dy's evaluation o f the degree o f risk associated  with schedule d principa l and interest pa yments.  The

second element represents Moody's evaluation of the degree of risk associated with the demand feature, using the MIG

rating scale.  The short-term rating assigned to the demand feature of VRDOs is designated as VMIG.  When either the

long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG  1.  MIG

ratings expire at note maturity.  By contrast, VMIG rating expirations will be a function of each issue's specific structural

or credit features.

MIG1/VMIG1.  This designation denotes superior credit quality.  Excellent protection is afforded by established

cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

MIG2/VMIG2.  This designation denotes strong credit  quality.  Margins of protection are ample, although not

so large as in the preceding group.

MIG3/VMIG3.  This design ation deno tes accepta ble credit quality.  Liquidity and cash flow protection may

be narrow and market access for refinancing is likely to be less well established.

SG.  This design ation deno tes speculative -grade cred it quality.  Debt instr uments in this category may lack

sufficient margins of protection.

Description of Issue Credit Ra ting Definitions of S tandard &  Poor's,  a Division of the  McG raw-H ill Companies,

Inc.

An S&P issue credit rating is a current opinion of the creditwo rthiness of an o bligor with resp ect to a spec ific

financial obligation, a sp ecific class of financial obligations, or a specific financial program (including ratings on medium

term note programs and commercial paper programs).  It takes into consideration the cred itworthiness 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

sources it considers reliable.  S&P does not perform an audit in connection with any credit rating and may, on occasion,

rely on unaudited financial information.  Credit ratings m ay be chang ed, suspen ded, or with drawn as a r esult of changes

in, or unavailability of, such information, or based o n other circumstances.

Issue credit ratings can be either long-term or short-term.  Short-term ratings are genera lly assigned to those

obligations considere d short-term in  the relevant m arket.  In the U .S., for example, that means obligations with an

original maturity of no more than 365 days - including com mercial paper.  Short-term ra tings are also used to indic ate

the creditworthiness of an obligor with respect to put features on long-term obligations.  The result is a dual rating, in

which the short-term rating addre sses the put featu re, 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:

I. Likelihood of payment capacity and willingness of the obligor to meet its financial commitment on

an obligation in accordance with the terms of the obligation;

II. Nature of and provisions of the obligations; and
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III. Protection afforded b y, and relative p osition of, the o bligation in the e vent of bankruptcy,

reorganization, or other arrangement under the laws of bankruptcy and other laws affecting creditors'

rights.

The issue rating definitio ns are expr essed in term s of default risk.  As such, they p ertain to senior obligations

of an entity.  Junior ob ligations are typica lly rated lower th an senior o bligations, to re flect the lower p riority in

bankrup tcy, as noted ab ove.  (Such  differentiation ap plies when an  entity has both  senior and subordinated  obligations,

secured and unsecured obligations, or operating company and holding compa ny obligations.)  Accordingly, in the case

of junior de bt, the rating ma y not confor m exactly with the  category de finition. 

AAA — An obligor rated "AAA" has extremely strong capacity to meet its financial commitments.  "AAA"

is the highest Issuer Credit Rating assigned by S&P.

AA — An  obligor rate d "AA " has very stro ng capac ity to meet its financial commitments.  It differs from 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 chan ges in circumstances and economic conditions than obligors in higher-rated

categories.

BBB — An obligor rated "BBB" has adequate cap acity to meet its financial commitments.  Howe ver, adverse

econom ic conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet

its financial commitments.

BB, B, CCC, CC, C —  Obligors rated "BB," "B," "C CC," and "CC" are regarded  as having significant

speculative characteristics.  "BB" indicates the least degree of speculation and "CC" the highest.  While such obligors

will likely have some quality and protective characteristics, these may be outweighed by large uncertainties or major

exposures to adve rse conditions.

BB — An obligor rated "BB" is less vulnerable in the near term than othe r lower-rated  obligors.  H owever, it

faces major ongoing uncertainties and exposure to adverse business, financial, or economic conditions which could lead

to the obligor's inadequate capacity to meet its financial commitments.  An obligor rated "B" is MORE VULNERABLE

than the obligors rated "BB," but  the obligor currently has the capacity to me et its financial commitments.  Adverse

business, financial, or eco nomic co nditions will likely imp air the obligo r's capacity or willing ness to meet its financial

commitm ents. 

B — An obligation rated "B" is more vulnerable to nonpayment than obligations rated "BB," but the obligor

currently has the capacity to meet its financial commitment on the obligation .  Adverse b usiness, financial, o r econom ic

conditions  will likely impair the o bligor's capa city or willingness to  meet its financial co mmitment o n the obligatio n. 

CCC — An obligor rated "CCC " is currently vulnerable and is dependent upon favo rable business, financ ial,

and econom ic conditions to meet its financial commitme nts.

CC — An obligor rated "CC" is currently highly vulnerable.  Plus (+) or minus (-) Th e ratings from " AA" to

"CCC" may be mo dified by the ad dition of a plu s or minus sig n to show rela tive standing within the major rating

categories.

C — A subordina ted debt o r preferred  stock obliga tion rated "C " is currently high ly vulnerable  to nonpa yment.

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 obliga tion are being continued.  A "C" also will be assigned to a preferred stock issue in arrears on

dividend s or sinking fund  payments, b ut that is currently pa ying. 
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R — An obligor rated "R" is under regulatory supervision owing to its financial condition.  During the pendency

of the regulatory supervision the regulators may have the power to favor one class of obligations over others or pay some

obligations and not oth ers.  Please se e S&P 's issue credit ratings, fo r a more detailed description of the effects of

regulatory supervision on spec ific issues or classes of obligations.

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

obligations (rated or unrated) when it came due.  A "D" rating is assigned when S& P believe s that the default will  be a

general default and that the obligor will fail to pay all or substantially all of its obligations as they come due.  An "SD"

rating is assigned when S&P believes that the obligor has selectively defaulted on a specific issue or class of obligations

but it will continue to m eet its paymen t obligations o n other issues o r classes of ob ligations in a timely  manner.  Please

see S&P's issue credit ratings, for a more detailed description of the effects of a default on specific issues or classes of

obligations.

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

Public  Information Ratings — Ratings with a "pi" subscript are based on an analysis of an issuer's published

financial informatio n, as well as additiona l information in th e public do main.  The y do not, ho wever, reflect in-d epth

meetings with an issuer's management and are therefo re based on less  comprehensive information than ratings without

a "pi" subscript.  Ratings with a "pi" subscript are  rev iewe d an nua lly b ased on  a ne w yea r's financial statements, but may

be reviewe d on an inter im basis if a maj or event oc curs that may a ffect the issuer's cred it quality.

Outlooks are not provided fo r ratings with a "pi" subscript, nor are they subject to potential CreditWatch

listings.  Ratings with a "pi" subscript generally are not modified with "+" or "-" designations.  However, such

designations may be assigned when the issuer's credit rating is constrained  by sovereig n risk or the cre dit quality of a

parent co mpany 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 in the

highest category by S&P.  Within this category, certain obligors are designated with a plus sign (+).  This indicates that

the obligor's capacity to meet its financial commitments is EXTREMELY STRONG.

A-2 — An obligor rated "A-2" has SATISFACT ORY capacity to meet its financial commitments.  However,

it is somewha t more susce ptible to  the adverse effects of changes in circumstances and economic conditions than obligors

in the highest rating  category.

A-3 — An obligor rated "A-3" has ADEQ UATE  capacity to meet its financial obligations.  Howe ver, adverse

economic conditions or changing circumstanc es 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 obligations rated "BB," but the obligor

currently has the capacity to meet its financial commitment on the obligation .  Adverse b usiness, financial, o r econom ic

conditions  will likely impair the o bligor's capa city or willingness to  meet its financial co mmitment o n the obligatio n. 

C — A subordinated debt or preferred stock obligation ra ted "C"  is currently highly vuln erable to no npaymen t.

The "C" rating may be used to cover a situation where a bankruptcy petition has been filed or similar action taken, but

payments  on this obligation are being continued.  A "C" also will be assigned to a preferred stock issue in arrears on

dividends or sinking fund payments, but that is currently paying.
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R — An obligor rated "R" is under regulatory supervision owing to its financial condition.  During the pendency

of the regulatory supervision the regulators may have the power to favor one class of obligations over others or pay some

obligations and not oth ers.  Please se e S&P 's issue credit ratings, fo r a more detailed description of the effects of

regulatory supervision on spec ific issues or classes of obligations.

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

obligations (rated or unrated) when it came due.  A "D" rating is assigned when S& P believe s that the default will  be a

general default and that the obligor will fail to pay all or substantially all of its obligations as they come due.  An "SD"

rating is assigned when S&P believes that the obligor has selectively defaulted on a specific issue or class of obligations

but it will continue to m eet its paymen t obligations o n other issues o r classes of ob ligations in a timely  manner.  Please

see S&P's issue credit ratings, for a more detailed description of the effects of a default on specific issues or classes of

obligations.

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

Description of Fitch, Inc.'s Credit Ratings

Fitch credit ratings are an opinion on the ability of an entity or of a securities issue to meet financial

commitments, such as interest, preferred  dividends, or repaym ent of principal, on a timely 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.  Thu s, 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 probab ility

of default,  while those in the "speculative" or "non-investment grade" categories (international long-term "BB" — "D";

short-term "B" —  "D") e ither signal a highe r probab ility of default or that a d efault has alread y occurred .  Ratings imply

no specific p rediction o f default prob ability. 

Entities or 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 o ther ratings are n ot recom mendatio ns to buy, sell, or h old any secu rity.  Ratings do not

comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt

nature or taxability of an y payments  of any security.  The ratings are based on information obtained from issuers, other

obligors, Underwriters, their experts,  and other sources Fitch 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

managem ent, and operating performance of the issuer and of any guarantor, any special features of a specific issue or

guarantee, the issue's relationship  to other obligations of the issuer, as well as developments in the economic and political

environm ent that might affec t the issuer's financial stren gth and cred it quality.

Investment-grade ratings reflect expectations of timeliness of payment.  However, ratings of different classes

of obligations of the same issuer may vary based on  expectatio ns of recove ries in the event of a default or liquidation.

Recovery expectations, which are the amounts expected to be received by investors after a security defaults, are a

relatively minor consideration in investme nt-grade ratings, but Fitch does "notching"  of particular issu es to reflect their

degree of preference in a winding up, liquidation, or reorganization as well as other factors.  Recoveries do, however,

gain in importance at lower rating levels, because of the greater likelihood of default, and become the major

consideration at the "DDD" category.  Factors that affect recovery expectations include collateral and seniority relative

to other obligations in the capital structure.
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Variable  rate demand obligations and other securities which contain a demand feature will have a dual rating,

such as "AAA/F1+ ."  The first rating denotes long-term ab ility to make principal and interest payments.  T he second

rating denotes ability to meet a demand feature in full and on time.

The follo wing ratings sca le applies to fo reign curren cy and loca l currency rating s. 

International Long-Term Credit Ratings

Investment Grade 

AAA — H ighest credit q uality.  "AAA " ratings den ote the lowe st expectatio n of credit  risk.  They are assigned

only in case of exceptionally strong capacity for timely payment of financial com mitments.  T his capacity is high ly

unlikely to be a dversely affecte d by foresee able events. 

AA — Very high credit quality.  "AA" ratings denote a very low expectation of credit risk.  They indicate very

strong capacity for tim ely payment o f financial com mitments.  T his capacity is no t significantly vulnerab le to foreseeab le

events. 

A — High credit quality.  "A" ratings denote a low 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

circumstanc es or in eco nomic co nditions than is the  case for highe r ratings. 

BBB — Goo d credit quality.  "BBB" ratings indicate that there is currently a low expectation of credit r isk.

The capacity for tim ely payment o f financial com mitments is co nsidered a dequate, b ut adverse c hanges in  circumstances

and in eco nomic co nditions are m ore likely to imp air this capacity.  T his is the lowest inve stment-grade  category. 

Speculative Grade 

BB — Spec ulative.  "BB" ratings indicate that there is a possibility of credit risk developing, particularly as

the result of adverse econom ic change over time; howe ver, business or financial alternatives may be available to allow

financial com mitments to b e met.  Secu rities rated in this cate gory are no t investment gra de. 

B — Highly spec ulative.  "B" ratings indicate that significant credit risk is present, but a  limited margin  of safety

remains.  Financial co mmitments  are currently b eing met; how ever, capa city for continue d paymen t is contingent upon

a sustained, fav orable bu siness and ec onomic e nvironme nt. 

CCC, CC, C —  High default risk.  Default is a real possib ility.  Capacity for m eeting financial c ommitme nts

is solely reliant upon sustained, favorable business or economic developments.  A "CC" rating indicates that default of

some kind  appears p robable .  "C" ratings  signal imminen t default. 

DDD, DD, D — Default.  The ratings of obligations in this category are based on their prosp ects 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

have the highest po tential for reco very, around 90% - 100% of outstanding amounts and accrued interest.  "DD" indicates

potential recoveries in the range of 50% - 90% and "D" the lowest recovery potential,  i.e .,  below 50%.

Entities rated in this category have defaulted on some or all of their obligations.  Entities rated "DDD"  have the

highest prospect for resumption of performance or continued operation with or without a formal reorganization process.

Entities rated "DD" and "D" are generally undergoing a formal reorganization or liquidation process; those rated "DD"

are likely to satisfy a higher p ortion of their  outstanding obligations, while entities rated "D" have a poor prospect of

repaying all o bligations. 
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International Short-Term Credit Ratings

F1 — H ighest credit q uality.  Indicates the stro ngest capa city for timely payment of financial commitments; may

have an ad ded "+ " to deno te any excep tionally strong cr edit feature. 

F2 — Good  credit quality.  A satisfactory capacity for timely payment of financial commitm ents, but the ma rgin

of safety is not as gre at as in the case o f the higher ratings . 

F3 — Fair credit quality.  The capacity for timely payment of financial commitments is adequate; however, near-

term adve rse change s could resu lt in a reduction  to non-investm ent grade. 

B — Speculative.  Minimal capacity for timely payment of financial commitments, plus vulnerability to near-

term adve rse change s in financial and  econom ic condition s. 

C — High defa ult risk.  Default is a rea l possibility.  Cap acity for meeting  financial com mitments is sole ly

reliant upon  a sustained, favo rable busine ss and eco nomic env ironment. 

D —  Default.  De notes actual o r imminent p ayment defa ult. 

Notes to L ong-term an d Short-term  ratings: 

"+" or "-" may be appended to a rating to denote relative status within major rating categories.  Such suffixes

are not added to the "AAA" long-term rating category, to categories below "CCC," or to Short-term ratings other than

"F1." 

NR —  Indicates that F itch does no t rate the issuer or  issue in question . 

Withdrawn —  A ra ting is withdrawn when Fitch deems the amount o f information a vailable to b e inadequ ate

for rating purp oses, or whe n an obligatio n matures, is ca lled, or refinan ced. 

Rating Watch — Ratings are placed on Rating Watch to notify investors that ther e is a reasona ble prob ability

of a rating change and the likely direction of such change.  These are designated as "Positive," indicating a potential

upgrade, "Negative," for a potential d owngrad e, or "Ev olving,"  if ratings may be raised, lowered or maintained.  Rating

Watch  is typically resolved  over a relative ly short period . 

A Rating Outlook indicates the direction a rating is likely to move over a one to two-year period.  Outlooks may

be positive, stable or negative.  A positive or negative Rating Outlook does not imply a rating change is inevitable.

Similarly, companies who se outlooks are ̀ stable` could be upgraded or downgraded before an outlook moves to positive

or negative if circum stances warra nt such an actio n.  Occasio nally, Fitch may be  unable  to identify the fundamental trend.

In these cases , the Rating O utlook ma y be describ ed as evo lving. 
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CERTAIN OTHER TYPES OF INVESTM ENTS

American Depos itary Rece ipts.  The Fund may invest in sponsored and  un-sponsored American Depositary

Receipts  representing interests in securities issued by foreign issuers (collectively, "ADRs").  ADRs a re receipts typ ically

issued by a U.S. b ank or trust co mpany evid encing own ership of the under lying securities of for eign issuers.  Generally,

ADRs,  in registered form, are denominated in U.S. dollars and are designed for use in the U .S. securities markets.  Thus,

these securities are not denominated in the same currency as the securities into which they may be converted.  ADRs are

subject to many of the  risks inherent in  investing in foreign securities, including confiscatory taxation or nationalization,

and less comprehensive disclosure requirements for the underlying  security.  See "Securities of Foreign Issuers" below.

In addition, the issuers of the securities underlying  un-sponsored ADRs are not obligated to disclose material information

in the United States and therefore, there may be less information available regarding such issuers and there may not be

a correlation between such  information and the marke t value of the ADRs.

Bankers'  Acceptanc es.  The Fu nd may inve st in bankers' acc eptances, w hich are sho rt-term credit instru ments

used to finance commercial transactions.  Generally, an acceptance is a time draft drawn on a bank by an exporter or an

importer to obtain  a stated amo unt of Fund s to pay for sp ecific mercha ndise.  The  draft is then "acce pted" b y a bank 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 in the secondary market at the going rate of interest for

a specified maturity.  Although maturities for acceptances can be as long as 270 days, most acceptances have maturities

of six months or less.

Certificates of Depo sit.  The Fund may invest in bank certificates of deposit ("CDs").  The Federal Deposit

Insurance Corporation is an agency of the U.S. Government that insures the deposits of certain banks and savings and

loan associations up to $100,000 per depo sit.  The interest on such deposits may not be insured if this limit is exceeded.

Current federal regulations also permit such institutions to issue insured negotiable CDs in amounts of $100,000 or 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 sa vings and loa n association .  Investments in C Ds are ma de only with

domestic institutions with assets in excess of $1 billion.

Commercial Paper.  The Fund may invest in commercial paper that is limited to obligation s rated Prim e-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 a maturity at the time o f issuance not e xceeding n ine months, e xclusive of da ys

of grace or any renewal thereo f.  See Appendix C  for a description of comm ercial paper ratings.

Conve rtible Securities.  The Fund may invest in convertible securities that are rated as inves tment 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 considere d to have so me specu lative charac teristics, and cha nges in econ omic

conditions are more likely to lead to a weakened capacity to pay interest and repay principal than is the case with higher

grade securities.  W hile no securitie s investment is witho ut some risk, inv estments in co nvertible sec urities generally

entail less risk than the issuer's common stock, although the extent to which such risk is reduced depends in large measure

upon the degree  to which the co nvertible sec urity sells above  its value as a fixed  income sec urity.  The Investment

Adviser will decide to invest in convertible securities based upon a fundamental 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.  Co nvertible  securities in which the Fund may invest include corporate bonds, notes and preferred stock

that can be converted into common stock.  Convertible securities combine the fixed-income characteristics of bonds and

preferred stock with the potential for capital apprecia tion.  As with all de bt securities, the m arket value o f convertible

securities tends to dec line as interest rates  increase and  conversely, to  increase as inte rest rates dec line.  While

convertible  securities gene rally offer lower in terest or divid end yields tha n noncon vertible deb t securities of similar

quality, they do enable the investor to benefit from increases in the market price of the underlying common stock.

Debt Securities.  The Fu nd may inve st in debt secu rities.  The ma rket value of d ebt securities is  influenced

primarily  by changes in the level of interest rates.  Generally, as interest rates rise, the market value of debt securities

decreases.  Conversely, as interest rates fall; the market value of debt securities increases.  Factors that could resu lt in

a rise in interest rates, and a decrease in the market value of debt securities, include an increase in inflation or inflation
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expectations, an increase in the rate of Puerto R ico or U.S . econom ic growth, an inc rease in the Fe deral bud get deficit

or an increa se in the price o f commo dities such as o il.

Floating an d Variable R ate Obligations.   The Fu nd may also  purchase c ertain types of floating a nd variable

rate securities.  The interest payable on a variable rate obligation is adjusted at predesignated periodic intervals and on

floating rate ob ligations, whene ver there is a ch ange in the market rate of interest on  which the intere st rate payab le is

based.  There is a risk that the current interest rate 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 case after a specified

notice period.  The issuer's obligations under the demand feature of such notes and bonds generally are secured by bank

letters of credit or other credit suppo rt arrangements.

Money Marke t Funds .  The Fu nd may inve st in money m arket funds.  These funds attemp t 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 hile these funds typ ically invest in high quality investments, the value of an investment in these

funds, among o ther things, rema ins subject to c redit risk on the  underlying instru ments and v olatility due to intere st rate

changes.

Securities of Foreig n Issuers.  There are certain risks connected with investing in foreign securities.  These

include risks of adverse political and economic developments (including possible governmental seizure or nationalization

of assets), the possible imposition of exchange controls or other governmental restrictions, less uniformity in accounting

and reporting requirements, the possibility that there will be les s information  on such sec urities and their issu ers available

to the public, the difficulty of obtaining or enforcing court judgments abroad, restrictions on foreign investments in other

jurisdictions, difficulties in affecting repatriation of capital invested abroad, and difficulties in transaction settlements

and the effect of dela y on shareho lder equity.  Fo reign securitie s may be subject to foreign taxes, and  may be less

marketable than com parable U.S. securities.

Preferred Stock.  The Fu nd may inve st in preferred  stock.  A preferred stock has a blend of the characteristics

of a bond a nd comm on stock.  It can offer the higher yield  of a bond  and have p riority over co mmon sto ck in equity

ownership, but does not have the seniority of a bond and its participation in the issuer's growth may be limited.  Preferred

stock has preference over common stock in the receipt of dividends and in any residual assets after payment to creditors

should  the issuer be d issolved.  Although the dividend is usually set at a fixed annual rate, in some circumstances it can

be changed or omitted by the issuer.

Real Estate Investment Trusts ("RE ITs").  REIT s are entities that inve st primarily in co mmercial re al estate or

real estate-related lo ans.  A REIT is not taxed on income distributed to its shareholders if it complies with regulatory

requireme nts relating to its organization, ownership, assets and income , and with the reg ulatory requ irement that it

distribute  to its shareholders at least 95% of its taxable income for each taxable year.  Generally, REITs can be classified

as equity REI Ts, mortg age REI Ts and h ybrid RE ITs.  Eq uity REIT s invest the majo rity of their assets in rea l property

and derive their income primarily from rents and capital gains from ap preciation realized through p roperty sales.

Mortgage REITs invest the majority of their assets in real estate mortgages and derive their income primarily from

interest payme nts. 

Repurchase  Agreements.  The Fund m ay invest in repurchase agreeme nts.  A repurchase agreem ent is a

transaction in which the Fund purchases securities and simultaneously commits to resell the securities to the original

seller (a member bank of the Federal Reserve System or a securities dealer who is a member of a national securities

exchange or is a market ma ker in U.S. Go vernment se curities) at an agr eed upo n date and  price reflecting  a market rate

of interest unrelated to the coupon ra te or maturity of the purchased securities.   Repurchase agreements carry certain risks

not associated 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 rights to 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. Govern ment Se curities.  The Fund may invest in U.S. Government securities, including a variety of

securities that are issued or guaranteed by the U.S. G overnment, its agencies or instrumentalities and rep urchase

agreements secured there by.  These securities includ e securities issued  and guara nteed by the  U.S. Go vernment,  such

as Treasury bills, Treasury notes, and Treasury bonds; obligations supported by the right of the issuer to borrow from

the U.S. Treasury, such as those of the Federal Home Loan Baits; and obligations supported only by the credit of the

issuer, such as those of the Federal Interme diate Credit Banks.

When-Issued and D elayed D elivery Tran sactions.  The Fund may enter into agreements with banks or broker-

dealers for the purchase or sale of securities at an agreed-upon price on a specified future date.  Such agreements might

be entered into , for examp le, when the Inv estment Ad viser anticipate s a decline in inte rest rates and is a ble to obta in a

more advantage ous yield by co mmitting curre ntly 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 obligations in an

amount equal on a weekly basis to the amount of the Fund's when-issued or delayed delivery commitments, or (2) to enter

into an offsetting forw ard sale of se curities it owns which are equal in value to those purchased.  The Fund will only make

commitm ents to purchase securities on a when-issued or delayed delivery basis with the intention of actu ally acquiring

the securities.  However, the Fund may sell these securities before the settlement date if it is deemed advisable as a matter

of investment strategy.  When the time comes to pay for when-issued or delayed  delivery secu rities, the Fund w ill meet

its obligations from then available cash flow or the sale of securities, or although it would not normally expect to do so,

from the sale of the when-issued or delayed delivery securities themselves (which may have a value greater or less than

the Fund's payment obligation).
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HEDGING AND RELATED INCOM E STRATEGIES

General Description of Hedging and Re lated Inco me Strate gies.  As discussed in the Prospectus, the Fund may

use a variety of financ ial instruments  ("Derivative Instruments"), including se curities options, financial futures co ntracts

("futures contracts"), options on futures contracts, and other interest rate protection transactions such as swap agreeme nts,

to attempt to he dge 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 acquisitions.  The Fund

may invest up to 5% of its assets in Derivative Instruments.  Such limit may be exceeded only for the purpose of hedging

and subject to the approval of the Board of Directors.  However, the Fund will not enter into futures contracts or options

thereon unless an exclusion or exemption or comp arable relief fro m applica ble registration  requireme nts contained  in

the regulations administered by the CFTC is obtained by the Investment Adviser.  There can be no assurance that such

relief will be granted or that the strategies discussed in this Appendix F can be implemented.

Hedging strategies can be broadly catego rized as "short hedges"  and "long hedges." A  short hedge is a purchase

or sale of a Derivative Instrument intended partially or fully to offset potential declines in the value of one or more

investments  held by the Fund.  Thus, in a short hed ge the Fund takes a  position in a Derivative Instrument whose price

is expected to move in the opposite direction of the price of the investment being hedged.  For example, the Fund might

purchase a put optio n on a secur ity to hedge against a potential decline in the value of that security.  If the price of the

security declines be low the exerc ise price of the  put, the Fund  could exe rcise the put an d thus limit its loss be low 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 v alue of the sec urity.

Convers ely, a long hedg e is a purchase  or sale of a D erivative Instrum ent intended  partially or fully to  offset

potential increases in the cost of one or more investments that the Fund intends to acquire.  Thus, in a long hedge the

Fund takes a position in the Derivative Instrument whose price is expected to move in the same direction as the price

of the prospective investment being hedged.  For example, the Fund migh t purchase a  call option o n a security it  intends

to purchase in order to hedge against an increase in the cost of the security.  If the price of the security increases above

the exercise price of the call, the Fund could exercise the call and thus limit its acquisition co st to the exercise price plus

the premium  paid and transac tion costs.  Altern atively, the Fund  might be ab le to offset the price increase by closing out

an appreciated call option and realizing a gain.

Derivative Instruments on securities generally are used to hedge against both price movements in one or more

particular securities pos itions that the Fun d 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 secto rs in which the F und has inve sted or exp ects to invest.

In addition to the products, strategies and risks described below and in this Prospectus, 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

transactions and as new options, futures contracts or other techniques are developed.  The Investment Adviser may utilize

these opportunities to the extent that they are consistent with the Fund's investment objective and permitted by the Fun d's

investment limitations and applicable reg ulatory authorities.

Special Risks of Hed ging Stra tegies.  The use of Derivative Instruments involves special considerations and

risks, as described below.  Risks pertaining to particular Derivative Instruments are described in the sections that follow:

(1) Successful use of most Derivative Instruments depends upon the Investment Adviser's ability to predict

movem ents of the overa ll securities and interest rate markets, which requires different skills than predicting changes in

the prices of individual securities.  While the Investment Adviser is experienced in the use of Derivative Instruments,

there can be no assurance that any particular hedging strategy adopted will succeed.

(2) There might be imperfect correlation, or even no correlation, between price movements of a Derivative

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 the decline in valu e of the hedg ed investme nt, the hedge w ould not b e fully
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successful.   Such a lack of correlation might occur due to factors unrelated to the value of the investments  being hedged,

such as speculative or other pressu res on the ma rkets in which Derivative Instruments are traded.  The effectiveness of

hedges using Derivative Instruments on indices will depend on the degree of correlation between p rice move ments in

the index and price movements in the securities being hedged.

(3) Hedging strategies, if successful, can reduce risk of loss by wholly or partially offsetting the negative

effect of unfavorable price movements in the investments b eing hedge d.  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 o f 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 a decline in the price of the Derivative 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 a loss.  Depending on the degree

of correlation between a Derivative Instrument and the sec urity or interest rate being hedged, it is possible that the Fund

could  sustain losses on both positions.  Similarly, transaction costs incurred  in connection with a Derivative Instrument

can exceed the amount of the benefits received.  In any such case, the Fun d would h ave been  in a better po sition had it

not hedge d at all.

(4) As described below, the Fund might be required to maintain assets as "cover," maintain segregated

accounts  or make margin payments when it takes positions in Derivative Instruments involving obligations to third parties

(i.e., Derivative I nstruments o ther than purc hase optio ns).  If the Fund is u nable to clo se out its positions in such

Derivative Instruments, it might be required to continue to maintain such assets or accounts or make such payments un til

the pos itio n ex pire s or  mature s.  T hese requi rem ents  might im pai r the  Fun d's ability to sell a por tfolio security  or make

an investment at a time when it would otherwise be favorable to do so, or require that the Fund sell a p ortfolio secu rity

at a disadvantageous time.  The Fund's ability to close out a position in a Derivative Instrument prior to expiration or

maturity depends on the existence of a liquid secondary market or, in the absence of such a market, the ability and

willingness of a co unterparty to  enter into a transaction closing out the position.  Therefore, there is no assurance that

any hedging position can be closed out at a time and price that is favorable to the Fund.

(5) Although the Fund inte nds to purc hase or sell  futures contracts only if there is an active market for such

contracts, no assurance can be given that a liquid  market will exist fo r the contrac ts at any particular time.  Most futures

exchanges limit the amount of fluctuation pe rmitted in futures c ontract pric es during a sing le trading da y.  Once the d aily

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 move the daily limit for sever al consecu tive trading da ys with little or no trading, thereby preventing

prompt liquidation of futures positions and subjecting some futures traders to substantial losses.   In such even t 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 ass ets being hed ged, if any, may o ffset,

partially or co mpletely, losse s on the futures c ontract.

(6) If the Fund ha s hedged  against the po ssibility of an increase in interest rates adversely affecting the

value of securities held in its portfolio and rates decrease instead, the Fund will lose part or all of the benefit of the

increased value of the securities which it has hedged because it will have offsetting losses in its futures positions.  In

addition, in such situations, if the F und has insufficie nt cash, it may have to  sell securities to  meet daily var iation margin

requireme nts at a time when it may be disadvantageous to do so.  These sales of securities may, but will not necessa rily

be at increased prices which  reflect the decline in interest rates.

(7) Because  of the low margin deposits normally required in futures contract trading (typically between 2%

and 5% of the value of the contract purchased or sold), an extremely high degree of 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 losses to the investor.  For example, if at the time of purchase 5% of the price of a contract

is deposited as margin, a 5% decrease in the value of the contract would, if the contract is then closed out, result in a total

loss of the margin  deposit before any deduc tion for bro kerage co mmissions.  A  decrease  of more tha n 5% wo uld result

in a loss of more than the total margin deposit.  Thus, like other leveraged investments, any purchase or sale of a futures

interest contract may result in losses in excess of the amount invested.
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(8) Most  U.S. com modity exc hanges limit fluctua tions in certain futur es interest con tract prices during

a single day by re gulations referr ed to as "daily  price fluctuation limits" or "daily limits."  Pursuant to such regulations,

during a single trading day no trades may be executed at prices beyond the daily limits.  Once the price of a contract for

a particular co mmodity  has increased  or decrea sed by an am ount equa l to the daily limit,  positions in the commodity can

neither be taken nor liquidated un less traders are willing to effect trades at or within the limit.  P rices in variou s contracts

have occasiona lly moved the  daily limit for several consecutive days with little or no trading.  Similar  occurren ces could

prevent the Fund from promptly liquidating unfavorable positions and subject the Fund to substantial losses.  W hile daily

limits may reduc e or effectively elim inate the liquidity  of a particular market, they do not limit ultimate losses, and may

in fact substantially increase losses because they may preve nt the liquidation of unfavorable po sitions.

In addition, the Fund may not be able to execute trades at favorable prices if little trading in the con tracts

involved is taking place.  Under some circumstances, the Fund may be required to accept or make delivery of the

underlying finan cial instrument if  the position c annot be liq uidated p rior to its expira tion date.  It also is possible that

an exchange or the CFTC may suspend trading in a particular contract, order immediate liquidation and settlement of

a particular c ontract, or o rder that trad ing in a particula r contract b e conduc ted for liquid ation only.

(9) The CFTC a nd the U.S. comm odity exchanges have estab lished 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 future s contracts.  U nder curre ntly applicab le regulations, the  Fund as a w hole

will be require d to com ply with position  limits as if it were a single trader.  Position limits may prevent the Fund from

acquiring positions wh ich might othe rwise have b een highly pro fitable.  Any viola tion of specu lative posit ion limits

would lead to mand atory liquidation of positions, possibly on unfav orable terms.

Cover.  Transactions using Derivative Instruments whic h are not trans acted on o r 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 p arty.  The Fund will not enter into any such transactions unless it owns either (1) an offsetting

("cover ed") po sition in securities or other options or futures contracts, or (2) cash, receivables, and/or short-term debt

securities, with a value sufficient at all times to cover its potential obligations to the extent not covered as provided in (1)

above.

Assets used as co ver canno t be sold wh ile the position in  the corresp onding D erivative Instrument is open,

unless they are repla ced with  similar assets.  As a result, the commitment of a large portion of the Fund's assets to cover

could impede p ortfolio managemen t or the Fund's ability to meet other current obligations.

Covere d Stradd les.  The Fund may purchase and w rite (sell) covered straddles on secu rities or bond indices.

A long stradd le is a comb ination of a ca ll and a put o ption purc hased on  the same security or on the same futures

contract,  where the exercise  price of the put is less than or equal to the exercise price of the call.  The Fund would enter

into a long straddle when the Investment Adviser believes that it is likely that interest rates will be more volatile during

the term of the o ption than the  option pric ing implies.  A short straddle is a combination of a call and a put written on

the same security where the exercise price of the put is less than or equal to the exercise price of the call.  The Fund

would  enter into a short straddle when the Investment Adviser believes that it is unlikely that interest rates will be as

volatile during the term of the options as the op tion pricing implies.

Options.   The Fund may purchase put and call options, and write covered put and call options, on debt securities

and bond indices.  The purchase  of call options serves 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 optio ns.  Howe ver, if the marke t price of the un derlying security declines to less than the exercise

price on the option, minus the premium received , the Fund would exp ect to suffer a loss.  Writing covered call options

serves as a limited short hedge, because declines in the value of the he dged inve stment would  be offset to  the extent of

the premium received for writing the option.  However, if the security appreciates to a price higher than the exercise price

of the call option, it can be expected that the option will be exercised, and the Fund will be obligate d to sell the secu rity

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-4

investment,  the historical price volatility of the underlying investment and gener al market co nditions.  Op tions norma lly

have expiration dates of up to nine months.  Options that expire unexercised have no value.

The Fund may effectively terminate its right or obligation under an o ption by ente ring into a closing transaction.

For example, the  Fund ma y terminate its ob ligations unde r a call option that it has written by purchasing an identical call

option.  This is known as a closing purc hase transaction.  C onversely,  the Fund m ay terminate a p osition in a pu t or call

option it has purchased by writing an identical put or call option.  This is known as a closing sale transaction.  Closing

transactions permit the Fund to realize profits or limit losses on an option position prior to its exercise or expiration.

The Fund may purchase or write both exchange-traded and OTC options.  Exchange markets for options on debt

securities exist but are rela tively new, and these instruments are primarily traded on the OTC market.  Exchange-traded

options in the U.S. are issued by a clearing organization affiliated with the exchange on which the option is listed 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 Fu nd purch ases or writes a n OTC  option, it  relies on the party from whom it purchased  the option o r 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.

Genera lly, the OTC debt options used by the Fund  will be European-style options.  This means that the option

is only exercisable immediately prio r to its expiration.  This is in contrast to American-style options, which are

exercisable at any time prior to the expiration date of the option.

The Fund's ability to  establish and close out positions in exchange-listed options depends on the existence of

a liquid market.  The Fund intends to purchase or write only those exchange-traded options for which there appe ars to

be a liquid seco ndary mar ket.  However, there can be no assurance that such a market will exist at any particular time.

Closing transactions can be made for OTC options only by negotiating directly with the counterparty, or by a transaction

in the secondary market if any such ma rket exists.  Although the Fund will enter into OTC options only with contra

parties that are expected to be capable of entering into closing transactions with the Fund, there is no assurance that the

Fund will in fact be able  to close out a n OTC  option po sition at a favorable price prior to expiration.  In the event of

insolvency 

of the counterparty, the Fund might be unable to close out an OTC option position at any time prior to its expiration.

If the Fund were unable to effect a closing transaction for an option it had purchased it would ha ve to exercise

the option to re alize any pro fit.  The inability to e nter into a closing purchase transaction for a covered 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 Option s on Secu rities.  In view of the risks involved in using the options strategies described

above, the Board of Directors has determined that the Fund may purchase a put or call option, including any straddles

or spreads, only if the premium paid when aggregated with the premiums on all other options held by the Fund does not

exceed 5% of the Fund's total assets.  This guideline may be modified by the Board without Shareho lder vote.  Adoption

of this  guideline does not l imit the percentage of the Fund's assets at r isk to 5%.

Futures.   The Fund may purchase and sell interest rate futures contracts and bond index futures contracts.  The

Fund may also purchase put and call options, and write covered put and call options, on futures in which it invests.  The

purchase of futures or call options thereon can serve as a long hedge, and the sale of futures or the purchase of put

options thereon can serve as a short hedge.  Writing covered call options on futures contracts can serve as a limited short

hedge, using a strategy similar to that used for writing covered call options on securities or indices.   Similarly, writing

covered put options on futures contracts can serve as a limited long hedge.

The Fu nd may also  write put optio ns on interest ra te futures contra cts while at the same time  purchasing  call

options on the same  futures contrac ts in order synthe tically to create a long futures contract po sition.  Such op tions would

have the same strike prices and expiration dates.  The Fund will engage in this strategy only when it is more advantageous

to the Fund  than is purcha sing the futures co ntract.
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No price is paid  upon ente ring into a futures c ontract.  Instead, at the inc eption of a  futures contract the Fund

is required to deposit in a segregated account with its Custodian, in the name of the futures broker through whom the

transaction was effected, "initial margin" consisting of cash, U.S. Government securities or other liquid, high-grade debt

securities, in an amount generally equal to 2% to 5% or less of the contract, in accordance with applicable exchange

rules.  Unlike margin in securities transactions, initial margin on futures contracts does not represent a borrowing, but

rather is in 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 require d by an exc hange to inc rease the leve l of its initial margin pa yment, and initial m argin

requirements might be increa sed generally in the future by regulatory actions.

Subsequent "variation m argin" paym ents are mad e to and fro m the futures broker daily as the value of the

futures position varies, a process known as "marking to market."  Variation margin does not involve borrowing, but rather

represents  a daily settlement of the Fund's obligations to or from a futures broker.  When the Fund purchases an option

on a futures contract, the premium  paid plus tra nsaction co sts is all that is at risk.  In contrast, when the Fund purchases

or sells a futures contract or writes a put or call option thereon, it is subject to daily variation margin calls that could be

substantial in the event of adverse price mo vements.  If the F und has insufficie nt cash to me et daily variation  margin

requirements, it might need to sell securities at a time when such sales a re disadvantageous.

Holders and writers of futures positions and op tions on futures can enter into offsetting closing transactions,

similar to closing transactions on options, by selling or purchasing, respectively, an instrument identical to the instrument

held or written.  Positions in futures and options on futures may be closed only on an exchange or board of trade that

provides a secondary market.  The Fund intends to enter into futures transactions only on exchanges or boards of trade

where there appears to be a liquid seco ndary mar ket.  Howe ver, there can  be no assur ance that such  a market will  exist

for a particular co ntract at a  particular time.  Secondary markets for options on futures are currently in the development

stage, and the Fund will not trade options on futures on any exchange or board of trade unless, in the Investment

Advise r's opinion, the markets for such options have developed sufficiently that the liquidity risks for such options are

not greater than the correspo nding risks for futures.

Under certain circumstances, futures exchanges m ay establish daily limits on the amo unt that the price  of a

future or related option can vary from the previous day's settlement price; once that limit is reached, no trades may be

made that day at a  price beyond the limit.  Daily price limits do not limit potential losses because p rices could  move to

the daily limit for several consecutive days with little or no trading, thereby preventing liquidation o f unfavorab le

positions.

If the Fund was unable to liquidate a futures or related options positions due to the absence of a liquid secondary

market or the imposition of price limits, it could incur substantial losses.  The Fund would co ntinue to be su bject to

market risk with respec t to the position.  In addition, except in the case of purchased options, the Fund would continue

to be require d to make  daily variation margin payments and might be required to maintain the position being hedged by

the future or option.

Certain  characteristics of the futures market might increase the risk that movements in the prices of futures

contracts  or related options might not correlate p erfectly with mov ements in the p rices of the inve stments being hedged.

For example, a ll participants in the  futures and re lated optio ns markets ar e subject to  daily variation margin calls and

might be compelled to liquidate futures or related options po sitions whose p rices are mo ving unfavor ably to avoid being

subject to further calls.  T hese liquida tions could  increase price volatility of the instruments and distort the normal price

relationship  between the futures or options and the inve stments being  hedged.  A lso, becaus e initial margin d eposit

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.  In addition, activities of large traders in both the futures and securities markets involving arbitrage, "program

trading" and other investme nt 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 options if, immediately thereafter, the sum of the amount of initial margin deposits on existing futures
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positions and initial margin deposits and premium s paid for related options wo uld exceed 5%  of the Fund's total assets.

This  guideline ma y be modified  by the Board without Shareholder vote.  For purposes of this guideline, options on

futures contracts traded on a commodities exchange are considered "related options." Adoption of this guideline will not

l imit the percentage of the Fund's assets at r isk to 5%.

The Fund m ay use the following Derivative Instruments:

Options on Deb t Securities.  A call option is a short-term contract pursuant to which the purchaser of the option,

in return for a premium, has the right to buy the security underlying the option at a specified price at any time during the

term of the option.  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 put option is

a similar contract that gives its purchaser, in return for a premium, the right to sell the underlying security at a specified

price during the option term.  The writer of the put option, who receives the premium, has the obligation, upon exercise

of the option during the option term, to buy the underlying security at the exercise price.

Options on Bon d Indices .  A bond index assigns relative values to the debt securities included in the index and

fluctuates with changes in the market values of those  debt secur ities.  A bond index option operates in the same way as

a more traditional option on a debt security, except that exercise of a bond index option is effective with cash payment

and does not involve delivery of securities.  Thus, upon exercise of a bond index option, the purchaser will realize, and

the writer will pay, an amount based on the difference between the exercise price and the closing price of the bond index.

Interest Rate Fu tures Con tracts.  Interest rate  futures contracts are bilateral agreements pursuant to which one

party agrees to m ake, and the  other party  agrees to accept, delivery of a specified type of debt security or othe r interest

rate instruments at a specified future time and at a specified price or its equivalent cash-settled value.  Although such

futures contracts by their terms call for actual delivery or acceptance of debt securities or other interest rate instruments,

in most cases the contracts are closed out before the settlement da te without the making or taking of delivery of the debt

security or othe r interest rate instrum ent.

Options on Futu res Contra cts.  Options on futures contracts are similar to options on securities, except that an

option on a futures contract gives the purchaser the right, in return for the premium, to assume a position in a futures

contract (a long position if the option is a call and a short p osition if the option is a put), rather than  to purchas e or sell

a security, at a specified price at any time during the op tion 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 a call, o r is less 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 a c all and a long  position in the c ase of a put.

Bond Index F utures.  A bond index futures contract is a bilateral agreement pursuant to which one party agrees

to accept, and the other party agrees to make, delivery of an amount of cash equal to a specified dollar amount times the

difference between the bond index value at the close of trading of the contract and the price at which the futures contract

is originally struck.  No physical delivery of the debt securities comprising the index is made.  Generally, contracts are

closed ou t prior to the ex piration da te of the contra ct.

Swaps and Inte rest Rate P rotection T ransactio ns.  The Fu nd may ente r into interest rate and other swaps,

including interest rate pro tection transac tions, interest rate caps, collars and floors.  Swap transactions involve an

agreement between two parties to exchange payments that are based, respectively, on indices or specific securities or

other assets, such as variable and fixed rates of interest that are calculated on the basis of a specified amount of principal

(the "notional principal amount") for a specified period of time.  Interest rate cap and floor transactions involv e an

agreement between two  parties in which the first party agrees to make payments to the counterparty when a designated

market interest rate goes above (in the case of a cap) or below (in the case of a floor) a designated level on predetermined

dates or during a specified time period.  Interest rate collar transactions involve an agreement between two parties in

which the first party make s payments to  the counterparty when a designated market interest rate goes above a designated

level of predetermined dates or during a specified tim e period, a nd the cou nterparty ma kes payme nts to the first party

when a designated market interest rate goes below a designated level on predetermined dates or during a specified time

period.
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The Fund will engage in swap transactions directly with other counterparties.  This subjects the Fund to the

credit  risk that a coun terparty will defa ult on an ob ligation to the Fund.  Such a risk contrasts with transactions done

through exchange markets, wherein credit risk is reduced through the collection of variation margin and through the

interposition of a clearing organization as the guaran tor of all transac tions.  Clearing  organizatio ns transform th e credit

risk of individual counterparties into the more remote risk of the failure of the clearing organization.  Additionally, the

financial integrity of swap transactions is generally unsupported by other regulatory or self-regulatory protections such

as margin requirements, capital requirements, or financial compliance pro grams.  Therefore, there are much greater risks

of defaults with respect to swap transactions than with resp ect to exchange-traded futures o r securities transactions.

The Fund expects to enter into interest rate protection transactions to preserve a return or spread on a particular

investment or portion of its portfolios to protect against any increase in the price of securities the Fund anticipates

purchasing at a later date o r to effectively fix the ra te of interest that it pays on one or more borrowings or series of

borrow ings.  The F und intends  to use these tran sactions as a he dge and n ot as a spec ulative investme nt.

The Fund may enter into swaps, caps, collars and floors o n either an asset-based or liability-based basis,

depending on whether  it is hedging its assets o r its liabilities, and will usua lly enter into interest ra te swaps on a net basis,

i.e., the two payment streams are netted out, with  the Fund receiving or paying, as the case may be, only the net amount

of the two payments.  Inasmuch as these transactions are entered into for good faith hedging purposes, the Investment

Adviser and the Fund believe such obligations do not constitute debt securities and accordingly, will not treat them as

being subject to its borrowing re strictions.

The Fund will ente r into such transactio ns 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 b y the other party to such a transaction, the Fund will have to rely on its contractual

remedies (which may be limited by bankruptcy, insolvency or similar laws) pursuant to the agreements related to the

transaction.

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

firms acting both as principals and as agents utilizing standardized swap documentation.  Caps, collars and floors are

more recent innov ations for whic h docum entation is  less standardized, and accordingly, they are less liquid than swap s.
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PRIVACY POLICY

The Fund is com mitted to protecting the personal information that it collects about individuals who are

prospective, former or current investors.  The Fund collects personal information for business purpo ses to process

requests  and transactions and to provide customer service.  Personal information is obtaine d from the following sources:

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

tax identification number;

Written and electronic correspondence, including telephone contacts; and 

Account history,  including information about Fund transactions and balances in your accounts with UBS

PaineWebber,  Inc. or our a ffiliates, 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 with their affiliates for business purposes, such as

to facilitate the servicing  of accoun ts.  The Fun d may share  the person al information  described above for busine ss

purposes with a non-affiliated third party only if the entity is under contract to perform transaction processing, servicing

or maintaining investor accounts on behalf  of the Fund.  The Fund may share personal information with its affiliates or

other companies who are  not affiliates of the Fund that perform marketing services on the Fund's behalf or to other

financial institutions with whom it has marketing agreemen ts for joint products or services.  These companies are not

permitted to use person al information  for any purp oses beyo nd the intend ed use (or a s permitted b y law).  The Fund does

not sell personal information to third parties for their independent use.  The Fund may also disclose personal information

to regulatory authorities or otherwise as permitted by law.



No person has been authorized to give any

information or to make any represen tations in

connection with this offering other than those

contained in this Prospectus and if given or made,

such other information and representa tions must

not be relied upon as having been authorized by the

Fund or the Underwriter.  Neither the delivery of

this Prospectus nor any sale mad e hereun der 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 information

contained herein is correct as of any time

subsequent to its date.  This Pro spectus does not

constitute an offer to sell or a solicitation of an offer

to buy any securities other than the securities to

which it relates.  This Prospectus does not constitute

an offer to sell or a solicitation of an offer to buy

such securities in any circumstances in which such

offer or  solicitation  is unlaw ful.
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