Edgar Filing: VAN KAMPEN SENIOR INCOME TRUST - Form N-2

VAN KAMPEN SENIOR INCOME TRUST
Form N-2
December 08, 2003

As filed with the Securities and Exchange Commission on December 8, 2003

1933 Act File No. 333-
1940 Act File No. 811-08743

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM N-2

[X] REGISTRATION STATEMENT
UNDER THE
SECURITIES ACT OF 1933

] Pre-Effective Amendment No.
] Post-Effective Amendment No.
(Check appropriate box or boxes)

VAN KAMPEN SENIOR INCOME TRUST
(Exact Name of Registrant as Specified in Agreement and Declaration of Trust)

1 Parkview Plaza, P.O. Box 5555, Oakbrook Terrace, Illinois 60181-5555
(Address of Principal Executive Offices)

Telephone Number: (630) 684-6000
(Area Code and Telephone Number)

A. Thomas Smith III, Esqg.
Managing Director and General Counsel
Van Kampen Investments Inc.

1221 Avenue of the Americas
New York, New York 10020
(212) 762-5260
(Name and Address of Agent for Service)

Copies to:

Wayne W. Whalen, Esqg. Cynthia G. Cobden, Esqg.
Charles B. Taylor, Esqg. Simpson Thacher & Bartlett LLP
Skadden, Arps, Slate, Meagher & 425 Lexington Avenue
Flom (Illinois) New York, New York 10017
333 West Wacker Drive (212) 455-2000

Chicago, Illinois 60606
(312) 407-0700

Approximate Date of Proposed Public Offering: As soon as practical after the
effective date of this Registration Statement.

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



Edgar Filing: VAN KAMPEN SENIOR INCOME TRUST - Form N-2

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933:

Proposed Proposed
Maximum Maximum
Title of Amount Offering Aggregate Amount of
Securities Being Being Price Offering Registration
Registered Registered Per Unit Price Fee
Shares of Auction Rate 40 $25,000 $1,000,000 $80.90

Cumulative Preferred
Shares, par value $0.01
per share

The Registrant hereby amends this registration statement on such date or dates
as may be necessary to delay its effective date until the Registrant shall
file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8 (a) of
the Securities Act of 1933, as amended, or until the registration statement
shall become effective on such date as the Securities Exchange Commission,
acting pursuant to Section 8(a) of the Securities Act of 1933, as amended, may
determine.

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

SUBJECT TO COMPLETION, DATED DECEMBER , 2003

PRELIMINARY PROSPECTUS
Sl ]
VAN KAMPEN SENIOR INCOME TRUST

Auction Rate Cumulative Preferred Shares

[ ] Shares, Series M

[ ] Shares, Series T

[ ] Shares, Series W

[ ] Shares, Series TH

[ ] Shares, Series F
Ligquidation Preference $25,000 Per Share

Van Kampen Senior Income Trust (the "Fund") is a non-diversified,
closed-end management investment company. The Fund's investment objective is
to provide a high level of current income, consistent with preservation of
capital. The Fund seeks to achieve its objective by investing primarily in a
professionally managed portfolio of interests in floating or variable rate
senior loans ("Senior Loans") to corporations, partnerships and other entities
("Borrowers") which operate in a variety of industries and geographical
regions. The Fund's investment adviser is Van Kampen Investment Advisory Corp.
("Advisory Corp." or the "Adviser").

The Fund is offering [ ] Series M, [ ] Series T, [ ] Series W, [ ]
Series TH and [ ] Series F Auction Rate Cumulative Preferred Shares
(collectively, the "Preferred Shares"). The minimum purchase amount for

Preferred Shares is $25,000.
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An investment in the Preferred Shares may not be appropriate for all
investors and there is no assurance that the Fund will achieve its investment
objective. See risk factors of the Fund described in the section "Investment
Objective, Policies and Risks" beginning on page [ ] of this Prospectus.

Neither the Securities and Exchange Commission ("SEC") nor any state
securities commission has approved or disapproved of these securities or
determined that this Prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

Per Share Total
Public Offering Price (1) $25,000 $
Sales Load S $
Proceeds to Fund (2) $ $
(1) The public offering price per share will be increased by the

amount of dividends, if any, that have accumulated from the
date the Preferred Shares are first issued.

(2) Not including offering expenses incurred by the Fund, estimated to
be $ [ 1.

The underwriters are offering the Preferred Shares subject to various
conditions. The underwriters expect to deliver the Preferred Shares to an
investor's broker-dealer, in book-entry form through The Depository Trust
Company, on or about January , 2004.

Citigroup
, 2004

Senior Loans in which the Fund invests generally pay interest at
rates which are periodically redetermined by reference to a base lending rate
plus a premium. These base lending rates are generally the Prime Rate offered
by one or more major United States banks, the London Inter-Bank Offered Rate,
the Certificate of Deposit rate or other base lending rates used by commercial
lenders. Senior Loans generally hold the most senior position in the capital
structure of the Borrowers and generally are secured with specific collateral,
which may include guarantees, although the Fund may also invest in Senior
Loans that are not secured by any collateral. The terms of Senior Loans
typically include various restrictive covenants which are designed to limit
certain activities of the Borrowers. It is anticipated that the proceeds of
the Senior Loans in which the Fund acquires interests will be used primarily
to finance leveraged buyouts, recapitalizations, mergers, acquisitions and
stock repurchases and, to a lesser extent, to finance internal growth and for
other corporate purposes of Borrowers.

Senior Loans in which the Fund invests generally have a claim on the
assets of an issuer senior to that of subordinated debt, preferred stock and
common stock of such issuer. Senior Loans in which the Fund may invest
generally are not registered with the Securities and Exchange Commission or
listed on any national securities exchange, and there is no express limitation
on the percentage of the Fund's assets that may be invested in illiquid
securities.

Investors in Preferred Shares will be entitled to receive cash
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dividends at an annual rate that may vary for the successive dividend periods
for such shares. The dividend rate on the Series M Preferred Shares for the
initial dividend period from and including the date of issue to but excluding
, 2004 will be ___ %. The dividend rate on the Series T Preferred
Shares for the initial dividend period from and including the date of issue to
but excluding , 2004 will be __ %. The dividend rate on the Series W
Preferred Shares for the initial dividend period from and including the date
of issue to but excluding , 2004 will be __ %. The dividend rate on
the Series TH Preferred Shares for the initial dividend period from and
including the date of issue to but excluding , 2004 will be ___%. The
dividend rate on the Series F Preferred Shares for the initial dividend period
from and including the date of issue to but excluding , 2004 will be
____%. For each subsequent dividend period, the auction agent will determine
the dividend rate for a particular period by an auction conducted on the
business day prior to that period. Preferred Shares are not listed on an
exchange. Investors in Preferred Shares may participate in auctions through
broker—-dealers that have entered into an agreement with the auction agent and
the Fund in accordance with the procedures specified herein. Broker-dealers
are not required to maintain a secondary market in Preferred Shares, and there
can be no assurance that a secondary market will develop, or if it does develop
a secondary market may not provide you with liquidity. The Fund may redeem
Preferred Shares as described under "Description of Preferred Shares."

The Preferred Shares will be senior to shares of the Fund's
outstanding common shares, par value $0.01 per share. The Fund's common shares
are traded on the New York Stock Exchange ("NYSE") under the symbol "VVR." It
is a condition of closing this offering that the Preferred Shares be offered
with a rating of "Aaa" from Moody's Investors Service, Inc. ("Moody's") and
"AAA" from Fitch Ratings ("Fitch").

This Prospectus sets forth concisely the information that prospective
investors should know before investing in Preferred Shares, including
information about risks. Investors should read this Prospectus before
investing and keep the Prospectus for future reference. The Fund's Statement
of Additional Information ("SAI") dated , 2003, contains additional
information about the Fund and is incorporated by reference into this
Prospectus. You may obtain a copy of the SAI without charge by calling
(800)341-2929 or by writing to the Fund at 1 Parkview Plaza, PO Box 5555,
Oakbrook Terrace, Illinois 60181-5555. A table of contents to the SAI is
located at page [ ] of this Prospectus. The SAI has been filed with the SEC
and is available along with other Fund-related materials at the SEC's internet
web site (http://www.sec.gov).

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

You should rely only on the information contained or incorporated by
reference into this Prospectus. The Fund has not, and the Underwriters have
not, authorized anyone to provide you with different information. If anyone
provides you with different or inconsistent information you should not rely on
it. The Fund is not, and the Underwriters are not, making an offer of these
securities in any state where the offer is not permitted. The Fund's business,
financial condition, results of operation and prospects may have changed since
the date of this prospectus
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PROSPECTUS SUMMARY

The following summary is qualified in its entirety by reference to
the more detailed information included elsewhere in this Prospectus the
Statement of Additional Information and the Fund's Certificate of Vote (the
"Certificate") attached as Appendix B to the SAT.

The Fund................ Van Kampen Senior Income Trust is a non-diversified,
closed-end management investment company. The Fund
was organized as a Massachusetts Dbusiness trust on
April 8, 1998, and is registered under the Investment
Company Act of 1940, as amended (the "1940 Act").

The Fund commenced investment operations on June
23, 1998 upon the closing of an initial public
offering of its common shares of beneficial
interest, par value $0.01 per share ("Common
Shares"). The Fund's Common Shares are traded on
the NYSE under the symbol "VVR." As of December __,
2003, the Fund had total assets of approximately
$[ ] billion and net assets of approximately $[ ]
billion.

The Offering............. The Fund is offering [ ] Series M Preferred Shares,
[ 1] Series T Preferred Shares, [ ] Series W
Preferred Shares, [ ] Series TH Preferred Shares
and Series F Preferred Shares, each series with a
par value of $0.01 at a purchase price of $25,000
per share plus dividends, if any, that have
accumulated from the commencement date of the
dividend period during which the Fund first issues
the shares. The Fund is offering the Preferred
Shares through a group of underwriters led by
Citigroup Global Markets Inc.
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Investment Objective

and Policies

The Preferred Shares of the Fund will entitle their
holders to receive cash dividends at an annual rate
that may vary for the successive dividend periods
for such shares. In general, except as described
under "Description of Preferred Shares - Dividends
and Dividend Periods," the dividend period for each
series will be seven days. The auction agent will
determine the dividend rate for a particular
dividend period by an auction conducted on the
business day immediately prior to the start of that
dividend period. See Description of Preferred
Shares - Summary of Auction Procedures."

Preferred Shares are not listed on an exchange.
Investors and potential investors in Preferred
Shares may participate in auctions for the
Preferred Shares through broker-dealers that have
entered into an agreement with the auction agent
and the Fund. Generally, investors in Preferred
Shares will not receive certificates representing
ownership of their shares. The securities
depository (The Depository Trust Company or any
successor) or its nominee for the account of the
investor's broker-dealer will maintain record
ownership of the Preferred Shares in book-entry
form. An investor's broker-dealer, in turn, will
maintain records of that investor's beneficial
ownership of Preferred Shares.

The Fund will not issue Preferred Shares unless
such shares have a rating of "Aaa" from Moody's and
"AAA" from Fitch. A rating is not a financial
guarantee and can change. The Fund may at some
future time seek to have the Preferred Shares rated
by another rating agency. See "Description of
Preferred Shares."

The Fund's investment objective is to provide a
high level of current income, consistent with
preservation of capital. The Fund seeks to achieve
its objective by investing primarily in a
professionally managed portfolio of interests in
Senior Loans to Borrowers which operate in a
variety of industries and geographical regions
(including domestic and foreign entities). Senior
Loans in which the Fund invests generally pay
interest at rates which are periodically
redetermined by reference to a base lending rate
plus a premium. These base lending rates are
generally the prime rate offered by one or more

major United States banks ("Prime Rate"), the
London Inter-Bank Offered Rate ("LIBOR"), the
Certificate of Deposit ("CD") rate or other base

lending rates used by commercial lenders. The value
of the Fund's portfolio may be affected by changes
in the credit quality of Borrowers with respect to
Senior Loan interests in which the Fund invests. No
assurance can be given that the Fund will achieve
its investment objective.

Senior Loans generally hold the most senior
position in the capital structure of the Borrowers
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and generally are secured with specific collateral,
which may include guarantees, although the Fund may
also invest in Senior Loans that are not secured by
any collateral. The terms of Senior Loans typically
include various restrictive covenants which are
designed to limit certain activities of the
Borrowers. Senior Loans generally are arranged
through private negotiations between a Borrower and

several financial institutions ("Lenders")
represented in each case by one or more such
Lenders acting as agent ("Agent") of the several

Lenders. On behalf of the several Lenders, the
Agent will be primarily responsible for negotiating
the loan agreement ("Loan Agreement") that
establishes the relative terms and conditions of
the Senior Loan and rights of the Borrower and the
several Lenders. The Fund may invest in
participations ("Participations") in Senior Loans,
may purchase assignments ("Assignments") of
portions of Senior Loans from third parties and may
act as one of the group of Lenders originating a
Senior Loan (an "Original Lender"). The Fund will
purchase an Assignment or act as Original Lender
with respect to a syndicated Senior Loan,
initially, only where the Agent with respect to the
Senior Loan at the time of investment has
outstanding debt or deposit obligations rated
investment grade (BBB or A-3 or higher by S&P or
Baa or P-3 or higher by Moody's) or determined by
the Adviser to be of comparable quality.

In normal market conditions, at least 80% of the
Fund's total assets are invested in Senior Loans
(either as an Original Lender or as a purchaser of
an Assignment or Participation) of domestic
borrowers or foreign borrowers (so long as Senior
Loans to such foreign borrowers are U.S. dollar
denominated and payments of interest and repayments
of principal pursuant to such Senior Loans are
required to be made in U.S. dollars). It is
anticipated that the proceeds of the Senior Loans
in which the Fund acquires interests will be used
primarily to finance leveraged buyouts,
recapitalizations, mergers, acquisitions and stock
repurchases and, to a lesser extent, to finance
internal growth and for other corporate purposes of
Borrowers. Senior Loans generally have the most
senior position in a Borrower's capital structure,
although some Senior Loans may hold an equal
ranking with other senior securities of the
Borrower. Senior Loans generally are secured by
specific collateral, which may include guarantees.
The Fund may invest up to 20% of its total assets
in interests in Senior Loans which are not secured
by any collateral. The Fund may also acquire
warrants, equity securities and, in limited
circumstances, junior debt securities in connection
with its investments in Senior Loans. Such equity
securities and junior debt securities will not be
treated by the Fund as Senior Loans. Investment in
Senior Loans which are not secured by specific
collateral and in warrants, equity securities and
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junior debt securities entails certain risks in
addition to those associated with investment in
collateralized Senior Loans.

The Fund is not subject to any restrictions with
respect to the maturity of Senior Loans held in its
portfolio. The Fund's assets invested in Senior
Loans generally consist of Senior Loans with stated
maturities of between three and ten years,
inclusive, and with rates of interest which are
redetermined either daily, monthly, quarterly or
semi-annually; provided, however, that the Fund may
invest up to 5% of its total assets in Senior Loans
which permit the Borrower to select an interest
rate redetermination period of up to one year.
Investment in Senior Loans with longer interest
rate redetermination periods may increase
fluctuations in the value of the Fund's portfolio
as a result of changes in interest rates. The
Senior Loans in the Fund's portfolio will at all
times have a dollar-weighted average time until
next interest rate redetermination of 90 days or
less. Because of prepayment provisions, the actual
remaining maturity of Senior Loans may vary
substantially from the stated maturity of such
loans. The Fund estimates that the actual maturity
of Senior Loans in the portfolio generally are
approximately 18-24 months.

Senior Loans historically have not been rated by
nationally recognized statistical rating
organizations. The Fund invests in Senior Loans,
the Borrowers with respect to which may have
outstanding debt securities which are rated below
investment grade by a nationally recognized
statistical rating organization or are unrated but
of comparable quality to such securities. Debt
securities rated below investment grade, or unrated
but of comparable quality, commonly are referred to
as "junk bonds." The Fund invests only in those
Senior Loans with respect to which the Borrower, in
the opinion of the Adviser, demonstrates one or
more of the following characteristics: sufficient
cash flow to service debt; adequate liquidity;
successful operating history; strong competitive
position; experienced management; and, with respect
to collateralized Senior Loans, adequate collateral
coverage of the Senior Loan. In addition, the
Adviser may consider, and may rely in part, on
analyses performed by Lenders other than the Fund.

During normal market conditions, the Fund may
invest up to 20% of its total assets in (i) high
quality, short-term debt securities with remaining
maturities of one year or less and (ii) warrants,
equity securities and, in limited circumstances,
junior debt securities acquired in connection with
the Fund's investments in Senior Loans. If the
Adviser determines that market conditions
temporarily warrant a defensive investment policy,
the Fund may, subject to its ability to liquidate
its relatively illiquid portfolio of Senior Loans,
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Use of
Leverage. i o v e e et

Principal Investment

invest up to 100% of its assets in cash and such
high quality, short-term securities. The Fund may
also lend its portfolio securities to other parties
and may enter into repurchase and reverse
repurchase agreements for securities, subject to
certain restrictions. For further discussion of the
Fund's investment objective and policies and its
investment practices and the associated
considerations, see "Investment Objective, Policies
and Risks."

The Fund uses financial leverage for investment
purposes. Including the proceeds of the offering of
the Preferred Shares, it is currently anticipated
that the amount of leverage will represent
approximately [ ]% (and in no event will it exceed
50%) of the Fund's total assets. In addition to
issuing Preferred Shares, the Fund borrows money
through a commercial paper program. It is currently
anticipated that the amount of leverage represented
by the commercial paper program will be

approximately [ 1% of the Fund's total assets. See
"Investment Objective, Policies and Risks--Use of
Leverage." The Fund's obligations under the

commercial paper program are senior to the
Preferred Shares. Payments to holders of Preferred
Shares in liquidation or otherwise will be subject
to the prior payment of all outstanding
indebtedness, including the Fund's obligations
under the commercial paper program. There can be no
assurance that the commercial paper will remain
outstanding or that the Fund will continue such
borrowing.

The issuance of Preferred Shares and the use of
borrowing for investment purposes are forms of
financial leverage, and as such pose certain risks.
The Fund generally will not utilize financial
leverage if it anticipates that it would result in
a lower return to common shareholders over time.
Use of financial leverage creates an opportunity
for increased income for common shareholders but,
at the same time, creates the possibility for
greater loss (including the likelihood of greater
volatility of net asset value and market price of
the shares and of dividends), and, under certain
circumstances, the Fund's use of financial leverage
may impair the ability of the Fund to maintain its
qualification, for federal income tax purposes, as
a regulated investment company. There can be no
assurance that a leveraging strategy will be
successful during any period in which it is
employed. The fees paid to the Adviser and
Administrator are calculated on the basis of the
Fund's managed assets, thus those fees will be
higher when leverage is utilized.

Risk is inherent in all investing. The primary risks
of investing in Preferred Shares are:
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o

the Fund will not be permitted to declare
dividends or other distributions with respect to
the Preferred Shares or redeem the Preferred
Shares unless the Fund meets certain asset
coverage requirements and is not in default
under the terms of any senior indebtedness;

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

senior indebtedness of the Fund may also
constitute a substantial lien and burden on the
Preferred Shares by reason of its prior claim
against the income of the Fund and against the
net assets of the Fund in liquidation;

if a Preferred Share auction fails, investors
may not be able to sell any or all of the
Preferred Shares;

because of the nature of the market for
Preferred Shares, investors may receive less
than the price paid for the share if sold
outside of the auction, especially when market
interest rates are rising;

investors could receive less than the price paid
for the Preferred Shares if such shares are sold
outside of the auction, especially when market
interest rates are rising; although
broker-dealers may maintain a secondary market in
the Preferred Shares, they are not obligated to
do so and no secondary market may develop or
exist at any time;

a rating agency could downgrade Preferred
Shares, which could affect liquidity; and

the Fund may be forced to redeem the Preferred
Shares to meet regulatory or rating agency
requirements or may voluntarily redeem the
Preferred Shares in certain circumstances.

The primary risks of investing in the Fund are:

o

borrowers under Senior Loans may default on
obligations to pay principal or interest when
due, collateral (if any) underlying Senior Loans
may be insufficient to cover defaulted payments
or lenders may have difficulty liquidating the
collateral securing the Senior Loans or
enforcing their rights under the terms of the
Senior Loans, and the Fund's investment
objective may not be realized;

Senior Loans generally have less liquidity and a
more limited secondary market than many other
types of investments, and the Fund may be
limited in its ability to sell portfolio
holdings at carrying value to generate cash
flows, realize gains or avoid losses;

10
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Investment Adviser

and Administrator

o 1f long term rates rise, the value of the Fund's
investment portfolio may decline, interest rates
are at historical lows and it is 1likely that
they will rise;

o the Fund's use of financial leverage will result
in greater volatility in the net asset value,
market value and distributions on the common
shares; and

o0 1n extraordinary circumstances the Fund may not
earn sufficient income from its investments to
pay interest on the Fund's indebtedness or
dividends;

o to the extent the Fund invests in non-U.S.
issuers, the Fund may be subject to special
risks; and

o to the extent the Fund invests a relatively high
percentage of its assets in obligation of a
limited number of issuers, the Fund may be more
susceptible than a widely-diversified company to
any single corporate, economic, political or
regulatory occurrence.

For further discussion of the risks of investing in
the Preferred Shares and the Fund, see "Investment
Objective, Policies and Risks."

Van Kampen Investment Advisory Corp. i1s the Fund's
investment adviser (the "Adviser"). The Adviser 1is
a wholly owned subsidiary of Van Kampen Investments
Inc. ("Van Kampen Investments"). Van Kampen
Investments is the Fund's administrator. Van Kampen
Investments is a diversified asset management
company that administers more than three million
retail investor accounts, has extensive
capabilities for managing institutional portfolios
and has more than $[ ] billion under management or
supervision as of December __, 2003. Van Kampen
Investments has more than 50 open-end funds, more
than 30 closed-end funds and more than 2,700 unit
investment trusts that are distributed by
authorized dealers nationwide.

The Fund pays the Adviser a monthly fee (accrued
daily and paid monthly) computed based upon an
annual rate of 0.85% applied to the average daily
managed assets of the Fund (which for purposes of
determining such fee, shall mean the average daily
gross asset value of the Fund, minus the sum of
accrued liabilities other than the aggregate amount
of any borrowings undertaken by the Fund). The Fund
pays the Administrator a monthly fee (accrued daily
and paid monthly) computed based upon an annual
rate of 0.20% applied to the average daily managed
assets of the Fund (as defined). Because leverage
will increase the amount of the Fund's total
assets, the Fund will pay a greater amount of
advisory and administrative fees when leverage is

11
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Dividends and
Dividend Periods.

Asset Maintenance

utilized.

The table below shows the dividend rates for the
initial rate periods of the Preferred Shares
offered in this Prospectus. For subsequent dividend
periods, Preferred Shares will pay dividends based
on a rate set at auctions, normally held every 7
days. In most instances dividends are also payable
every 7 days, on the first business day following
the end of the rate period. See "Description of
Preferred Shares."

The table below also shows the date from which
dividends on the Preferred Shares will accumulate
at the initial rate, the dividend payment date for
the initial dividend period and the day on which
dividends will normally be paid. If the day on
which dividends otherwise would be paid is not a
business day, then dividends will be paid on the
first business day that falls after that day.

Finally, the table below shows the number of days
of the initial dividend periods for the Preferred
Shares. Subsequent rate periods generally will be 7
days. The dividend payment date for special rate
periods of more than 7 days will be set out in the
notice designating a special rate period. See
"Description of Preferred Shares--Designation of
Special Rate Periods."

Dividend
Payment
Date of Date for Subsequent
Initial Accumulation Initial Dividend
Preferred Dividend of Initital Dividend Payment
Shares Rates Rate Period Day

=

Series
Series
Series W
Series Th
Series F

[

The Fund's Certificate of Vote (the "Certificate"),
attached as Appendix B to the SAI, establishes and
fixes the rights and preferences of the Preferred
Shares. The Certificate provides that the Fund must
maintain:

o asset coverage of the Preferred Shares as required
by the rating agency or agencies rating the
Preferred Shares, and

o asset coverage of the Preferred Shares as required
by the 1940 Act (which currently requires asset

coverage of at least 200%).

Based on the Fund's assets and liabilities as of
December __, 2003, the asset coverage of the

12
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Per
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Redemption.............

Ligquidation
Preference...............

Voting Rights............

Secondary Market

Trading

Preferred Shares as measured pursuant to the 1940

Act would be approximately [ ]% if the Fund were to
issue all Preferred Shares offered in this
Prospectus.

In addition, under the commercial paper program,
the Fund may not permit the Fund's asset coverage
ratio (as defined separately by related credit
agreements) to fall below 300% at any time without
causing an event of default under the credit
agreements.

Although the Fund ordinarily does not expect to
redeem Preferred Shares, it may be required to redeem
shares if, for example, the Fund does not correct a
failure to meet an asset coverage ratio required by
law or a rating agency guideline in a timely manner.
The Fund may also voluntarily redeem Preferred
Shares. See "Description of Preferred
Shares——-Redemption."

The liquidation preference (that is, the amount the
Fund must pay to holders of Preferred Shares if the
Fund is liquidated) for Preferred Shares will be
$25,000 per share plus accumulated but unpaid
dividends, if any, whether or not earned or declared.
See "Description of Preferred Shares--Liquidation."

The 1940 Act requires that the holders of Preferred
Shares, and the holders of any other series of
preferred shares of the Fund, voting as a separate
class, have the right to:

o elect at least two Trustees at all times, and

o elect a majority of the Trustees at any time when
dividends on any series of the Preferred Shares,
or any other series of preferred shares of the
Fund, are unpaid for two full years and will
continue to be so represented until all dividends
in arrears shall have been paid or otherwise
provided for.

The holders of common shares and Preferred Shares,
voting together as a single class will elect the
remaining Trustees. The holders of Preferred
Shares, and the holders of any other series of
preferred shares of the Fund, will vote as a
separate class or series on other matters as
required under the Fund's Agreement and Declaration
of Trust, as amended (the "Declaration of Trust"),
the Certificate, the 1940 Act and Massachusetts
law. Each common share, each Preferred Share, and
each share of any other series of preferred shares
of the Fund is entitled to one vote per share. See
"Description of Preferred Shares--Voting Rights."

Preferred Shares are not listed on an exchange.
Instead, you may buy or sell Preferred Shares at an
auction that is normally held every 7 days by
submitting orders to a broker-dealer that has
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entered into an agreement with the Auction Agent

and the Fund (a "Broker-Dealer") or to a

broker—-dealer that has entered into a separate

agreement with a Broker-Dealer. Broker-dealers may,

but are not obligated to, maintain a secondary
market in Preferred Shares outside of auctions.

There can be no assurance that a secondary market
will develop or, if it does develop, that it will

provide owners with liquidity of investment.

Preferred Shares may be transferred outside of
auctions only to a broker-dealer or such other

persons who may be permitted by the Fund.

Federal Income

................. The distributions with respect to Preferred

Shares (other than distributions in redemption of
Preferred Shares subject to Section 302 (b) of the

Internal Revenue Code of 1986, as amended (the

"Code")) will constitute dividends to the extent of

the Fund's current or accumulated earnings and
profits, as calculated for federal income tax

purposes. Such dividends generally will be taxable
as ordinary income to holders. Because the Fund's

portfolio income will consist principally of
interest income, corporate investors in the

Preferred Shares generally will not be entitled to

the dividends received deduction and individual
investors generally will not be entitled to the

reduced rates of taxation available for qualified

dividend income. Distributions to holders of net
capital gain that are designated by the Fund as

capital gain dividends will be treated as long-term
capital gains in the hands of holders. The Internal
Revenue Service currently requires that a regulated
investment company that has two or more classes of

stock allocate to each such class proportionate

amounts of each type of its income (such as

ordinary income and capital gains). Accordingly,

the Fund intends to designate distributions of net
capital gain made with respect to Preferred Shares

as capital gain dividends in proportion to the
Preferred Shares' share of total dividends paid

during the year.

FINANCIAL HIGHLIGHTS

The table below sets forth selected financial information for a

single common share of beneficial interest of the Fund outstanding throughout

the periods presented.

Fund's independent accountants, whose report, along with the Fund's most
recent financial statements are included in the Fund's SATI.

[Insert 7/31/03 Financial Highlights]

SENIOR SECURITIES

The financial highlights have been audited by the

| Amount of debt | Average daily | Asset coverage|

verage daily

Averag
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balance of
shares

outstanding at |
|
| outstanding
|
|

end of year

per $1,000 of

Fiscal indebtedness

Year ended

|
|
|
| during year

THE FUND

The Fund is a non-diversified, closed-end management investment
company. The Fund was organized as a Massachusetts business trust on April 8,
1998, and is registered under the 1940 Act. The Fund commenced investment
operations on June 23, 1998 upon the closing of an initial public offering of
its common shares of beneficial interest. As of December _ , 2003, the Fund
had total assets of approximately $__ billion and net assets of approximately
$__ billion. On December __, 2003, the Fund had outstanding [ ] common shares.
The Fund's principal office is located at 1 Parkview Plaza, PO Box 5555,
Oakbrook Terrace, Illinois 60181-5555, and its telephone number is
(630) 684-6000.

USE OF PROCEEDS

The estimated net proceeds of this offering will be $[ ] after
payment of offering expenses and the sales load. The Fund will use all of the
net proceeds of the offering to (i) pay down amounts borrowed by the Fund
under its commercial paper program by approximately $[ ] million and (ii)
invest the remaining proceeds in accordance with the Fund's investment
objective and policies as soon as practicable, but in no event, under normal
market conditions, later than three months after the receipt thereof. Pending
such investment, the proceeds may be invested in high-quality, short-term
securities.

CAPITALIZATION

The following table sets forth the unaudited capitalization of the
Fund as of [ ], 2003, and as adjusted to give effect to the issuance of the
Preferred Shares offered hereby and repayments of the commercial paper program
(including estimated offering expenses and sales load of $[ 1) .

As of , 2003
Actual As Adjusted

Shareholders' Equity
Preferred Shares, par value $0.01 per share........cceuieeeennnnen.
(no shares issued; shares issued, as
adjusted, at $25,000 per share liquidation preference)
Common Shares, par value $0.01 per Share, .. ....ui ittt enneneeeeeens
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[ ] shares outstanding
Capital in excess 0f pPar Value . ...ttt ittt eeeeeeeeeeenneeeens
Undistributed net investment income.......... ..ttt ennnnnnns
Net accumulated realized gain (loss) from investment transactions....
Net unrealized depreciation of investments............ciiiiiiinnnn..
Net assets applicable to CommOn SharesS. .. ....ii it tneeeeeenneneeeeens

PORTFOLIO COMPOSITION

Portfolio Characteristics

Portfolio turnover (six months ended December 31, 2000)

Top 10 Senior Loan Industries As A Percentage Of Assets On [ 1, 2003
[TO COME]
Top 10 Senior Loans As A Percentage Of Assets On [ 1, 2003

[TO COME]
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Securities Ratings

The table below reflects the ratings of Senior Loans only,

representing approximately [ ]% of the Fund's total assets, as of [ ], 2003.
NUMBER OF VALUE PERCENTAGE OF
S&P* MOODY 's* ISSUES (IN THOUSANDS) TOTAL ASSETS
AAA Aaa
AL Aal, Aa
A Al
BBB Baal
BB Bal
NR+ NR+
Cash
Total
100.0%
* Ratings: Using the higher of S&P's or Moody's ratings. S&P rating
categories may be modified further by a plus (+) or minus (-) in AA, A,

BBB, BB, B and C ratings. Moody's rating categories may be modified
further by a 1, 2, or 3 in Aa, A, Baa, Ba and B ratings.

+ Senior Loans that are not rated by S&P or Moody's. Such Senior Loans may
be rated by nationally recognized statistical rating organizations other
than S&P or Moody's, or may not be rated by any such organization. With
respect to the percentage of the Fund's assets invested in such Senior
Loans, the Adviser believes that these are of comparable quality to
rated Senior Loans in which the Fund may invest. This determination is
based on the Adviser's own internal evaluation and does not necessarily
reflect how such Senior Loans would be rated by S&P or Moody's if either
were to rate the securities.

INVESTMENT OBJECTIVE, POLICIES AND RISKS
Investment Objective

The Fund's investment objective is to provide a high level of current
income, consistent with preservation of capital.

Investment Policies

The Fund seeks to achieve its objective by investing primarily in a
professionally managed portfolio of Senior Loans to Borrowers which operate in
a variety of industries and geographical regions (including domestic and
foreign entities). Although the Fund's net asset value per common share
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("NAV") will vary, the Fund's policy of acquiring interests in floating or
variable rate Senior Loans is expected to minimize fluctuations in the Fund's
NAV as a result of changes in interest rates. Senior Loans in which the Fund
invests generally pay interest at rates which are periodically redetermined by
reference to a base lending rate plus a premium. These base lending rates are
generally the Prime Rate, LIBOR, a CD rate or other base lending rates used by
commercial lenders. The Fund's NAV may be affected by changes in the credit
quality of Borrowers with respect to Senior Loan interests in which the Fund
invests. Fluctuations in NAV may be magnified as a result of the Fund's use of
leverage. In addition, the Fund's use of leverage may affect the Fund's
ability to make distributions. An investment in the Fund may not be
appropriate for all investors and is not intended to be a complete investment
program. No assurance can be given that the Fund will achieve its investment
objective.

Senior Loans generally are arranged through private negotiations
between a Borrower and Lenders represented in each case by one or more such
Lenders acting as Agent of the several Lenders. On behalf of the several
Lenders, the Agent, which is frequently the commercial bank or other entity
that originates the Senior Loan and the person that invites other parties to
join the lending syndicate, will be primarily responsible for negotiating the
Loan Agreement (s) that establish the relative terms, conditions and rights of
the Borrower and the several Lenders. In larger transactions it is common to
have several Agents; however, generally only one such Agent has primary
responsibility for documentation and administration of the Senior Loan. Agents
are typically paid a fee or fees by the Borrower for their services.

The Fund may invest in Participations in Senior Loans, may purchase
Assignments of portions of Senior Loans from third parties and may act as one
of the group of Original Lenders. In normal market conditions, at least 80% of
the Fund's total assets are invested in Senior Loans (either as an Original
Lender or as a purchaser of an Assignment or Participation) of domestic
borrowers or foreign borrowers (so long as Senior Loans to foreign borrowers
are U.S. dollar denominated and payments of interest and repayments of
principal pursuant to such Senior Loans are required to be made in U.S.
dollars) .

It is anticipated that the proceeds of the Senior Loans in which the
Fund will acquire interests primarily will be used to finance leveraged
buyouts, recapitalizations, mergers, acquisitions, stock repurchases, and, to
a lesser extent, to finance internal growth and for other corporate purposes
of Borrowers. The Fund currently does not intend to acquire interests in
Senior Loans the proceeds of which would be used primarily to finance
construction or real estate development projects. Senior Loans have the most
senior position in a Borrower's capital structure, although some Senior Loans
may hold an equal ranking with other senior securities of the Borrower. The
capital structure of a Borrower may include Senior Loans, senior and junior
subordinated debt (which may include "junk bonds"), preferred stock and common
stock issued by the Borrower, typically in descending order of seniority with
respect to claims on the Borrower's assets. Senior Loans generally are secured
by specific collateral, which may include guarantees. The Fund may invest up
to 20% of its total assets in Senior Loans which are not secured by any
collateral. Senior Loans that are not secured by specific collateral pose a
greater risk of nonpayment of interest or loss of principal than do
collateralized Senior Loans. As discussed below, the Fund may also acquire
warrants, equity securities and junior debt securities issued by a Borrower or
its affiliates as part of a package of investments in the Borrower or its
affiliates. Warrants, equity securities and junior debt securities will not be
treated as Senior Loans and thus assets invested in such securities will not
count toward the 80% of the Fund's total assets that normally will be invested
in Senior Loans. The Fund will acquire such interests in warrants, equity
securities and junior debt securities only as an incident to the intended
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purchase of interests in Senior Loans. In order to borrow money pursuant to
collateralized Senior Loans, a Borrower will frequently, for the term of the
Senior Loan, pledge as collateral assets, including but not limited to,
trademarks, accounts receivable, inventory, buildings, real estate, franchises
and common and preferred stock in its subsidiaries. In addition, in the case
of some Senior Loans, there may be additional collateral pledged in the form
of guarantees or other credit support by and/or securities of affiliates of
the Borrowers. In certain instances, a collateralized Senior Loan may be
secured only by stock in the Borrower or its subsidiaries. Collateral may
consist of assets that may not be readily liquidated, and there is no
assurance that the liquidation of such assets would satisfy fully a Borrower's
obligations under a Senior Loan.

Loan Agreements may include various restrictive covenants designed to
limit the activities of the Borrower in an effort to protect the right of the
Lenders to receive timely payments of interest on and repayment of principal
of the Senior Loans. Restrictive covenants may include mandatory prepayment
provisions arising from excess cash flows and typically include restrictions
on dividend payments, specific mandatory minimum financial ratios, limits on
total debt and other financial tests. Breach of such covenants, if not waived
by the Lenders, is generally an event of default under the applicable Loan
Agreement and may give the Lenders the right to accelerate principal and
interest payments. The Adviser will consider the terms of such restrictive
covenants in deciding whether to invest in Senior Loans for the Fund's
portfolio. When the Fund holds a Participation in a Senior Loan it may not
have the right to vote to waive enforcement of any restrictive covenant
breached by a Borrower. Lenders voting in connection with a potential waiver
of a restrictive covenant may have interests different from those of the Fund
and such Lenders may not consider the interests of the Fund in connection with
their votes.

Senior Loans in which the Fund invests generally pay interest at
rates which are periodically redetermined by reference to a base lending rate
plus a premium. These base lending rates generally are the Prime Rate, LIBOR,
the CD rate or other base lending rates used by commercial lenders. The Prime
Rate quoted by a major U.S. bank is generally the interest rate at which such
bank is willing to lend U.S. dollars to its most creditworthy borrowers
although it may not be the bank's lowest available rate. LIBOR, as provided
for in Loan Agreements, is generally an average of the interest rates quoted
by several designated banks as the rates at which such banks would offer to
pay interest to major financial institutional depositors in the London
interbank market on U.S. dollar denominated deposits for a specified period of
time. The CD rate, as provided for in Loan Agreements, 1is generally the
average rate paid on large certificates of deposit traded in the secondary
market.

The Fund may invest in the Senior Loans of non-U.S. issuers.
Investment in the Senior Loans of non-U.S. issuers involves special risks,
including that non-U.S. issuers may be subject to less rigorous accounting and
reporting requirements than U.S. issuers, less rigorous regulatory
requirements, differing legal systems and laws relating to creditors' rights,
the potential inability to enforce legal judgments, foreclose on collateral,
possible restrictions on expatriation and repatriation of capital and the
potential for political, social and economic adversity.

The Fund is not subject to any restrictions with respect to the
maturity of Senior Loans held in its portfolio. [The Fund's assets invested in
Senior Loans generally consist of Senior Loans with stated maturities of
between three and ten years, inclusive, and with rates of interest which are
redetermined either daily, monthly, quarterly or semi-annually; provided,
however, that the Fund may invest up to 5% of its total assets in Senior Loans
which permit the Borrower to select an interest rate redetermination period of
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up to one year.] Investment in Senior Loans with longer interest rate
redetermination periods may increase fluctuations in the Fund's NAV as a
result of changes in interest rates. The Senior Loans in the Fund's portfolio
will at all times have a dollar-weighted average time until the next interest
rate redetermination of 90 days or less. As a result, as short-term interest
rates increase, interest payable to the Fund from its investments in Senior
Loans should increase, and as short-term interest rates decrease, interest
payable to the Fund from its investments in Senior Loans should decrease. The
amount of time required to pass before the Fund will realize the effects of
changing short-term market interest rates on its portfolio will vary with the
dollar-weighted average time until the next interest rate redetermination on
the Senior Loans in the Fund's portfolio. The Fund may utilize certain
investment practices to, among other things, shorten the effective interest
rate redetermination period of Senior Loans in its portfolio. In such event,
the Fund will consider such shortened period to be the interest rate
redetermination period of the Senior Loan; provided, however, that the Fund
will not invest in Senior Loans which permit the Borrower to select an
interest rate redetermination period in excess of one year. Because most
Senior Loans in the Fund's portfolio will be subject to mandatory and/or
optional prepayment and there may be significant economic incentives for a
Borrower to prepay its loans, prepayments of Senior Loans in the Fund's
portfolio may occur. Accordingly, the actual remaining maturity of the Fund's
portfolio invested in Senior Loans may vary substantially from the average
stated maturity of the Senior Loans held in the Fund's portfolio. [As a result
of expected prepayments from time to time of Senior Loans in the Fund's
portfolio, the Fund estimates that the actual maturity of the Senior Loans
held in its portfolio generally are approximately 18-24 months.]

When interest rates decline, the value of a portfolio invested in
fixed-rate obligations can be expected to rise. Conversely, when interest
rates rise, the value of a portfolio invested in fixed-rate obligations can be
expected to decline. Although the Fund's NAV will vary, the Fund's management
expects the Fund's policy of acquiring interests in floating or variable rate
Senior Loans to minimize fluctuations in NAV as a result of changes in
interest rates. Accordingly, the Fund's management expects the value of the
Fund's portfolio to fluctuate less than a portfolio of fixed-rate, longer term
obligations as a result of interest rate changes. However, changes in
prevailing interest rates can be expected to cause some fluctuation in the
Fund's NAV. In addition to changes in interest rates, changes in the credit
quality of Borrowers will also affect the Fund's NAV. Further, a serious
deterioration in the credit quality of a Borrower could cause a prolonged or
permanent decrease in the Fund's NAV. Fluctuations in NAV may be magnified as
a result of the Fund's use of leverage.

The Fund may purchase and retain in its portfolio a Senior Loan
interest the Borrower with respect to which has filed for protection under the
federal bankruptcy laws or has had an involuntary bankruptcy petition filed
against it by its creditors. The values of such Senior Loan interests, if any,
will reflect, among other things, the Adviser's assessment of the likelihood
that the Fund ultimately will receive full repayment of the principal amount
of such Senior Loan interests, the likely duration, if any, of a lapse in the
scheduled repayment of principal and prevailing interest rates. At times, in
connection with the restructuring of a Senior Loan either outside of
bankruptcy court or in the context of bankruptcy court proceedings, the Fund
may determine or be required to accept equity securities or junior debt
securities in exchange for all or a portion of a Senior Loan interest.
Depending upon, among other things, the Adviser's evaluation of the potential
value of such securities in relation to the price that could be obtained by
the Fund at any given time upon sale thereof, the Fund may determine to hold
such securities in its portfolio. Any equity securities and junior debt
securities held by the Fund will not be treated as Senior Loans and thus will
not count toward the 80% of the Fund's total assets that normally will be
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invested in Senior Loans.

Senior Loans historically have not been rated by nationally
recognized statistical rating organizations. Because of the senior capital
structure position of Senior Loans and the collateralized or guaranteed nature
of most Senior Loans, the Fund and the Adviser believe that ratings of other
securities issued by a Borrower do not necessarily reflect adequately the
relative quality of a Borrower's Senior Loans. Therefore, although the Adviser
may consider such ratings in determining whether to invest in a particular
Senior Loan, the Adviser is not required to consider such ratings and such
ratings will not be the determinative factor in the Adviser's analysis. The
Fund may invest a substantial portion of its assets in Senior Loans, the
Borrowers with respect to which have outstanding debt securities which are
rated below investment grade by a nationally recognized statistical rating
organization or are unrated but of comparable quality to such securities. Debt
securities rated below investment grade or unrated but of comparable quality
commonly are referred to as "junk bonds." The Fund will invest only in those
Senior Loans with respect to which the Borrower, in the opinion of the
Adviser, demonstrates one or more of the following characteristics: sufficient
cash flow to service debt; adequate liquidity; successful operating history;
strong competitive position; experienced management; and, with respect to
collateralized Senior Loans, collateral coverage that equals or exceeds the
outstanding principal amount of the Senior Loan. In addition, the Adviser will
consider, and may rely in part, on the analyses performed by the Agent and
other Lenders, including such persons' determinations with respect to
collateral securing a Senior Loan.

The Fund may invest up to 100% of its assets in Participations. The
selling Lenders and other persons interpositioned between such Lenders and the
Fund with respect to such Participations will likely conduct their principal
business activities in the banking, finance and financial services industries.
Although, as discussed below, the Fund has taken measures which it believes
reduce its exposure to any risks incident to such policy, the Fund may be more
susceptible than an investment company without such a policy to any single
economic, political or regulatory occurrence affecting such industries.
Persons engaged in such industries may be more susceptible than are persons
engaged in some other industry to, among other things, fluctuations in
interest rates, changes in the Federal Open Market Committee's monetary
policy, governmental regulations concerning such industries and concerning
capital raising activities generally and fluctuations in the financial markets
generally.

Participations by the Fund in a Lender's portion of a Senior Loan
typically will result in the Fund having a contractual relationship only with
such Lender, not with the Borrower. As a result, the Fund may have the right
to receive payments of principal, interest and any fees to which it is
entitled only from the Lender selling the Participation and only upon receipt
by such Lender of such payments from the Borrower. In connection with
purchasing Participations, the Fund generally will have no right to enforce
compliance by the Borrower with the terms of the Loan Agreement, nor any
rights with respect to any funds acquired by other Lenders through set-off
against the Borrower and the Fund may not directly benefit from the collateral
supporting the Senior Loan in which it has purchased the Participation. As a
result, the Fund may assume the credit risk of both the Borrower and the
Lender selling the Participation. In the event of the insolvency of the Lender
selling a Participation, the Fund may be treated as a general creditor of such
Lender. The Fund has taken the following measures in an effort to minimize
such risks. The Fund will only acquire Participations if the Lender selling
the Participation, and any other persons interpositioned between the Fund and
the Lender, (i) at the time of investment has outstanding debt or deposit
obligations rated investment grade (BBB or A-3 or higher by S&P or Baa or P-3
or higher by Moody's or determined by the Adviser to be of comparable quality
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and (ii) has entered into an agreement which provides for the holding of
assets in safekeeping for, or the prompt disbursement of assets to, the Fund.
Long-term debt rated BBB by S&P is regarded by S&P as having adequate capacity
to pay interest and repay principal and debt rated Baa by Moody's is regarded
by Moody's as a medium grade obligation, i.e., it is neither highly protected
nor poorly secured. Commercial paper rated A-3 by S&P indicates that S&P
believes such obligations exhibit adequate protection parameters but that
adverse economic conditions or changing circumstances are more likely to lead
to a weakened capacity of the obligor to meet its financial commitment on the
obligation and issues of commercial paper rated P-3 by Moody's are considered
by Moody's to have an acceptable ability for repayment of short-term debt
obligations but the effect of industry characteristics and market compositions
may be more pronounced. The Fund ordinarily will purchase a Participation only
if, at the time of such purchase, the Fund believes that the party from whom
it is purchasing such Participation is retaining an interest in the underlying
Senior Loan. In the event that the Fund does not so believe, it will only
purchase such a Participation if, in addition to the requirements set forth
above, the party from whom the Fund is purchasing such Participation (i) is a
bank, a member of a national securities exchange or other entity designated in
the 1940 Act, as qualified to serve as a custodian for a registered investment
company and (ii) has been approved as a custodian by the Board of Trustees of
the Fund (a "Designated Custodian").

The Fund may also purchase Assignments from Lenders. The purchaser of
an Assignment typically succeeds to all the rights and obligations under the
Loan Agreement of the assigning Lender and becomes a Lender under the Loan
Agreement with the same rights and obligations as the assigning Lender.
Assignments may, however, be arranged through private negotiations between
potential assignees and potential assignors, and the rights and obligations
acquired by the purchaser of an Assignment may differ from, and be more
limited than, those held by the assigning Lender.

When the Fund is an Original Lender originating a Senior Loan it may
share in a fee paid to the Original Lenders. The Fund will never act as the
Agent or principal negotiator or administrator of a Senior Loan. When the Fund
is a Lender, it will have a direct contractual relationship with the Borrower,
may enforce compliance by the Borrower with the terms of the Loan Agreement
and may have rights with respect to any funds acquired by other Lenders
through set-off. Lenders also have full voting and consent rights under the
applicable Loan Agreement. Action subject to Lender vote or consent generally
requires the vote or consent of the holders of some specified percentage of
the outstanding principal amount of the Senior Loan. Certain decisions, such
as reducing the amount or increasing the time for payment of interest on or
repayment of principal of a Senior Loan, or releasing collateral therefor,
frequently require the unanimous vote or consent of all Lenders affected.

The Fund will purchase an Assignment or act as a Lender with respect
to a syndicated Senior Loan only where the Agent with respect to such Senior
Loan at the time of investment has outstanding debt or deposit obligations
rated investment grade (BBB or A-3 or higher by S&P or Baa or P-3 or higher by
Moody's) or determined by the Adviser to be of comparable quality. Further,
the Fund will not purchase interests in Senior Loans unless such Agent, Lender
or interpositioned person has entered into an agreement which provides for the
holding of assets in safekeeping for, or the prompt disbursement of assets to,
the Fund.

Loan Agreements typically provide for the termination of the Agent's
agency status in the event that it fails to act as required under the relevant
Loan Agreement, becomes insolvent, enters Federal Deposit Insurance
Corporation ("FDIC") receivership, or if not FDIC insured, enters into
bankruptcy. Should such an Agent, Lender or assignor with respect to an
Assignment interpositioned between the Fund and the Borrower become insolvent
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or enter FDIC receivership or bankruptcy, any interest in the Senior Loan of
such person and any loan payment held by such person for the benefit of the
Fund should not be included in such person's estate. If, however, any such
amount were included in such person's estate, the Fund would incur certain
costs and delays in realizing payment or could suffer a loss of principal or
interest. In such event, the Fund could experience a decrease in NAV.

The Fund may be required to pay and may receive various fees and
commissions in connection with purchasing, selling and holding interests in
Senior Loans. The fees normally paid by Borrowers may include three types:
facility fees, commitment fees and prepayment penalties. Facility fees are
paid to Lenders upon origination of a Senior Loan. Commitment fees are paid to
Lenders on an ongoing basis based upon the undrawn portion committed by the
Lenders of the underlying Senior Loan. Lenders may receive prepayment
penalties when a Borrower prepays all or part of a Senior Loan. The Fund will
receive these fees directly from the Borrower if the Fund is an Original
Lender, or, in the case of commitment fees and prepayment penalties, if the
Fund acquires an interest in a Senior Loan by way of Assignment. Whether or
not the Fund receives a facility fee from the Lender in the case of an
Assignment, or any fees in the case of a Participation, depends upon
negotiations between the Fund and the Lender selling such interests. When the
Fund is an assignee, it may be required to pay a fee, or forgo a portion of
interest and any fees payable to it, to the Lender selling the Assignment.
Occasionally, the assignor will pay a fee to the assignee based on the portion
of the principal amount of the Senior Loan which is being assigned. A Lender
selling a Participation to the Fund may deduct a portion of the interest and
any fees payable to the Fund as an administrative fee prior to payment thereof
to the Fund. The Fund may be required to pay over or pass along to a purchaser
of an interest in a Senior Loan from the Fund a portion of any fees that the
Fund would otherwise be entitled to.

Pursuant to the relevant Loan Agreement, a Borrower may be required
in certain circumstances, and may have the option at any time, to prepay the
principal amount of a Senior Loan, often without incurring a prepayment
penalty. Because the interest rates on Senior Loans are periodically
redetermined at relatively short intervals, the Fund and the Adviser believe
that the prepayment of, and subsequent reinvestment by the Fund in, Senior
Loans will not have a materially adverse impact on the yield on the Fund's
portfolio and may have a beneficial impact on income due to receipt of
prepayment penalties, if any, and any facility fees earned in connection with
reinvestment.

A Lender may have certain obligations pursuant to a Loan Agreement,
which may include the obligation to make additional loans in certain
circumstances. The Fund currently intends to reserve against such contingent
obligations by segregating a sufficient amount of cash, liquid securities and
liquid Senior Loans as a reserve against such commitments. The Fund will not
purchase interests in Senior Loans that would require the Fund to make any
such additional loans if such additional loan commitments in the aggregate
would exceed 20% of the Fund's total assets or would cause the Fund to fail to
meet the diversification requirements set forth under the heading "Investment
Restrictions" in the SATI.

During normal market conditions, the Fund may invest up to 20% of its
total assets (including assets maintained by the Fund as a reserve against any
additional loan commitments) in (i) high quality, short-term debt securities
with remaining maturities of one year or less and (ii) warrants, equity
securities and junior debt securities acquired in connection with the Fund's
investments in Senior Loans. Such high quality, short-term securities may
include commercial paper rated at least in the top two rating categories of
either S&P or Moody's, or unrated commercial paper considered by the Adviser
to be of similar quality, interests in short-term loans of Borrowers having
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short-term debt obligations rated or a short-term credit rating at least in
such top two rating categories or having no such rating but determined by the
Adviser to be of comparable quality, certificates of deposit and bankers'
acceptances and securities issued or guaranteed by the U.S. government, its
agencies or instrumentalities. Such high quality, short-term securities may
pay interest at rates which are periodically redetermined or may pay interest
at fixed rates. If the Adviser determines that market conditions temporarily
warrant a defensive investment policy, the Fund may invest, subject to its
ability to liquidate its relatively illiquid portfolio of Senior Loans, up to
100% of its assets in cash and such high quality, short-term debt securities.
The Fund will acquire such warrants, equity and junior debt securities only as
an incident to the purchase or intended purchase of interests in
collateralized Senior Loans. Although the Fund generally will acquire
interests in warrants, equity and junior debt securities only when the Adviser
believes that the relative value being given by the Fund in exchange for such
interests is substantially outweighed by the potential value of such
instruments, investment in warrants, equity and Jjunior debt securities entail
certain risks in addition to those associated with investments in Senior
Loans. Warrants and equity securities have a subordinate claim on a Borrower's
assets as compared with debt securities and junior debt securities have a
subordinate claim on such assets as compared with Senior Loans. As such, the
values of warrants and equity securities generally are more dependent on the
financial condition of the Borrower and less dependent on fluctuations in
interest rates than are the values of many debt securities. The values of
warrants, equity securities and junior debt securities may be more volatile
than those of Senior Loans.

The Fund also may invest up to 5% of its total assets in structured
notes with rates of return determined by reference to the total rate of return
on one or more loans referenced in such notes. The rate of return on the
structured note may be determined by applying a multiplier to the rate of
total return on the referenced loan or loans. Application of a multiplier is
comparable to the use of financial leverage, a speculative technique. Leverage
magnifies the potential for gain and the risk of loss; as a result, a
relatively small decline in the wvalue of a referenced note could result in a
relatively large loss in the value of a structured note. Structured notes will
be treated as Senior Loans for purposes of the Fund's policy of normally
investing at least 80% of its assets in Senior Loans.

Use of Leverage

The Fund uses financial leverage for investment purposes. The Fund
has authority to do so through borrowings, including the issuance of debt
securities, or the issuance of preferred shares or through the use of certain
other transactions which have the effect of financial leverage.

Including the proceeds of the offering of the Preferred Shares, it is
currently anticipated that the amount of leverage will represent approximately
[ 1% (and in no event will it exceed 50%) of the Fund's total assets. In
addition to issuing Preferred Shares, the Fund borrows money through a
commercial paper program. It is currently anticipated that the amount of
leverage represented by the commercial paper program will be approximately [
1% of the Fund's total assets. The Fund's obligations under the commercial
paper program are senior to the Preferred Shares. Payments to holders of
Preferred Shares in liquidation or otherwise will be subject to the prior
payment of all outstanding indebtedness, including the Fund's obligations
under the commercial paper program. There can be no assurance that the
commercial paper will remain outstanding or that the Fund will continue such
borrowing.

The use of financial leverage creates the opportunity for increased
net income and NAV appreciation for the Fund's common shares. The concept of
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leveraging is based on the premise that the return on the underlying portfolio
assets (including assets obtained from the leverage) will exceed the costs
related to such leverage. As the differential between the return on the
underlying assets and costs of leverage narrow, the incremental return is
reduced and a decline in the value of portfolio assets may completely offset
the incremental return differential. Leverage creates risks for holders of the
common shares, including the likelihood of greater volatility of NAV and
market price of the common shares, and the risk that fluctuations in interest
rates on borrowings and short-term debt or in the dividend rates on any
preferred shares may affect the return to the holders of the common shares. To
the extent the income or capital growth derived from securities purchased with
funds received from leverage exceeds the cost of leverage, the Fund's return
will be greater than if leverage had not been used. Conversely, if the income
or capital growth from the securities purchased with such funds is not
sufficient to cover the cost of leverage, the return on the Fund will be less
than if leverage had not been used, and therefore the amount available for
distribution to common shareholders as dividends and other distributions will
be reduced. The Fund generally will not utilize financial leverage if it
anticipates that it would result in a lower return to common shareholders over
time. As discussed under "Management of the Fund," the fees paid to the
Adviser and Administrator are calculated on the basis of the Fund's assets
including proceeds from borrowings for leverage and the issuance of preferred
shares, thus those fees will be higher when leverage is utilized.

Capital raised through leverage will be subject to interest costs or
dividend payments which may not exceed the income and appreciation on the
assets purchased. The Fund, among other things, also may be required to
maintain minimum average balances in connection with borrowings or to pay a
commitment or other fee to maintain a line of credit; either of these
requirements will increase the cost of borrowing over the stated interest
rate. The issuance of additional classes of preferred shares involves offering
expenses and other costs and may limit the Fund's freedom to pay dividends on
common shares or to engage in other activities. Borrowings and the issuance of
preferred shares having priority over the Fund's common shares create an
opportunity for greater return per common share, but at the same time such
borrowing is a speculative technique in that it will increase the Fund's
exposure to capital risk. Unless the income and appreciation, if any, on
assets acquired with borrowed funds or offering proceeds exceed the cost of
borrowing or issuing additional classes of securities, the use of leverage
will diminish the investment performance of the Fund compared with what it
would have been without leverage.

Certain types of borrowings may result in the Fund being subject to
covenants in credit agreements, including those relating to asset coverage and
portfolio composition requirements. The Fund may be subject to certain
restrictions on investments imposed by guidelines of one or more Rating
Agencies which may issue ratings for the corporate debt securities or
preferred shares issued by the Fund. These guidelines may impose asset
coverage or portfolio composition requirements that are more stringent than
those imposed by the 1940 Act. It is not anticipated that these covenants or
guidelines will impede the Adviser from managing the Fund's portfolio in
accordance with the Fund's investment objectives and policies. See
"Description of Commercial Paper Arrangements" and "Description of Preferred
Shares."

Under the 1940 Act, the Fund is not permitted to incur indebtedness
unless immediately after such incurrence the Fund has an asset coverage of at
least 300% of the aggregate outstanding principal balance of indebtedness
(i.e., such indebtedness may not exceed 33 1/3% of the Fund's total assets).
Additionally, under the 1940 Act, the Fund may not declare any dividend or
other distribution upon any class of its capital shares, or purchase any such
capital shares, unless the aggregate indebtedness of the Fund has, at the time
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of the declaration of any such dividend or distribution or at the time of any
such purchase, an asset coverage of at least 300% after deducting the amount
of such dividend, distribution, or purchase price, as the case may be. Under
the 1940 Act, the Fund is not permitted to issue preferred shares unless
immediately after such issuance the net asset value of the Fund's portfolio is
at least 200% of the liquidation value of the outstanding preferred shares
(i.e., such liquidation value may not exceed 50% of the Fund's total assets).
In addition, the Fund is not permitted to declare any cash dividend or other
distribution on its common shares unless, at the time of such declaration, the
net asset value of the Fund's portfolio (determined after deducting the amount
of such dividend or other distribution) is at least 200% of such ligquidation
value.

The Fund's willingness to borrow money and issue new securities for
investment purposes, and the amount the Fund will borrow or issue, will depend
on many factors, the most important of which are investment outlook, market
conditions and interest rates. Successful use of a leveraging strategy depends
on Adviser's ability to predict correctly interest rates and market movements,
and there is no assurance that a leveraging strategy will be successful during
any period in which it is employed.

The amount of outstanding borrowings may vary with prevailing market
or economic conditions.

Other Investment Practices

In connection with the investment objective and policies described
above, the Fund may engage in interest rate and other hedging transactions,
lend portfolio holdings, purchase and sell interests in Senior Loans and other
portfolio debt securities on a "when issued" or "delayed delivery" basis, and
enter into repurchase and reverse repurchase agreements. These investment
practices involve certain special risk considerations. The Adviser may use
some or all of the following investment practices when, in the opinion of the
Adviser, their use is appropriate. Although the Adviser believes that these
investment practices may further the Fund's investment objective, no assurance
can be given that these investment practices will achieve this result.

Interest Rate and Other Hedging Transactions. The Fund may enter into
various interest rate hedging and risk management transactions. Certain of
these interest rate hedging and risk management transactions may be considered
to involve derivative instruments. A derivative is a financial instrument
whose performance is derived at least in part from the performance of an
underlying index, security or asset. The values of certain derivatives can be
affected dramatically by even small market movements, sometimes in ways that
are difficult to predict. There are many different types of derivatives, with
many different uses. The Fund expects to enter into these transactions
primarily to seek to preserve a return on a particular investment or portion
of its portfolio, and may also enter into such transactions to seek to protect
against decreases in the anticipated rate of return on floating or variable
rate financial instruments the Fund owns or anticipates purchasing at a later
date, or for other risk management strategies such as managing the effective
dollar-weighted average duration of the Fund's portfolio. In addition, the
Fund may also engage in hedging transactions to seek to protect the value of
its portfolio against declines in NAV resulting from changes in interest rates
or other market changes. The Fund does not intend to engage in such
transactions to enhance the yield on its portfolio or to increase income
available for distributions. Market conditions will determine whether and in
what circumstances the Fund would employ any of the hedging and risk
management techniques described below. The Fund will not engage in any of the
transactions for speculative purposes and will use them only as a means to
hedge or manage the risks associated with assets held in, or anticipated to be
purchased for, the Fund's portfolio or obligations incurred by the Fund. The
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successful utilization of hedging and risk management transactions requires
skills different from those needed in the selection of the Fund's portfolio
securities. The Fund believes that the Adviser possesses the skills necessary
for the successful utilization of hedging and risk management transactions.
The Fund will incur brokerage and other costs in connection with its hedging
transactions.

The Fund may enter into interest rate swaps or purchase or sell
interest rate caps or floors. The Fund will not sell interest rate caps or
floors that it does not own. Interest rate swaps involve the exchange by the
Fund with another party of their respective obligations to pay or receive
interest, e.g., an exchange of an obligation to make floating rate payments
for an obligation to make fixed rate payments. For example, the Fund may seek
to shorten the effective interest rate redetermination period of a Senior Loan
in its portfolio the Borrower to which has selected an interest rate
redetermination period of one year. The Fund could exchange the Borrower's
obligation to make fixed rate payments for one year for an obligation to make
payments that readjust monthly. In such event, the Fund would consider the
interest rate redetermination period of such Senior Loan to be the shorter
period.

The purchase of an interest rate cap entitles the purchaser, to the
extent that a specified index exceeds a predetermined interest rate, to
receive payments of interest at the difference of the index and the
predetermined rate on a notional principal amount (the reference amount with
respect to which interest obligations are determined although no actual
exchange of principal occurs) from the party selling such interest rate cap.
The purchase of an interest rate floor entitles the purchaser, to the extent
that a specified index falls below a predetermined interest rate, to receive
payments of interest at the difference of the index and the predetermined rate
on a notional principal amount from the party selling such interest rate
floor. The Fund will not enter into swaps, caps or floors if, on a net basis,
the aggregate notional principal amount with respect to such agreements
exceeds the net assets of the Fund.

In circumstances in which the Adviser anticipates that interest rates
will decline, the Fund might, for example, enter into an interest rate swap as
the floating rate payor or, alternatively, purchase an interest rate floor. In
the case of purchasing an interest rate floor, if interest rates declined
below the floor rate, the Fund would receive payments from its counterparty
which would wholly or partially offset the decrease in the payments it would
receive in respect of the portfolio assets being hedged. In the case where the
Fund purchases such an interest rate swap, if the floating rate payments fell
below the level of the fixed rate payment set in the swap agreement, the
Fund's counterparty would pay the Fund amounts equal to interest computed at
the difference between the fixed and floating rates over the notional
principal amount. Such payments would offset or partially offset the decrease
in the payments the Fund would receive in respect of floating rate portfolio
assets being hedged.

The successful use of swaps, caps and floors to preserve the rate of
return on a portfolio of financial instruments depends on the Adviser's
ability to predict correctly the direction and extent of movements in interest
rates. Although the Fund believes that use of the hedging and risk management
techniques described above will benefit the Fund, if the Adviser's judgment
about the direction or extent of the movement in interest rates is incorrect,
the Fund's overall performance would be worse than if it had not entered into
any such transactions. For example, if the Fund had purchased an interest rate
swap or an interest rate floor to hedge against its expectation that interest
rates would decline but instead interest rates rose, the Fund would lose part
or all of the benefit of the increased payments it would receive as a result
of the rising interest rates because it would have to pay amounts to its
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counterparty under the swap agreement or would have paid the purchase price of
the interest rate floor.

Inasmuch as these hedging transactions are entered into for
good-faith risk management purposes, the Adviser and the Fund believe such
obligations do not constitute senior securities. The Fund will usually enter
into interest rate swaps on a net basis, i.e., where the two parties make net
payments with the Fund receiving or paying, as the case may be, only the net
amount of the two payments. The net amount of the excess, if any, of the
Fund's obligations over its entitlements with respect to each interest rate
swap will be accrued and an amount of cash or liquid securities having an
aggregate NAV at least equal to the accrued excess will be maintained in a
segregated account by the Fund's custodian. If the Fund enters into a swap on
other than a net basis, the Fund will maintain in the segregated account the
full amount of the Fund's obligations under each such swap. Accordingly, the
Fund does not treat swaps as senior securities. The Fund may enter into swaps,
caps and floors with member banks of the Federal Reserve System, members of
the NYSE or other entities determined by the Adviser, pursuant to procedures
adopted and reviewed on an ongoing basis by the Board of Trustees, to be
creditworthy. If a default occurs by the other party to such transaction, the
Fund will have contractual remedies pursuant to the agreements related to the
transaction but such remedies may be subject to bankruptcy and insolvency laws
which could affect the Fund's rights as a creditor. The swap market has grown
substantially in recent years with a large number of banks and financial
services firms acting both as principals and as agents utilizing standardized
swap documentation. As a result, the swap market has become relatively liquid.
Caps and floors are more recent innovations and they are less liquid than
swaps. There can be no assurance, however, that the Fund will be able to enter
into interest rate swaps or to purchase interest rate caps or floors at prices
or on terms the Adviser believes are advantageous to the Fund. In addition,
although the terms of interest rate swaps, caps and floors may provide for
termination, there can be no assurance that the Fund will be able to terminate
an interest rate swap or to sell or offset interest rate caps or floors that
it has purchased.

New financial products continue to be developed and the Fund may
invest in any such products as may be developed to the extent consistent with
its investment objective and the regulatory and federal tax requirements
applicable to investment companies.

Lending of Portfolio Holdings. The Fund may seek to increase its
income by lending financial instruments in its portfolio in accordance with
present regulatory policies, including those of the Board of Governors of the
Federal Reserve System and the SEC. Such loans may be made, without limit, to
brokers, dealers, banks or other recognized institutional borrowers of
financial instruments and would be required to be secured continuously by
collateral, including cash, cash equivalents or U.S. Treasury bills maintained
on a current basis at an amount at least equal to the market value of the
financial instruments loaned. The Fund would have the right to call a loan and
obtain the financial instruments loaned at any time on five days' notice. For
the duration of a loan, the Fund would continue to receive the equivalent of
the interest paid by the issuer on the financial instruments loaned and also
may receive compensation from the investment of the collateral.

The Fund would not have the right to vote any financial instruments
having voting rights during the existence of the loan, but the Fund could call
the loan in anticipation of an important vote to be taken among holders of the
financial instruments or in anticipation of the giving or withholding of their
consent on a material matter affecting the financial instruments. As with
other extensions of credit, risks of delay in recovery or even loss of rights
in the collateral exist should the borrower of the financial instruments fail
financially. However, the loans would be made only to firms deemed by the

28



Edgar Filing: VAN KAMPEN SENIOR INCOME TRUST - Form N-2

Adviser to be of good standing and when, in the judgment of the Adviser, the
consideration which can be earned currently from loans of this type Jjustifies
the attendant risk. The creditworthiness of firms to which the Fund lends its
portfolio holdings will be monitored on an ongoing basis by the Adviser
pursuant to procedures adopted and reviewed, on an ongoing basis, by the Board
of Trustees of the Fund. No specific limitation exists as to the percentage of
the Fund's assets which the Fund may lend.

"When Issued" and "Delayed Delivery" Transactions. The Fund may also
purchase and sell interests in Senior Loans and other portfolio securities on
a "when issued" and "delayed delivery" basis. No income accrues to the Fund on
such interests or securities in connection with such purchase transactions
prior to the date the Fund actually takes delivery of such interests or
securities. These transactions are subject to market fluctuation; the value of
the interests in Senior Loans and other portfolio debt securities at delivery
may be more or less than their purchase price, and yields generally available
on such interests or securities when delivery occurs may be higher or lower
than yields on the interests or securities obtained pursuant to such
transactions. Because the Fund relies on the buyer or seller, as the case may
be, to consummate the transaction, failure by the other party to complete the
transaction may result in the Fund missing the opportunity of obtaining a
price or yield considered to be advantageous. When the Fund is the buyer in
such a transaction, however, it will maintain, in a segregated account with
its custodian, cash or liquid securities having an aggregate value equal to
the amount of such purchase commitments until payment is made. The Fund will
make commitments to purchase such interests or securities on such basis only
with the intention of actually acquiring these interests or securities, but
the Fund may sell such interests or securities prior to the settlement date if
such sale is considered to be advisable. To the extent the Fund engages in
"when issued" and "delayed delivery" transactions, it will do so for the
purpose of acquiring interests or securities for the Fund's portfolio
consistent with the Fund's investment objective and policies and not for the
purpose of investment leverage. No specific limitation exists as to the
percentage of the Fund's assets which may be used to acquire securities on a
"when issued" or "delayed delivery" basis.

Repurchase Agreements. The Fund may enter into repurchase agreements
(a purchase of, and a simultaneous commitment to resell, a financial
instrument at an agreed upon price on an agreed upon date) only with member
banks of the Federal Reserve System and member firms of the NYSE. When
participating in repurchase agreements, the Fund buys securities from a
vendor, e.g., a bank or brokerage firm, with the agreement that the vendor
will repurchase the securities at a higher price at a later date. Such
transactions afford an opportunity for the Fund to earn a return on available
cash at minimal market risk, although the Fund may be subject to various
delays and risks of loss if the vendor is unable to meet its obligation to
repurchase. Under the 1940 Act, repurchase agreements are deemed to be
collateralized loans of money by the Fund to the seller. In evaluating whether
to enter into a repurchase agreement, the Adviser will consider carefully the
creditworthiness of the vendor. If the member bank or member firm that is the
party to the repurchase agreement petitions for bankruptcy or otherwise
becomes subject to the U.S. Bankruptcy Code, the law regarding the rights of
the Fund is unsettled. The securities underlying a repurchase agreement will
be marked to market every business day so that the value of the collateral is
at least equal to the value of the loan, including the accrued interest
thereon, and the Adviser will monitor the value of the collateral. No specific
limitation exists as to the percentage of the Fund's assets which may be used
to participate in repurchase agreements.

Reverse Repurchase Agreements. The Fund may enter into reverse

repurchase agreements with respect to debt obligations which could otherwise
be sold by the Fund. A reverse repurchase agreement is an instrument under
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which the Fund may sell an underlying debt instrument and simultaneously
obtain the commitment of the purchaser (a commercial bank or a broker or
dealer) to sell the security back to the Fund at an agreed upon price on an
agreed upon date. The Fund will maintain in a segregated account with its
custodian cash or liquid securities in an amount sufficient to cover its
obligations with respect to reverse repurchase agreements. The Fund receives
payment for such securities only upon physical delivery or evidence of book
entry transfer by its custodian. Regulations of the SEC require either that
securities sold by the Fund under a reverse repurchase agreement be segregated
pending repurchase or that the proceeds be segregated on the Fund's books and
records pending repurchase. Reverse repurchase agreements could involve
certain risks in the event of default or insolvency of the other party,
including possible delays or restrictions upon the Fund's ability to dispose
of the underlying securities. An additional risk is that the market value of
securities sold by the Fund under a reverse repurchase agreement could decline
below the price at which the Fund is obligated to repurchase them. Reverse
repurchase agreements will be considered borrowings by the Fund and as such
would be subject to the restrictions on borrowing described in the SAI under
"Investment Restrictions." The Fund will not hold more than 5% of the value of
its total assets in reverse repurchase agreements.

Risk Factors

Risk is inherent in all investing. Before investing you should
consider carefully the following risks that you assume when you invest in
Preferred Shares.

Payment and Redemption Restrictions. Under the terms of the credit
agreements governing the commercial paper program, the Fund is not permitted
to declare dividends or other distributions, including dividends and
distributions with respect to Preferred Shares, or purchase or redeem shares,
including Preferred Shares unless (i) at the time thereof the Fund meets the
Credit Agreements Asset Coverage Test (as defined herein) and (ii) there is no
event of default under the credit facility program.

Leverage Risk. The Fund uses financial leverage for investment
purposes by employing leverage instruments (e.g., borrowing, issuing
commercial paper or notes and preferred shares of beneficial interest). The
amount of leverage represented by the commercial paper program as of July 31,
2003 was approximately [ ]% of the Fund's total assets. It is currently
anticipated that, after issuing the Preferred Shares offered in this
Prospectus and paying down a portion of the commercial paper program with the

proceeds, the amount of leverage will represent approximately [ ]% (and in no
event will it exceed 50%) of the Fund's total assets.

The Fund's leveraged capital structure creates special risks not
associated with unleveraged funds having similar investment objectives and
policies. Borrowed funds pursuant to any credit facility constitute a
substantial lien and burden on the Preferred Shares by reason of their prior
claim against the income of the Fund and against the total assets of the Fund
in liquidation. In the event of a default under the commercial paper program,
the lenders have the right to cause a liquidation of the collateral (i.e.,
sell Senior Loans and other assets of the Fund) and if any such default is not
cured within five days of written notice by the lenders, the lenders can
control the liquidation as well.

The Fund reserves the right at any time, if it believes that market
conditions are appropriate, to increase its level of debt or other senior
securities to maintain or increase the Fund's current level of leverage to the
extent permitted by the 1940 Act and existing agreements between the Fund and
third parties. It is anticipated that the Fund may reborrow amounts under the
commercial paper program as investment opportunities in additional Senior
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Loans become available.

Because the fees paid to the Adviser and Administrator will be
calculated on the basis of the Fund's managed assets, those fees are higher
when leverage is utilized, giving the Adviser and Administrator an incentive
to utilize leverage.

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

Secondary Market Risk. Preferred Shares will not be listed on a stock
exchange or the Nasdag Stock market. Broker-dealers may maintain a secondary
trading market in Preferred Shares outside of auctions, but may discontinue
this activity any time. You may transfer Preferred Shares outside of auctions
only to or through a broker-dealer or such other persons who may be permitted
by the Fund. If you try to sell your Preferred Shares between auctions, you
may not be able to sell any or all of your shares, or you may not be able to
sell them for $25,000 per share or $25,000 per share plus accumulated
dividends. If the Fund has designated a special rate period (a rate period of
more than 7 days), changes in interest rates could affect the price you would
receive if you sold your shares in the secondary market. Broker-dealers that
maintain a secondary trading market for Preferred Shares are not required to
maintain this market, and the Fund is not required to redeem shares either if
an auction or an attempted secondary market sale fails because of a lack of
buyers. Preferred Shares are not registered on a stock exchange or the NASDAQ
stock market. If you sell your Preferred Shares to a broker-dealer between
auctions, you may receive less than the price you paid for them, especially
when market interest rates have risen since the last auction and especially
during a special rate period.

Ratings and Asset Coverage Risk. While Moody's and S&P assign ratings
of "RAaa" or "AAA" to the Preferred Shares, respectively, the ratings do not
eliminate or necessarily mitigate the risks of investing in Preferred Shares.
A rating agency could downgrade Preferred Shares, which may make the shares
less liquid at an auction or in the secondary market. If a rating agency
downgrades Preferred Shares, the dividend rate on the Preferred Shares will be
the applicable maximum rate based on the credit rating of the Preferred
Shares. See "Description of Preferred Shares" for a description of the asset
maintenance tests the Fund must meet.

The following are general risks of investing in the Fund:

Credit Risks and Realization of Investment Objective. Senior Loans,
like other corporate debt obligations, are subject to the risk of non-payment
of scheduled interest or principal. Such non-payment would result in a
reduction of income to the Fund, a potential reduction in the wvalue of the
Senior Loan experiencing non-payment and a potential decrease in the NAV of
the Fund. Because the primary source of income for the Fund is the interest
and principal payments on the Senior Loans in which it invests, any payment
default by an issuer of a Senior Loan would have a negative impact on the
Fund's ability to pay dividends on the common shares or Preferred Shares, and
could result in the redemption of some or all of the Preferred Shares. As of
July 31, 2003, approximately [ 1% of the Fund's net assets and [ ]% of total
assets consisted of non-performing Senior Loans.
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Although, with respect to collateralized Senior Loans, the Fund
generally will invest only in Senior Loans that the Adviser believes are
secured by specific collateral, which may include guarantees, the value of
which exceeds the principal amount of the Senior Loan at the time of initial
investment, there can be no assurance that the liquidation of any such
collateral would satisfy the Borrower's obligation in the event of non-payment
of scheduled interest or principal payments, or that such collateral could be
readily ligquidated. In the event of bankruptcy of a Borrower, the Fund could
experience delays or limitations with respect to its ability to realize the
benefits of the collateral securing a Senior Loan. To the extent that a Senior
Loan is collateralized by stock in the Borrower or its subsidiaries, such
stock may lose all or substantially all of its wvalue in the event of
bankruptcy of the Borrower. The Agent generally 1is responsible for determining
that the Lenders have obtained a perfected security interest in the collateral
securing the Senior Loan. In the event that the Fund does not believe that a
perfected security interest has been obtained with respect to a collateralized
Senior Loan, the Fund will only obtain an interest in such Senior Loan if the
Agent is a Designated Custodian. Some Senior Loans in which the Fund may
invest are subject to the risk that a court, pursuant to fraudulent conveyance
or other similar laws, could subordinate such Senior Loans to presently
existing or future indebtedness of the Borrower or take other action
detrimental to the holders of Senior Loans, such as the Fund, including, under
certain circumstances, invalidating such Senior Loans. Lenders commonly have
certain obligations pursuant to the Loan Agreement, which may include the
obligation to make additional loans or release collateral in certain
circumstances.

On behalf of the several Lenders, the Agent generally will be
required to administer and manage the Senior Loan and, with respect to
collateralized Senior Loans, to service or monitor the collateral. In this
connection, the valuation of assets pledged as collateral will reflect market
value and the Agent may rely on independent appraisals as to the value of
specific collateral. The Agent, however, may not obtain an independent
appraisal as to the value of assets pledged as collateral in all cases. The
Fund normally will rely primarily on the Agent (where the Fund is an Original
Lender or owns an Assignment) or the selling Lender (where the Fund owns a
Participation) to collect principal of and interest on a Senior Loan.
Furthermore, the Fund usually will rely on the Agent (where the Fund is an
Original Lender or owns an Assignment) or the selling Lender (where the Fund
owns a Participation) to monitor compliance by the Borrower with the
restrictive covenants in the Loan Agreement and notify the Fund of any adverse
change in the Borrower's financial condition or any declaration of insolvency.
Collateralized Senior Loans will frequently be secured by all assets of the
Borrower that qualify as collateral, which may include common stock of the
Borrower or its subsidiaries. Additionally, the terms of the Loan Agreement
may require the Borrower to pledge additional collateral to secure the Senior
Loan, and enable the Agent, upon proper authorization of the Lenders, to take
possession of and liquidate the collateral and to distribute the liquidation
proceeds pro rata among the Lenders. If the terms of a Senior Loan do not
require the Borrower to pledge additional collateral in the event of a decline
in the value of the original collateral, the Fund will be exposed to the risk
that the value of the collateral will not at all times equal or exceed the
amount of the Borrower's obligations under the Senior Loan. Lenders that have
sold Participation interests in such Senior Loan will distribute liquidation
proceeds received by the Lenders pro rata among the holders of such
Participations. The Adviser will also monitor these aspects of the Fund's
investments and, where the Fund is an Original Lender or owns an Assignment,
will be directly involved with the Agent and the other Lenders regarding the
exercise of credit remedies.

Senior Loans in which the Fund will invest historically have not been
rated by a nationally recognized statistical rating organization, will not be
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registered with the SEC or any state securities commission and will not be
listed on any national securities exchange. Although the Fund will generally
have access to financial and other information made available to the Lenders
in connection with Senior Loans, the amount of public information available
with respect to Senior Loans will generally be less extensive than that
available for rated, registered or exchange listed securities. As a result,
the performance of the Fund and its ability to meet its investment objective
is more dependent on the analytical ability of the Adviser than would be the
case for an investment company that invests primarily in rated, registered or
exchange listed securities.

To the extent that legislation or state or federal regulators that
regulate certain financial institutions impose additional requirements or
restrictions with respect to the ability of such institutions to make loans in
connection with highly leveraged transactions, the availability of Senior Loan
interests for investment by the Fund may be adversely affected. In addition,
such requirements or restrictions may reduce or eliminate sources of financing
for certain Borrowers. Further, to the extent that legislation or federal or
state regulators that regulate certain financial institutions require such
institutions to dispose of Senior Loan interests relating to highly leveraged
transactions or subject such Senior Loan interests to increased regulatory
scrutiny, such financial institutions may determine to sell such Senior Loan
interests in a manner that results in a price which, in the opinion of the
Adviser, 1is not indicative of fair value. Were the Fund to attempt to sell a
Senior Loan interest at a time when a financial institution was engaging in
such a sale with respect to such Senior Loan interest, the price at which the
Fund could consummate such a sale might be adversely affected.

Limited Secondary Market For Senior Loans. Although it is growing,
the secondary market for Senior Loans is currently limited. Senior Loans, at
present, generally are not readily marketable and may be subject to
restrictions on resale. Interests in Senior Loans generally are not listed on
any national securities exchange or automated quotation system and no active
trading market may exist for many of the Senior Loans in which the Fund will
invest. To the extent that a secondary market may exist for certain of the
Senior Loans in which the Fund invests, such market may be subject to
irregular trading activity, wide bid/ask spreads and extended trade settlement
periods. Senior Loans are thus relatively illiquid, which illiquidity may
impair the Fund's ability to realize the full value of its assets in the event
of a voluntary or involuntary liquidation of such assets. Liquidity relates to
the ability of the Fund to sell an investment in a timely manner. The market
for relatively illiquid securities tends to be more volatile than the market
for more liquid securities. The Fund has no limitation on the amount of its
assets which may be invested in securities which are not readily marketable or
are subject to restrictions on resale. The substantial portion of the Fund's
assets invested in Senior Loan interests may restrict the ability of the Fund
to dispose of its investments in a timely fashion and at a fair price, and
could result in capital losses to the Fund and holders of common shares.
However, many of the Senior Loans in which the Fund expects to purchase
interests are of a relatively large principal amount and are held by a
relatively large number of owners which should, in the Adviser's opinion,
enhance the relative liquidity of such interests. The risks associated with
illiquidity are particularly acute in situations where the Fund's operations
require cash, such as when the Fund tenders for its Common Shares, and may
result in the Fund borrowing to meet short-term cash requirements.

Interest Rate Risk. When interest rates decline, the value of a
portfolio invested in Senior Loans may rise. Conversely, when interest rates
rise, the value of a portfolio invested in Senior Loans may decline. Interest
rates are at historical lows and, as a result, it is likely that they will
rise. Because floating or variable rates on Senior Loans only reset
periodically, changes in prevailing interest rates may cause some fluctuations
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in the Fund's NAV. Similarly, a sudden and significant increase in market
interest rates may cause a decline in the Fund's NAV. A material decline in
the Fund's NAV may impair the Fund's ability to maintain required levels of
asset coverage.

Investment in Non-US Issuers. The Fund may invest in Senior Loans and
debt securities of borrowers that are organized or located in countries other
than the United States, provided that such Senior Loans and debt securities
are denominated in U.S. dollars and provide for the payment of interest and
repayment of principal in U.S. dollars. Investments in non-U.S. issuers
involves special risks, including that non-U.S. issuers may be subject to less
rigorous accounting and reporting requirements than U.S. issuers, less
rigorous regulatory requirements, differing legal systems and laws relating to
creditors' rights, the potential inability to enforce legal judgments,
foreclose on collateral, possible restrictions on expatriation and
repatriation of capital and the potential for political, social and economic
adversity.

Leverage. Under the requirements of the 1940 Act, the value of the
Fund's total assets, less all liabilities and indebtedness of the Fund not
represented by senior securities, must be at least equal, immediately after
any borrowing, to 300% of the aggregate value of borrowings represented by
senior securities. Any lender with respect to borrowings by the Fund may
require additional asset coverage provisions as well as restrictions on the
Fund's investment practices.

Under the requirements of the 1940 Act, the value of the Fund's total
assets, less all liabilities and indebtedness of the Fund not represented by
senior securities, must at least be equal, immediately after the issuance of
any Preferred Shares, to 200% of the aggregate liquidation value of the
Preferred Shares plus the aggregate amount of senior securities representing
indebtedness. The liquidation value of the Preferred Shares is equal their
aggregate original purchase price plus a redemption premium, if any, together
with any accrued and unpaid dividends thereon (on a cumulative basis), whether
or not earned or declared. The Fund seeks an "Aaa" rating by Moody's and an
"AAA" rating from Fitch for the Preferred Shares in connection with such a
rating of the Preferred Shares, asset coverage provisions in addition to and
more stringent than those required by the 1940 Act are imposed. In addition,
restrictions are imposed on certain investment practices in which the Fund may
otherwise engage. The rating agency requirements impose certain minimum issue
size, issuer geographical diversification and other requirements for
determining portfolio assets that are eligible for computing compliance with
their asset coverage requirements. A rating of the Preferred Shares does not
reflect a direct assessment of the credit quality of the Fund's portfolio and
is not an assessment of the investment characteristics of the common shares.
If the Fund's ratings on the Preferred Shares is subsequently lowered or
withdrawn, the Fund would likely be required to pay higher dividends on the
Preferred Shares. See "Description of Preferred Shares."

Investors should note that there are risks associated with issuing
Preferred Shares or borrowing in an effort to increase the yield on the common
shares, including higher volatility of both the NAV and the market value of
the common shares, and that fluctuations in the dividend rates on the
Preferred Shares or interest rates on the borrowing may affect the yield to
the common shareholders. So long as the Fund is able to realize a higher
return after expenses on its investment of the proceeds of the Preferred
Shares offering or of any borrowing than the then current dividend rates on
the Preferred Shares or interest rate on the borrowing, the effect of the
leverage will be to cause the common shareholders to realize a higher current
rate of return than if the Fund were not so leveraged. On the other hand, to
the extent that the then current dividend rates on the Preferred Shares or
interest rate on the borrowing approaches the return on such proceeds after
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expenses or the value of portfolio securities otherwise decline, the benefit
of leverage to the common shareholders may be reduced or eliminated and could
even result in a lower rate of return to the common shareholders than if the
Fund were not leveraged. Since any decline in the net asset value of the
Fund's investments is borne entirely by the common shareholders, the effect of
leverage in a declining market would result in a greater decrease in net asset
value to the common shareholders than if the Fund were not so leveraged. Any
such decrease would likely be reflected in a decline in the market price for
common shares. The floating or variable rate nature of Senior Loans in which
the Fund invests helps mitigate against the risks of increased dividend or
interest costs as a result of increasing interest rates. The Adviser may also
seek to manage certain of the risks of financial leverage in anticipation of
changes in interest rates in a number of ways, including extending the length
of the dividend period on any Preferred Shares or interest rate period on any
borrowing so as to fix a dividend or an interest rate for a period of time,
"deleveraging" the Fund by redeeming all or a portion of the outstanding
Preferred Shares or repaying all or a portion of any outstanding borrowing,
entering into certain transactions in an effort to hedge against changes in
interest rates and purchasing securities the terms of which have elements of,
or are similar in effect to, certain hedging transactions in which the Fund
may engage. There can be no assurance that the Adviser can successfully manage
the risks of leverage.

The issuance of Preferred Shares or borrowing by the Fund entails
certain initial costs and expenses and certain ongoing administrative and
accounting expenses. These costs and expenses will be borne by the Fund and
will reduce the income or net assets available to common shareholders. If the
Fund's current investment income were not sufficient to meet dividend
requirements on any Preferred Shares or interest expenses on any borrowing,
the Fund might have to liquidate certain of its investments in order to meet
required dividend or interest payments, thereby reducing the net asset value
attributable to the Fund's common shares. In addition, the Fund is not
permitted to declare any cash dividend or other distribution on its common
shares unless, at the time of such declaration, the Fund meets certain asset
coverage requirements (determined after deducting the amount of such dividend
or distribution). Such prohibition on the payment of dividends or other
distributions might impair the ability of the Fund to maintain its
qualification, for federal income tax purposes, as a regulated investment
company. The Fund intends, however, to the extent possible to purchase or
redeem Preferred Shares from time to time or to repay borrowing, which may
involve the payment by the Fund of a premium and the sale by the Fund of
portfolio securities at a time when it may be disadvantageous to do so, to
maintain such asset coverage requirements. Subject to the restrictions of the
1940 Act, the Fund may "releverage" through the reissuance of Preferred Shares
or incurrence of new borrowing, and in connection with which the Fund, and
indirectly the common shareholders, would incur the expenses of such
releveraging.

If there are no preferred shares issued and outstanding, common
shareholders elect all of the Trustees of the Fund. If there are preferred
shares issued and outstanding, holders of any preferred shares, including the
Preferred Shares, elect two Trustees. Under the 1940 Act, upon failure by the
Fund to pay dividends on the Preferred Shares in an amount equal to two full
years' dividends arrearage, the holders of preferred shares, including the
Preferred Shares, are entitled to elect a majority of the Board of Trustees
until all such dividends arrearage has been paid or provided for.

The lenders with respect to any borrowing by the Fund may be entitled
to elect a majority of the Board of Trustees if certain asset coverage
requirements are not maintained. In addition, failure to maintain certain
asset coverage requirements may result in a default under the terms of any
Preferred Shares or borrowing. The terms of any borrowing may entitle holders
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of the Preferred Shares or lenders, as the case may be, to elect a majority of
the Board of Trustees in certain other circumstances.

Restrictions imposed on the declaration and payment of dividends or
other distributions to the holders of the Fund's common shares and Preferred
Shares, both by the 1940 Act and by reason of requirements imposed by lenders
and rating agencies, might impair the Fund's ability to maintain its
qualification as a regulated investment company for federal income tax
purposes. While the Fund intends to pay down borrowings and redeem Preferred
Shares in order to permit the Fund to distribute its income as required to
maintain its qualification as a regulated investment company under the Code,
there can be no assurance that such actions can be effected in time to meet
Code requirements. See "Federal Taxation"

Income Risk. The Fund invests primarily in Senior Loans whose
interest rates reset frequently. If market interest rates fall, these interest
rates will be reset at lower levels, reducing the Fund's income.

Non-Diversification. The Fund has registered as a "non-diversified"
investment company so that, subject to its investment restrictions, it will be
able to invest more than 5% of the value of its assets in the obligations of
any single issuer, including Senior Loans of a single Borrower or
Participations purchased from a single Lender. See "Investment Restrictions"
in the SAI. The Fund does not intend, however, to invest more than 5% of the
value of its assets in interests in Senior Loans of a single Borrower. To the
extent the Fund invests a relatively high percentage of its assets in
obligations of a limited number of issuers, the Fund will be more susceptible
than a more widely diversified investment company to any single corporate,
economic, political or regulatory occurrence.

DESCRIPTION OF COMMERCIAL PAPER ARRANGEMENTS

The Fund has entered into a $700 million revolving credit agreement
with VVR Funding LLC, a Delaware limited liability company whose sole purpose
is the issuance of commercial paper. VVR Funding LLC has the authority to
issue a maximum of $700 million of commercial paper, at a discount, with
maturities of up to 180 days, the proceeds of which are used to make advances
of the Fund. This revolving credit agreement is secured by the assets of the
Fund. For the fiscal year ended July 31, 2003, the average daily balance of
borrowings under the revolving credit agreement was $472,686,578 with a
weighted average interest rate of 1.35%.

The credit agreements governing the revolving credit agreement (the
"Credit Agreements") include usual and customary covenants for their
respective type of transaction, including limits on the Fund's ability to (i)
issue preferred shares, (ii) incur liens or pledge portfolio securities, (iii)
change its investment objective or fundamental investment restrictions without
the approval of lenders, (iv) make changes in any of its business objectives,
purposes or operations that could result in a material adverse effect, (v)
make any changes in its capital structure, (vi) amend the Fund documents in a
manner which could adversely affect the rights, interests or obligations of
any of the lenders, (vii) engage in any business other than the businesses
currently engaged in, (viii) create, incur, assume or permit to exist certain
debt except for certain specified types of debt, and (ix) permit any of its
ERISA affiliates to cause or permit to occur an event that could result in the
imposition of a lien under the Code or ERISA. In addition, the Credit
Agreements do not permit the Fund's asset coverage ratio (as defined in the
Credit Agreements) to fall below 300% at any time (the "Credit Agreements
Asset Coverage Test").

The Credit Agreements limit the Fund's ability to pay dividends or
make other distributions, including with respect to the Preferred Shares, or
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purchase or redeem shares, including Preferred Shares, unless the Fund
complies with the Credit Agreements Asset Coverage Test. In addition, the
Credit Agreements do not permit the Fund to declare dividends or other
distributions with respect to the Preferred Shares or purchase or redeem
shares of Preferred Shares (i) at any time that an event of default under a
Credit Agreement for the credit facility program has occurred and is
continuing; or (ii) if, after giving effect to such declaration, the Fund
would not meet the asset coverage ratios set forth in the Credit Agreements.

Under the requirements of the 1940 Act, the Fund must have asset
coverage of at least 300% immediately after any borrowing, including
borrowings under the credit facility program. For this purpose, asset coverage
means the ratio which the value of the total assets of the Fund, less
liabilities and indebtedness not represented by senior securities, bears to
the aggregate amount of borrowings representing indebtedness of the Fund.

The Credit Agreements have specified events of default which permit
the lenders to seek remedies against the assets of the Fund. These events of
default are customary for the types of transaction reflected by the Credit
Agreements and include: (i) cross-default and cross—acceleration events with
respect to the Fund or the Adviser; (ii) a bankruptcy or insolvency event with
respect to the Fund or Adviser; (iii) specified judgments against the Fund or
Adviser; (iv) misrepresentations by the Fund or Adviser to the lenders; (v)
liens by certain governmental agencies against the Fund or Adviser; (vi)
failure for the lenders to have a first priority perfected security interest
in the assets of the Fund; (vii) material modifications of certain specified
transaction documents; (viii) a material reduction in the value of the Fund's
investments; (ix) change of control or change of management in the Adviser;
and (x) failure to comply with terms of the Credit Agreements.

Without preferred shares issued and outstanding, common shareholders
elect all of the Trustees of the Fund. With preferred shares issued and
outstanding, holders of any preferred shares, including the Preferred Shares,
will elect two Trustees. Under the 1940 Act, upon failure by the Fund to pay
dividends on the Preferred Shares in an amount equal to two full years'
dividends arrearage, the holders of preferred shares, including the Preferred
Shares, shall be entitled to elect a majority of the Board of Trustees until
all such dividends arrearage has been paid or provided for.

The lenders with respect to any borrowing by the Fund may be entitled
to elect a majority of the Board of Trustees if certain asset coverage
requirements are not maintained. In addition, failure to maintain certain
asset coverage requirements may result in a default under the terms of any
Preferred Shares or borrowing. The terms of any borrowing may entitle holders
of the Preferred Shares or lenders, as the case may be, to elect a majority of
the Board of Trustees in certain other circumstances. See "Description of
Capital Structure."

NET ASSET VALUE

The net asset value per share of the Fund's common shares is
determined by calculating the total value of the Fund's assets, including
assets attributable to any Preferred Shares outstanding, deducting its total
liabilities, and dividing the result by the number of common shares
outstanding. The net asset value will be computed on each business day as of
5:00 p.m. Eastern time. The Fund reserves the right to calculate the net asset
value more frequently if deemed desirable.

Senior Loans will be valued by the Fund following valuation
guidelines established and periodically reviewed by the Fund's Board of
Trustees. Under the valuation guidelines, Senior Loans and securities for
which reliable market quotes are readily available are valued at the mean of
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such bid and ask quotes and all other Senior Loans, securities and assets of
the Fund are valued at fair value in good faith following procedures
established by the Board of Trustees. Senior Loans will be valued by
independent pricing sources approved by the Fund's Board of Trustees, and
values for certain Senior Loans may be based upon pricing models developed,
maintained and operated by those pricing sources or valued by the Adviser by
considering a number of factors including consideration of market indicators,
transactions in instruments which the Adviser believes may be comparable
(including comparable credit quality, interest rate, interest rate
redetermination period and maturity), the credit worthiness of the Borrower,
the current interest rate, the period until next interest rate redetermination
and the maturity of such Senior Loan interests. Consideration of comparable
instruments may include commercial paper, negotiable certificates of deposit
and short-term variable rate securities which have adjustment periods
comparable to the Senior Loan interests in the Fund's portfolio. The fair
value of Senior Loans are reviewed and approved by the Fund's Valuation
Committee and by the Fund's Trustees. To the extent that an active secondary
trading market in Senior Loan interests develops to a reliable degree, the
Fund may rely to an increasing extent on market prices and quotations in
valuing Senior Loan interests in the Fund's portfolio. The Fund and Trustees
will continue to monitor developments in the Senior Loan market and will make
modifications to the current valuation methodology as deemed appropriate.

It is expected that the Fund's net asset value will fluctuate as a
function of interest rate and credit factors. Because of the short-term,
adjustable rate nature of such instruments held by the Fund, however, the
Fund's net asset value is expected to fluctuate less in response to changes in
interest rates than the net asset values of investment companies with
portfolios consisting primarily of traditional longer-term, fixed-income
securities. In light of the senior nature of Senior Loan interests that may be
included in the Fund's portfolio and taking into account the Fund's access to
non-public information with respect to Borrowers relating to such Senior Loan
interests, the Fund does not currently believe that consideration on a
systematic basis of ratings provided by any nationally recognized statistical
rating organization or price fluctuations with respect to long- or short-term
debt of such Borrowers subordinate to the Senior Loans of such Borrowers is
necessary for a determination of the value of such Senior Loan interests.
Accordingly, the Fund generally will not systematically consider (but may
consider in certain instances) and, in any event, will not rely upon such
ratings or price fluctuations in determining the value of Senior Loan
interests in the Fund's portfolio.

Securities other than Senior Loans held in the Fund's portfolio
(other than short-term obligations, but including listed issues) may be valued
on the basis of prices furnished by one or more pricing services that
determine prices for normal, institutional-size trading units of such
securities using market information, transactions for comparable securities
and various relationships between securities that are generally recognized by
institutional traders. In certain circumstances, portfolio securities will be
valued at the last sale price on the exchange that is the primary market for
the securities, or the last quoted bid price for those securities for which
the over-the-counter market is the primary market or for listed securities in
which there were no sales during the day. The value of interest rate swaps
will be determined in accordance with a discounted present value formula and
then confirmed by obtaining a bank quotation.

Short-term obligations held by the Fund that mature in 60 days or
less are valued at amortized cost, if their original term to maturity when
acquired by the Fund was 60 days or less, or are valued at amortized cost
using their value on the 61lst day prior to maturity, if their original term to
maturity when acquired by the Fund was more than 60 days, unless in each case
this is determined not to represent fair value. Repurchase agreements will be
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valued at cost plus accrued interest. Securities for which there exist no
price quotations or valuations and all other assets are valued at fair value
as determined in good faith by or on behalf of the Trustees.

DESCRIPTION OF PREFERRED SHARES

The following is a brief description of the terms of the Preferred
Shares. For the complete terms of the Preferred Shares, you may refer to the
Fund's Certificate filed as an exhibit to the Fund's registration statement on
Form N-2.

The Fund's Declaration of Trust authorizes the issuance of up to
100,000,000 shares of beneficial interest with preference rights, including
the Preferred Shares, having a par value of $0.01 per share, in one or more
series, with rights as determined by the Board of Trustees, by action of the
Board of Trustees without the approval of the common shareholders.

Under the requirements of the 1940 Act, the Fund must, immediately
after the issuance of the Preferred Shares, have an "asset coverage" of at
least 200%. With respect to the Preferred Shares, asset coverage means the
ratio which the value of the total assets of the Fund, less all liability and
indebtedness not represented by senior securities (as defined in the 1940
Act), bears to the aggregate amount of senior securities representing
indebtedness of the Fund, if any, plus the aggregate liquidation preference of
the Preferred Shares.

Liquidation Preference

In the event of any voluntary or involuntary liquidation, dissolution
or winding up of the Fund, the terms of the Preferred Shares may entitle the
holders of Preferred Shares to receive a preferential liquidating distribution
(expected to equal the original purchase price per share plus redemption
premium, if any, together with accrued and unpaid dividends, whether or not
earned or declared and on a cumulative basis) before any distribution of
assets is made to holders of common shares but after payment is made with
respect to outstanding commercial paper or any other senior obligations of the
Fund. After payment of the full amount of the liquidating distribution to
which they are entitled, the Preferred Shareholders would not be entitled to
any further participation in any distribution of assets by the Fund.

Summary of Auction Procedures

The following is a brief summary of the auction procedures. They are
described in more detail in the SAI. The auction determines the dividend rate
for Preferred Shares, but the dividend rate will not be higher than the
maximum rate. See "Description of Preferred Shares —-- Dividends and Dividend
Periods." You may buy, sell or hold Preferred Shares in the auction.

If you own shares of Preferred Shares, you may instruct, orally or in
writing, a broker-dealer to enter an order in the auction. Existing holders of
Preferred Shares can enter three kinds of orders regarding their Preferred
Shares: sell, bid, and hold.

o Sell Order - If you enter a sell order, you indicate that you
want to sell shares of such series at $25,000 per share, without
regard to applicable rate for such series for the next dividend
period.

o Bid - If you enter a bid (or "hold at a rate") order, you
indicate that you want to sell shares of such series at $25,000
per share only if the next rate period's dividend rate is less
than the rate you specify in a bid.
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o Hold Order - If you enter a hold order, you indicate that you
want to continue to own such series, without regard to the
applicable rate for shares of such series for the next dividend
period.

You may submit different types of orders for your Preferred Shares,
as well as orders for additional Preferred Shares. All orders must be for
whole shares. All orders you submit are irrevocable. There are a fixed number
of Preferred Shares, and the dividend rate likely will vary from auction to
auction depending on the number of bidders, the number of shares the bidders
seek to buy, and general economic conditions including current interest rates.
If you own Preferred Shares and submit a bid higher than the maximum rate,
your bid will be treated as a sell order. If you do not enter an order, the
broker-dealer will assume that you want to continue to hold Preferred Shares,
but if you fail to submit an order and the rate period is longer than 7 days,
the broker-dealer will treat your failure to submit a bid as a sell order.

If you do not currently own Preferred Shares, or want to buy more
shares, you may instruct a broker-dealer to enter a bid order to buy shares in
an auction at $25,000 per share at or above a specified dividend rate. If your
bid specifies a rate higher than the maximum rate, your order will not be
accepted.

Broker-dealers will submit orders from existing and potential
shareholders to the auction agent. Neither the Fund nor the auction agent will
be responsible for a broker-dealer's failure to submit orders from existing
shareholders and potential shareholders. A broker-dealer's failure to submit
orders for Preferred Shares held by it or its customers will be treated in the
same manner as a shareholder's failure to submit an order to the
broker-dealer. A broker-dealer may submit orders to the auction agent for its
own account provided it is not an affiliate of the Fund.

The auction agent after each auction for Preferred Shares will pay to
each broker-dealer, from funds provided by the Fund, a service charge at the
annual rate of 1/4 of 1% in the case of any auction immediately preceding a
seven-day rate period, or a percentage agreed to by the Fund and the
broker-dealers, in the case of any auction immediately preceding a special
dividend period, of the purchase price of Preferred Shares placed by the
broker—-dealers at the auction.

If the number of Preferred Shares subject to bid orders with a
dividend rate equal to or lower than the maximum rate for Preferred Shares is
at least equal to the number of Preferred Shares subject to sell orders, then
the dividend rate for the next rate period will be the lowest rate submitted
which, taking into account that rate and all lower rates submitted in order
from existing and potential shareholders, would result in existing and
potential shareholders owning all the Preferred Shares available for purchase
in the auction.

If the number of Preferred Shares subject to bid orders with a
dividend rate equal to or lower than the maximum rate for Preferred Shares is
less than the number of Preferred Shares subject to sell orders, then the
auction is considered to be a failed auction, and the dividend rate will be
the maximum rate. In that event, existing shareholders that have submitted
sell orders (or are treated as having submitted sell orders) may not be able
to sell any or all of the shares for which they submitted sell orders.

The auction agent will not accept a bid above the maximum rate. The
purpose of the maximum rate is to place an upper limit on dividends of
Preferred Shares and in so doing to help protect the earnings available to pay
common share dividends, and to serve as the dividend rate in the event of a
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failed auction (that is, an auction where there are more Preferred Shares
offered for sale than there are buyers for those shares).

If broker-dealers submit or are deemed to submit hold orders for all
outstanding Preferred Shares, that is considered an "all hold" auction and the
dividend rate for the next rate period will be the all hold rate. The "all
hold rate" is 80% of the "AA" Financial Composite Commercial Paper Rate (the
interest equivalent of rates applicable to "AA"-rated securities for time
periods that vary depending on the dividend period).

The auction procedures include a pro rata allocation of shares for
purchase and sale. This allocation process may result in an existing
shareholder continuing to hold or selling, or a potential shareholder buying,
fewer shares than the number of shares in its order. If this happens,
broker-dealers will be required to make appropriate pro rata allocations among
their customers.

Settlement of purchases and sales will be made on the next business
day (which also is a dividend payment date) after the auction date through The
Depository Trust Company. Purchasers will pay for their shares through
broker-dealers in same-day funds to The Depository Trust Company against
delivery to the broker-dealers. The Depository Trust Company will make payment
to the sellers' broker-dealers in accordance with its normal procedures, which
require broker-dealers to make payment against delivery in same-day funds.
Throughout this Prospectus, a business day is a day on which the NYSE is open
for trading, and which is neither a Saturday, Sunday nor any other day on
which banks in New York, New York are authorized or obligated by law to close.

The auctions for each series of Preferred Shares will normally be
held every seven days, and each subsequent dividend period will normally begin
on the following business day.

The following is a simplified example of how a typical auction works.
Assume that the Fund has 1,000 outstanding Preferred Shares, and three current
shareholders. The three current shareholders and three potential shareholders
submit orders through broker-dealers at the auction:

Current Shareholder A Owns 500 shares, wants to sell all 500
shares if auction rate is less than
1.5%

Current Shareholder B Owns 300 shares, wants to hold

Current Shareholder C Owns 200 shares, wants to sell all 200
shares if auction rate is less than
1.3%

Potential Shareholder D Wants to buy 200 shares

Potential Shareholder E Wants to buy 300 shares

Potential Shareholder F Wants to buy 200 shares

Bid order of 1.5%
shares

Hold order—--will
auction rate

Bid order of 1.3%
all 200 shares
Places order to b

above 1.4%

Places order to b
above 1.3%

Places order to b
above 1.5%
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The lowest dividend rate that will result in all 1,000 Preferred
Shares continuing to be held is 1.4% (the offer by D). Therefore, the dividend
rate will be 1.4%. Current shareholders B and C will continue to own their
shares. Current shareholder A will sell its shares because A's dividend rate
bid was higher than the dividend rate. Potential shareholder D will buy 200
shares and potential shareholder E will buy 300 shares because their bid rates
were at or below the dividend rate. Potential shareholder F will not buy any
shares because its bid rate was above the dividend rate.

Secondary Market Trading and Transfer of Preferred Shares

The broker-dealers (including the underwriters) expect, but are not
obligated, to maintain a secondary trading market in Preferred Shares outside
of auctions, and may discontinue such activity at any time. There can be no
assurance that a secondary trading market for Preferred Shares will develop
or, if it does develop, that it will provide owners with liquidity of
investment. The Preferred Shares will not be registered on any stock exchange
or on the NASDAQ stock market. Investors who purchase Preferred Shares in an
auction for a special rate period should note that because the dividend rate
on such shares will be fixed for the length of that rate period, the value of
such shares may fluctuate in response to the changes in interest rates, and
may be more or less than their original cost if sold on the open market in
advance of the next auction thereof, depending on market conditions.

An existing shareholder may sell, transfer, or otherwise dispose of
Preferred Shares only in whole shares and only (1) pursuant to a bid or sell
order placed with the auction agent in accordance with the auction procedures,
(2) to a broker-dealer or (3) to such other persons as may be permitted by the
Fund; provided, however, that (a) a sale, transfer or other disposition of
Preferred Shares from a customer of a broker-dealer who is listed on the
records of that broker-dealer as the holder of such shares to that
broker-dealer or another customer of that broker-dealer shall not be deemed to
be a sale, transfer or other disposition for purposes of the foregoing if such
broker-dealer remains the existing shareholder of the shares so sold,
transferred or disposed of immediately after such sale, transfer or
disposition and (b) in the case of all transfers other than pursuant to
auctions, the broker-dealer (or other person, if permitted by the Fund) to
whom such transfer is made shall advise the auction agent of such transfer.

Dividends and Dividend Periods

General. The following is a general description of dividends and rate
periods for the Preferred Shares. See the SAI for a more detailed discussion
of this topic. The dividend rate for the initial rate period for Preferred
Shares offered in this Prospectus will be the rate set out on the cover of
this Prospectus. For subsequent rate periods, Preferred Shares will pay
dividends based on a rate set at the auction, normally held weekly, but the
rate set at the auction will not exceed the maximum rate. Rate periods
generally will be seven days, and a rate period generally will begin on the
first calendar day after an auction for such series. In most instances,
dividends are also paid weekly, on the business day following the end of the
rate period. The Fund, subject to some limitations, may change the length of
rate periods, designating them as "special rate periods." See "--Designation
of Special Rate Periods."

Dividend Payments. Except as provided below, the dividend payment
date will be the first business day after the rate period ends. The dividend
payment date for special rate periods of more than 7 days will be set out in
the notice designating a special rate period. See "--Designation of Special
Rate Periods" for a discussion of payment dates for a special rate period.
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Dividends on Preferred Shares will be paid on the dividend payment
date to holders of record as their names appear on the Fund's record books on
the business day next preceding the dividend payment date. If dividends are in
arrears, they may be declared and paid at any time to holders of record as
their names appear on the Fund's record books on such date, not more than 15
days before the payment date, as the Fund's Board of Trustees may fix.

The Depository Trust Company, in accordance with its current
procedures, 1s expected to credit in same-day funds on each dividend payment
date dividends received from the Fund to the accounts of broker-dealers who
act on behalf of holders of Preferred Shares. Such broker-dealers, in turn,
are expected to distribute dividend payments to the person for whom they are
acting as agents. If a broker-dealer does not make dividends available to
holders of Preferred Shares in same-day funds, these shareholders will not
have funds available until the next business day.

Dividend Rate Set at Auction. Preferred Shares pay dividends based on
a rate set at auction. The auction usually is held weekly, but may be held
less frequently. The auction sets the dividend rate, and Preferred Shares may
be bought and sold at the auction. [The Bank of New York], the auction agent,
reviews orders from broker-dealers on behalf of existing shareholders that
wish to sell, hold at the auction rate, or hold only at a specified rate, and
on behalf of potential shareholders that wish to buy Preferred Shares. The
auction agent then determines the lowest dividend rate that will result in all
of the outstanding Preferred Shares continuing to be held. The shares in this
offering will trade at auctions starting in the week following this offering.
See "The Auction."

Determination of Dividend Rates. The Fund computes the dividends per
share of each series of Preferred Shares by multiplying the dividend rate
determined at the auction by a fraction, the numerator of which normally is
seven and the denominator of which is 360. This rate is then multiplied by
$25,000 to arrive at the dividend per share. The numerator may be different if
the rate period includes a holiday.

If an auction for any subsequent rate period of Preferred Shares is
not held for any reason other than as described below, the dividend rate on
those shares will be the maximum rate on the auction date for that subsequent
rate period.

Maximum Rate. The dividend rate that results from an auction for
Preferred Shares will not be greater than the "maximum rate." The maximum rate
means the applicable percentage of the "AA" Financial Composite Commercial
Paper Rate on the date of such auction determined as set forth below based on
the lower of the credit ratings assigned to the Preferred Shares by Moody's
and S&P:

Moody's Credit Rating Fitch Credit Rating Applicable Percentage
aa3 or Above AA- or Above 150%
a3 to al A- to A+ 160%
baa3 to baal BBB- to BBB+ 250%
Below baa3 Below BBB- 275%

Effect of Failure to Pay Dividends in a Timely Manner. If the Fund
fails to pay, in a timely manner, the auction agent the full amount of any
dividend on any Preferred Shares, but the Fund cures the failure and pays any
late charge before 12:00 noon New York City time on the third business day
following the date the failure occurred, no auction will be held for Preferred
Shares of that series for the first subsequent rate period thereafter, and the
dividend rate for Preferred Shares of that series for that subsequent rate
period will be the maximum rate.
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However, if the Fund does not effect a timely cure, no auction will
be held for Preferred Shares of that series for the first subsequent rate
period thereafter (and for any rate period thereafter, to and including the
rate period during which the failure is cured and the late charge is paid),
and the dividend rate for Preferred Shares of that series for each subsequent
rate period will be the default rate.

The default rate means 300% of the applicable "AA" Financial
Composite Commercial Paper Rate for a dividend period of fewer than 184 days
and 300% of the applicable Treasury Index Rate for a dividend period of 184
days or more. Late charges are also calculated at the applicable default rate.

Restrictions on Dividends and Other Distributions. When the Fund has
any Preferred Shares outstanding, the Fund may not pay any dividend or
distribution (other than a dividend or distribution paid in shares, or
options, warrants or rights to subscribe for or purchase, common shares) in
respect of common shares or call for redemption, redeem, purchase or otherwise
acquire for consideration any common shares (except by conversion into or
exchange for shares of the Fund ranking junior to the Preferred Shares as to
the payment of dividends and the distribution of assets upon ligquidation),
unless (1) it has paid all cumulative dividends on Preferred Shares; (2) it
has redeemed any Preferred Shares that it has called for mandatory redemption;
and (3) after paying the dividend, the Fund meets both asset coverage
requirements described under "Rating Agency Guidelines."

Except as set forth in the next sentence, no dividends shall be
declared or paid or set apart for payment on any series of shares of the Fund
ranking, as to the payment of dividends, on a parity with the Preferred Shares
for any period unless full cumulative dividends have been or contemporaneously
are declared and paid on the Preferred Shares through their most recent
dividend payment date. When dividends are not paid in full upon the Preferred
Shares through their most recent dividend payment date or upon any other
series of shares ranking on a parity as to the payment of dividends with
Preferred Shares through their most recent respective dividend payment dates,
all dividends declared upon Preferred Shares and any other such series of
shares ranking on a parity as to the payment of dividends with Preferred
Shares shall be declared pro rata so that the amount of dividends declared per
share on Preferred Shares and such other series of preferred shares shall in
all cases bear to each other the same ratio that accumulated dividends per
share on the Preferred Shares and such other series of preferred shares bear
to each other.

Designation of Special Rate Periods

The Fund may instruct the auction agent to hold auctions and pay
dividends less frequently than weekly. The Fund may do this if, for example,
the Fund expects that short-term rates might increase or market conditions
otherwise change, in an effort to optimize the effect of the Fund's leverage
on common shareholders. The Fund does not currently expect to hold auctions
and pay dividends less frequently than weekly in the near future. If the Fund
designates a special rate period, changes in interest rates could affect the
price received if the shares were sold in the secondary market.

Before the Fund designates a special rate period: (1) at least 7
business days (or 2 business days in the event the duration of the dividend
period prior to such special rate period is less than 8 days) and not more
than 30 business days before the first day of the proposed special rate
period, the Fund must issue a press release stating its intention to designate
a special rate period and inform the auction agent of the proposed special
rate period by telephonic or other means and confirm it in writing promptly
thereafter and (2) the Fund must inform the auction agent of the proposed
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special rate period by 3:00 p.m. New York City time on the second business day
before the first day of the proposed special rate period.

Voting Rights

In addition to voting rights described below under "Description of
Capital Structure" and in the SAI under "Investment Restrictions," holders of
preferred shares, including the Preferred Shares, voting as a separate class,
are entitled to elect (1) two Trustees of the Fund at all times and (2) a
majority of the Trustees if at any time dividends on Preferred Shares shall be
unpaid in an amount equal to two years' dividends thereon, and to continue to
be so represented until all dividends in arrears shall have been paid or
otherwise provided for. So long as any of the Preferred Shares are
outstanding, the Fund will not, without the affirmative vote of the holders of
a majority of the outstanding Preferred Shares; (i) amend, alter or repeal any
of the preferences, rights or powers of such class so as to affect materially
and adversely such preferences, rights or powers; (ii) increase the authorized
number of shares of Preferred Shares; (iii) create, authorize or issue shares
of any class of shares ranking senior to or on parity with the Preferred
Shares or any other series of preferred shares with respect to the payment of
dividends or the distribution of assets on liquidation; (iv) institute any
proceedings to be adjudicated bankrupt or insolvent, or consent to the
institution of bankruptcy or insolvency proceedings against it, or file a
petition seeking or consenting to reorganization or relief under any
applicable federal or state law relating to bankruptcy or insolvency, or
consent to the appointment of a receiver, liquidator, assignee, trustee,
sequestrator (or other similar official) of the Fund or a substantial part of
its property, or make any assignment for the benefit of creditors, or, except
as may be required by applicable law, admit in writing its inability to pay
its debts generally as they become due or take any corporate action in
furtherance of any such action; (v) create, incur or suffer to exist, or agree
to create, incur or suffer to exist, or consent to cause or permit in the
future (upon the happening of a contingency or otherwise) the creation,
incurrence or existence of any material lien, mortgage, pledge, charge,
security interest, security agreement, conditional sale or trust receipt or
other material encumbrance of any kind upon any of the Fund's assets as a
whole, except (A) liens the wvalidity of which are being contested in good
faith by appropriate proceedings, (B) liens for taxes that are not then due
and payable or that can be paid thereafter without penalty, (C) liens,
pledges, charges, security interests, security agreements or other
encumbrances arising in connection with any indebtedness senior to the
Preferred Shares, (D) liens, pledges, charges, security interests, security
agreements or other encumbrances arising in connection with any indebtedness
permitted under clause (vi) below and (E) liens to secure payment for services
rendered including, without limitation, services rendered by the Fund's Paying
Agent and the Auction Agent; or (vi) create, authorize, issue, incur or suffer
to exist any indebtedness for borrowed money or any direct or indirect
guarantee of such indebtedness for borrowed money or any direct or indirect
guarantee of such indebtedness, except the Fund may borrow as may be permitted
by the Fund's investment restrictions; provided, however, that transfers of
assets by the Fund subject to an obligation to repurchase shall not be deemed
to be indebtedness for purposes of this provision to the extent that after any
such transaction the Fund has eligible assets with an aggregate discounted
value at least equal to the Preferred Shares Basic Maintenance Amount as of
the immediately preceding valuation date.

In addition, the affirmative vote of the holders of a majority of the
outstanding Preferred Shares shall be required to approve any plan of
reorganization (as such term is used in the 1940 Act) adversely affecting such
shares or any action requiring a vote of security holders of the Fund under
Section 13 (a) of the 1940 Act. In the event a vote of holders of Preferred
Shares 1is required pursuant to the provisions of Section 13(a) of the 1940
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Act, the Fund shall, not later than ten Business Days prior to the date on
which such vote is to be taken, notify each Rating Agency that such vote is to
be taken and the nature of the action with respect to which such vote is to be
taken and shall, not later than ten Business Days after the date on which such
vote is taken, notify each Rating Agency of the results of such vote.

The affirmative vote of the holders of a majority of the outstanding
Preferred Shares of any series, voting separately from any other series, shall
be required with respect to any matter that materially and adversely affects
the rights, preferences, or powers of that series in a manner different from
that of other series or classes of the Fund's shares of capital stock. For
purposes of the foregoing, no matter shall be deemed to adversely affect any
right, preference or power unless such matter (i) alters or abolishes any
preferential right of such series; (ii) creates, alters or abolishes any right
in respect of redemption of such series; or (iii) creates or alters (other
than to abolish) any restriction on transfer applicable to such series. The
vote of holders of any series described in this paragraph will in each case be
in addition to a separate vote of the requisite percentage of common shares
and/or preferred shares necessary to authorize the action in question.

Redenption

Mandatory Redemption. In the event the Fund does not timely cure a
failure to (1) maintain a discounted wvalue of its portfolio equal to the
Preferred Shares Basic Maintenance Amount, (2) maintain the 1940 Act Preferred
Shares Asset Coverage, or (3) file a required certificate related to asset
coverage on time, the Preferred Shares will be subject to mandatory redemption
out of funds legally available therefor in accordance with the Declaration of
Trust, the Certificate and applicable law, at the redemption price of $25,000
per share plus an amount equal to accumulated but unpaid dividends thereon
(whether or not earned or declared) to (but not including) the date fixed for
redemption. Any such redemption will be limited to the number of Preferred
Shares necessary to restore the required discounted value or the 1940 Act
Preferred Shares Asset Coverage, as the case may be.

In determining the number of Preferred Shares required to be redeemed
in accordance with the foregoing, the Fund will allocate the number of shares
required to be redeemed to satisfy the Preferred Shares Basic Maintenance
Amount or the 1940 Act Preferred Shares Asset Coverage, as the case may be,
pro rata among the Preferred Shares and other preferred shares of the Fund,
subject to redemption or retirement. If fewer than all outstanding shares of
any series are, as a result, to be redeemed, the Fund may redeem such shares
by lot or other method that it deems fair and equitable.

Optional Redemption. To the extent permitted under the 1940 Act and
Massachusetts law, the Fund at its option may redeem Preferred Shares having a
dividend period of one year or less, in whole or in part, on the business day
after the last day of such dividend period upon not less than 15 calendar days
and not more than 40 calendar days prior notice. The optional redemption price
per share shall be $25,000 per share, plus an amount equal to accumulated but
unpaid dividends thereon (whether or not earned or declared) to the date fixed
for redemption. Preferred Shares having a dividend period of more than one
year are redeemable at the option of the Fund, in whole or in part, prior to
the end of the relevant dividend period, subject to any specific redemption
provisions, which may include the payment of redemption premiums to the extent
required under any applicable specific redemption provisions. The Fund shall
not effect any optional redemption unless after giving effect thereto (i) the
Fund has available certain deposit securities with maturity or tender dates
not later than the day preceding the applicable redemption date and having a
value not less than the amount (including any applicable premium) due to
holders of Preferred Shares by reason of the redemption of Preferred Shares on
such date fixed for the redemption and (ii) the Fund would have eligible
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assets with an aggregate discounted value at least equal to the Preferred
Shares Basic Maintenance Amount.

Notwithstanding the foregoing, no Preferred Shares may be redeemed at
the option of the Fund unless all dividends in arrears on the outstanding
Preferred Shares, including all outstanding preferred shares, have been or are
being contemporaneously paid or set aside for payment; provided however, that
the foregoing shall not prevent the purchase or acquisition of outstanding
preferred shares pursuant to the successful completion of an otherwise lawful
purchase or exchange offer made on the same terms to holders of all
outstanding preferred shares.

Ligquidation

Subject to the rights of holders of any series ranking on a parity
with Preferred Shares with respect to the distribution of assets upon
liquidation of the Fund, whether voluntary or involuntary, the holders of
Preferred Shares then outstanding will be entitled to receive and to be paid
out of the assets of the Fund available for distribution to its shareholders,
before any payment or distribution shall be made on the common shares but
after payments are made on the Fund's commercial paper program and other
senior obligations, an amount equal to the liquidation preference with respect
to such shares ($25,000 per share), plus an amount equal to all dividends
thereon (whether or not earned or declared) accumulated but unpaid to and
including the date of final distribution. After the payment to the holders of
the Preferred Shares of the full preferential amounts provided for as
described herein, the holders of the Preferred Shares as such shall have no
right or claim to any of the remaining assets of the Fund.

Neither the consolidation nor merger of the Fund with or into any
other corporation or corporations, nor the sale, lease, exchange or transfer
by the Fund of all or substantially all of its property and assets, shall be
deemed to be a liquidation, dissolution or winding up of the Fund for the
purposes of the foregoing paragraph.

RATING AGENCY GUIDELINES

The Fund is required under Moody's and S&P guidelines to maintain
assets having in the aggregate a discounted value at least equal to the
Preferred Shares Basic Maintenance Amount. Moody's and Fitch have each
established separate guidelines for determining discounted value. To the
extent any particular portfolio holding does not satisfy the applicable rating
agency's guidelines, all or a portion of such holding's value will not be
included in the calculation of discounted value (as defined by such rating
agency) . The Moody's and Fitch guidelines also impose certain diversification
requirements on the Fund's overall portfolio. The Preferred Shares Basic
Maintenance Amount includes the sum of (i) the aggregate liquidation
preference of the Preferred Shares then outstanding, (ii) the total principal
of any senior debt (plus accrued and projected dividends), (iii) certain Fund
expenses and (iv) certain other current liabilities.

The Fund is also required under rating agency guidelines to maintain,
with respect to the Preferred Shares, as of the last business day of each
month in which any Preferred Shares are outstanding, asset coverage of at
least 200% with respect to senior securities which are shares of beneficial
interest in the Fund, including Preferred Shares (or such other asset coverage
as may in the future be specified in or under the 1940 Act as the minimum
asset coverage for senior securities which are shares of a closed-end
investment company as a condition of declaring dividends on its common shares)
("1940 Act Preferred Shares Asset Coverage"). Based on the Fund's assets and
liabilities as of December __, 2003 the 1940 Act Preferred Shares Asset
Coverage with respect to Preferred Shares and assuming the issuance of all
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Preferred Shares offered hereby and the use of the proceeds as intended, would
be computed as follows:

Value of Fund assets less
liabilities not constituting S ]
senior securities

Senior securities representing S ]
indebtedness plus ligquidation
value of the Preferred Shares

In the event the Fund does not timely cure a failure to maintain (i)
a discounted value of its portfolio equal to the Preferred Shares Basic
Maintenance Amount or (ii) the 1940 Act Preferred Shares Asset Coverage, in
each case in accordance with the requirements of the rating agency or agencies
then rating the Preferred Shares, the Fund will be required to redeem
Preferred Shares as described above under "Description of Preferred
Shares—--Redemption."

The Fund may, but is not required to, adopt any modifications to the
guidelines that may hereafter be established by Moody's or Fitch. Failure to
adopt any such modifications, however, may result in a change in the ratings
described above or a withdrawal of ratings altogether. In addition, any rating
agency providing a rating for the Preferred Shares may, at any time, change or
withdraw any such rating. The Board of Trustees may, without shareholder
approval, amend, alter, add to or repeal any or all of the definitions and
related provisions which have been adopted by the Fund pursuant to the rating
agency guidelines in the event the Fund receives written confirmation from
Moody's or Fitch, or both, as appropriate, that any such change would not
impair the ratings then assigned by Moody's and Fitch to Preferred Shares.

As described by Moody's and Fitch, a preferred share rating is an
assessment of the capacity and willingness of an issuer to pay preferred share
obligations. The ratings on the Preferred Shares are not recommendations to
purchase, hold or sell Preferred Shares, inasmuch as the ratings do not
comment as to market price or suitability for a particular investor. The
rating agency guidelines described above also do not address the likelihood
that an owner of Preferred Shares will be able to sell such shares in an
auction or otherwise. The ratings are based on current information furnished
to Moody's and Fitch by the Fund and the Adviser, and information obtained
from other sources. The ratings may be changed, suspended or withdrawn as a
result of changes in, or the unavailability of, such information.

The rating agency guidelines will apply to Preferred Shares only so
long as such rating agency 1is rating such shares. The Fund will pay fees to
Moody's or Fitch, or both, for rating Preferred Shares.

MANAGEMENT OF THE FUND
Board of Trustees

The Fund's Board of Trustees are responsible for the overall
management and supervision of the Fund's business, including the review and
supervision of the duties performed by the Adviser under the Fund's investment
advisory agreement.

The Adviser

The Adviser was incorporated as a Delaware corporation in 1982. The
Adviser is a wholly-owned subsidiary of Van Kampen Investments. Van Kampen
Investments is an indirect wholly-owned subsidiary of Morgan Stanley. The
Adviser's principal office is located at 1 Parkview Plaza, Oakbrook Terrace,
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Illinois 60181.

Van Kampen Investments is a diversified asset management company that
administers more than three million retail investor accounts, has extensive
capabilities for managing institutional portfolios and has more than $_
billion under management or supervision as of December, 2003. Van Kampen
Investments has more than 50 open-end funds, more than 30 closed-end funds and
more than 2,700 unit investment trusts that are distributed by authorized
dealers nationwide.

Morgan Stanley is a preeminent global financial services firm that
maintains leading market positions in each of its three primary businesses:
securities, asset management and credit services.

Investment Advisory Agreement

The investment advisory agreement (the "Advisory Agreement") between
the Adviser and the Fund provides that the Adviser will supply investment
research and portfolio management, including the selection of securities for
the Fund to purchase, hold or sell and the selection of financial institutions
through whom the Fund's portfolio transactions are executed. For the services
provided by the Adviser under the Advisory Agreement, the Fund pays the
Adviser a monthly fee (accrued daily and paid monthly) computed based upon an
annual rate equal to 0.85% applied to the average daily managed assets of the
Fund (which for purposes of determining such fee, shall mean the average daily
gross asset value of the Fund, minus the sum of accrued liabilities other than
the aggregate amount of any borrowings undertaken by the Fund). Because
leverage will increase the amount of total assets, the Fund will pay a greater
amount of advisory fees when leverage is utilized. Under the Advisory
Agreement, the Adviser also furnishes offices and necessary facilities and
equipment, and permits its officers and employees to serve without
compensation as trustees and officers of the Fund if duly elected to such
positions. The Fund pays all other expenses incurred in the operation of the
Fund including, but not limited to, direct charges relating to the purchase
and sale of financial instruments in its portfolio, interest charges, fees and
expenses of legal counsel and independent auditors, taxes and governmental
fees, cost of share certificates, expenses (including clerical expenses) of
issuance, sale or repurchase of any of the Fund's portfolio holdings, expenses
in connection with the Fund's dividend reinvestments, membership fees in trade
associations, expenses of registering and qualifying the common shares of the
Fund for sale under federal and state securities laws, expenses of printing
and distributing reports, notices and proxy materials to existing holders of
common shares, expenses of filing reports and other documents filed with
governmental agencies, expenses of annual and special meetings of holders of
common shares, fees and disbursements of the transfer agents, custodians and
sub-custodians, expenses of disbursing dividends and distributions, fees,
expenses and out-of-pocket costs of Trustees of the Fund who are not
affiliated with the Adviser, insurance premiums, indemnification and other
expenses not expressly provided for in the Advisory Agreement or the
Administration Agreement and any extraordinary expenses of a nonrecurring
nature. The Adviser may in its sole discretion from time to time waive all or
a portion of the advisory fee or reimburse the Fund for all or a portion of
its other expenses.

The Advisory Agreement continues from year to year, unless earlier
terminated as described below, if approved annually (a) by the Trustees of the
Fund or by a majority of the Fund's common shares and (b) by a majority of the
Trustees who are not parties to the agreement or interested persons of any
such party, in compliance with the requirements of the 1940 Act. The Advisory
Agreement may be terminated without penalty upon 60 days written notice by
either party and will automatically terminate in the event of assignment. The
Advisory Agreement provides that the Adviser shall not be liable for any error
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of judgment or of law, or for any loss suffered by the Fund in connection with
the matters to which the Advisory Agreement relates, except a loss resulting
from willful misfeasance, bad faith or gross negligence on the part of the
Adviser in the performance of its obligations and duties, or by reason of its
reckless disregard of its obligations and duties under the Advisory Agreement.

Portfolio Management

Howard Tiffen, Senior Vice President of the Adviser and Vice
President of the senior loan funds advised by the Adviser, is primarily
responsible for the day-to-day management of the Fund. Mr. Tiffen assumed
portfolio management responsibilities for the Fund in December 1999. Mr.
Tiffen also has primary responsibility for the day-to-day management of the
Van Kampen Senior Floating Rate Fund and the Van Kampen Prime Rate Income
Trust, each a continuously offered closed end investment company investing
primarily in Senior Loans and having investment objectives and policies
substantially similar to those of the Fund. Mr. Tiffen has over 25 years of
investment experience and manages, as of [ ], 2003, over $[ ] billion in
senior loan assets for Van Kampen. Prior to joining the Adviser, Mr. Tiffen
was a senior portfolio manager for the senior loan fund of another investment
management company from 1995 to 1999. From 1982 to 1995, Mr. Tiffen held
positions in the lending and capital markets functions at Bank of America, and
its predecessor, Continental Bank. Mr. Tiffen received a bachelor's degree
from Northwestern University, Chicago, Illinois. He also is an associate of
the Chartered Institute of Bankers and a member of the Economic Club of
Chicago.

The Administrator

The administrator for the Fund is Van Kampen Investments (in such
capacity, the "Administrator"). The Administrator's principal business address
is 1 Parkview Plaza, Oakbrook Terrace, Illinois 60181. The Administrator is an
indirect wholly-owned subsidiary of Morgan Stanley Dean Witter & Co. The
Administrator maintains offices and regional representatives in major cities
across the nation.

Pursuant to the administration agreement between the Fund and the
Administrator (the "Administration Agreement") and in consideration of its
administrative fee, the Administrator will (i) monitor the provisions of the
Loan Agreements and any agreements with respect to Participations and
Assignments and be responsible for recordkeeping with respect to Senior Loans
in the Fund's portfolio; (ii) arrange for the printing and dissemination of
proxies and reports to holders of the Fund's Shares; (iii) in connection with
the issuance of any Preferred Shares by the Fund, calculate, monitor and
provide to any rating agencies rating any Preferred Shares such asset coverage
and liquidity reports as the Board of Trustees deems advisable; (iv) negotiate
the terms and conditions under which custodian services will be provided to
the Fund and the fees to be paid by the Fund in connection therewith; (v)
negotiate the terms and conditions under which dividend disbursing services
will be provided to the Fund, and the fees to be paid by the Fund in
connection therewith and review the provision of dividend disbursing services
to the Fund; (vi) provide the Fund's dividend disbursing agent and custodian
with such information as is required for such parties to effect payment of
dividends and distributions and to implement the Fund's dividend reinvestment
plan; (vii) make such reports and recommendations to the Board of Trustees as
the Trustees reasonably request or deem appropriate; and (viii) provide
certain shareholder services to holders or potential holders of the Fund's
securities.

For the services rendered to the Fund and related expenses borne by
the Administrator, the Fund pays the Administrator a monthly fee (accrued
daily and paid monthly) computed based upon an annual rate equal to 0.20%
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applied to the Fund's average daily managed assets (which for purposes of
determining such fee, shall mean the average daily gross asset value of the
Fund, minus the sum of accrued liabilities other than the aggregate amount of
any borrowings undertaken by the Fund). Because leverage will increase the
amount of total assets, the Fund will pay a greater amount of administration
fees when leverage is utilized.

CUSTODIAN AND AUCTION AGENT, TRANSFER AGENT,
DIVIDEND PAYING AGENT AND REGISTRAR

The Fund's securities and cash are held under a custodian agreement by
State Street Bank and Trust Company whose principal place of business is 225
Franklin Street, Boston, Massachusetts 02015-1713. Boston Equiserve, L.P.,
whose principal place of business is Blue Hills Office Park, 150 Royal Street,
Canton, Massachusetts 02021, serves as transfer agent, dividend paying agent
and registrar for the Fund's common shares. The Depository Trust Company will
act as securities depository for the Preferred Shares. The Bank of New York,
whose principal place of business is 100 Church Street, 8th Floor New York,
New York 10286, will act as auction agent, transfer agent, dividend paying
agent, and registrar for the Preferred Shares.

FEDERAL TAXATION

The following federal tax discussion is only a summary of some of the
important tax considerations generally applicable to investments in the Fund.
It is based on the Internal Revenue Code of 1986, as amended (the "Code"),
existing Treasury regulations, rulings published by the Internal Revenue
Service (the "Service"), and other applicable authority, as of the date of
this prospectus. These authorities are subject to change by legislative or
administrative action. For more detailed information regarding tax
considerations, see the SAI. There may be other tax considerations applicable
to particular investors. In addition, income earned through an investment in
the Fund may be subject to state, local and foreign taxes.

Federal Taxation of the Fund

The Fund intends to elect and qualify each year for taxation as a
regulated investment company under Subchapter M of the Code. Provided that the
Fund so qualifies and distributes at least 90% of the sum of its investment
company taxable income and certain other income, it will not be subject to
federal income tax on income distributed timely to its shareholders in the
form of dividends or capital gain distributions. The Fund intends to
distribute all of its investment income and net capital gain each year.

To satisfy the distribution requirement applicable to regulated
investment companies, amounts paid as dividends by the Fund to its
shareholders, including holders of its Preferred Shares, must qualify for the
dividends-paid deduction. In certain circumstances, the Service could take the
position that dividends paid on the Preferred Shares constitute preferential
dividends under Section 562 (c) of the Code, and thus do not qualify for the
dividends-paid deduction. If this position were upheld, the Fund could be
subject to tax and/or could fail to qualify to be taxed as a regulated
investment company. The Fund believes, however, that such a position, if
asserted by the Service, would be unlikely to prevail if the issue were
properly litigated.

If at any time the Fund does not meet applicable asset coverage
requirements, it may be required to suspend distributions until the requisite
asset coverage is restored. Any such suspension may prevent the Fund from
qualifying as a regulated investment company or may cause the Fund to pay a 4%
federal excise tax (imposed on regulated investment companies that fail to
distribute for a given calendar year, generally, at least 98% of their net
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investment income and capital gain net income plus certain other amounts). The
Fund may call Preferred Shares to maintain or restore the requisite asset
coverage.

If the Fund were to fail to qualify as a regulated investment
company, the Fund would be taxed in the same manner as an ordinary corporation
and distributions to its shareholders would not be deductible by the Fund in
computing its taxable income. In addition, the Fund's distributions, to the
extent derived from the Fund's current or accumulated earnings and profits,
would be taxable to shareholders as ordinary dividends. Such distributions
generally will be eligible (i) for the dividends received deduction in the
case of corporate shareholders and (ii) for treatment as qualified dividend
income in the case of individual shareholders.

Federal Income Taxation of Holders of Preferred Shares

The Fund believes that the Preferred Shares will constitute stock of
the Fund and distributions with respect to the Preferred Shares (other than
distributions in redemption of Preferred Shares that are treated as exchanges
of stock under Section 302 (b) of the Code) thus will constitute dividends to
the extent attributable to the Fund's current and accumulated earnings and
profits. Such dividends generally will be taxable as ordinary income to
holders and generally will not qualify for the dividends received deduction
available to corporations or as qualified dividend income available for
reduced rates of taxation in the case of individual shareholders.
Distributions, if any, in excess of the Fund's current and accumulated
earnings and profits will first reduce the tax basis of the Preferred Shares
and, after such basis has been reduced to zero, will constitute capital gains
(assuming such Preferred Shares are held as a capital asset). It is possible,
however, that the Service might take a contrary position asserting, for
example, that the Preferred Shares constitute debt of the Fund. If this
position were upheld, distributions by the Fund to holders of Preferred Shares
would constitute interest, whether or not they exceeded the Fund's earnings
and profits, and would be taxed as ordinary income. The Fund believes,
however, that such a position, if asserted by the Service, would be unlikely
to prevail if the issue were properly litigated.

Distributions of net capital gain that are designated by the Fund as
capital gain dividends will be treated as long-term capital gains in the hands
of holders regardless of the holders' respective holding periods for their
Preferred Shares. The Service currently takes the position that a regulated
investment company that has two or more classes of stock must allocate to each
such class proportionate amounts of each type of its income (such as ordinary
income and capital gains). Accordingly, the Fund intends to designate the
portion of its distributions as capital gain dividends in compliance with this
position.

The sale of Preferred Shares will be a taxable transaction for
federal income tax purposes. Selling holders of Preferred Shares will
generally recognize gain or loss in an amount equal to the difference between
their basis in the Preferred Shares and the amount received in exchange
therefor. If such Preferred Shares are held as a capital asset, the gain or
loss will generally be a capital gain or loss. Similarly, a redemption
(including a redemption resulting from liquidation of the Fund), if any, of
Preferred Shares by the Fund generally will give rise to capital gain or loss
if the redemption is treated as an exchange of stock under Section 302 (b) of
the Code. Generally, a holder's gain or loss will be a long-term gain or loss
if the shares have been held for more than one year. Any loss realized upon a
taxable disposition of Preferred Shares held for six months or less will be
treated as a long-term capital loss to the extent of any capital gain
dividends received by the shareholder with respect to such shares. Also, any
loss realized upon a taxable disposition of shares of Preferred Shares may be

52



Edgar Filing: VAN KAMPEN SENIOR INCOME TRUST - Form N-2

disallowed if other Preferred Shares are acquired within a 6l-day period
beginning 30 days before and ending 30 days after the date the shares are
disposed of. If disallowed, the loss will be reflected by an upward adjustment
to the basis of the shares acquired.

Backup Withholding

The Fund may be required to withhold, for U.S. federal income taxes,
a certain percentage of all dividends and redemption proceeds payable to
shareholders who fail to provide the Fund with their correct taxpayer
identification number or who fail to make required certifications, or if the
Fund or a shareholder has been notified by the Service that they are subject
to backup withholding. Corporate shareholders and other shareholders specified
in the Code are exempt from such backup withholding. Backup withholding is not
an additional tax. Any amounts withheld may be credited against the
shareholder's U.S. federal income tax liability if the appropriate information
is provided to the Service.

Other Taxation

Foreign shareholders, including shareholders who are non-resident
aliens, may be subject to U.S. withholding tax on certain distributions at a
rate of 30% or such lower rate as may be prescribed by any applicable treaty.
(This U.S. federal tax rate may significantly exceed the effective U.S.
federal tax that would apply if such foreign investors held their share of the
Fund's assets directly rather than indirectly through their investment in the
Fund.) Investors are advised to consult their own tax advisors with respect to
the application to their own circumstances of the above-described general U.S.
federal taxation rules and with respect to the state, local or foreign tax
consequences to them of an investment in Preferred Shares.

DESCRIPTION OF CAPITAL STRUCTURE

The Fund is an unincorporated business trust established under the
laws of the Commonwealth of Massachusetts by the Agreement and Declaration of
Trust dated April 7, 1998 (the "Declaration of Trust"). The Declaration of
Trust provides that the Trustees of the Fund may authorize separate classes of
shares of beneficial interest. The Trustees have authorized an unlimited
number of shares of beneficial interest, par value $0.01 per share, all of
which were initially classified as common shares. The Declaration of Trust
also authorizes 100,000,000 shares of beneficial interest with preference
rights, including preferred shares, having a par value of $0.01 per share, in
one or more series, with rights as determined by the Board of Trustees, by
action of the Board of Trustees without the approval of the shareholders. The
following table shows the amount of (i) shares authorized, (ii) shares held by
the Fund for its own account and (iii) shares outstanding, for each class of
authorized securities of the Fund as of October _ , 2003.

Amount Held

by Fund
Amount for its Amount
Title of Class Authorized Own Account Outstanding

Common shares unlimited

Preferred Shares, Series M 0 0
Preferred Shares, Series T 0 0
Preferred Shares, Series W 0 0
Preferred Shares,Series TH 0 0
Preferred Shares, Series F 0 0

Each common share represents an equal proportionate interest in the
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assets of the Fund with each other common share in the Fund. Holders of common
shares will be entitled to the payment of dividends when, as and if declared
by the Board of Trustees. The 1940 Act or the terms of any borrowings or
Preferred Shares may limit the payment of dividends to the holders of common
shares. Each whole common share shall be entitled to one vote as to matters on
which it is entitled to vote pursuant to the terms of the Fund's Declaration
of Trust on file with the SEC. Upon liquidation of the Fund, after paying or
adequately providing for the payment of all liabilities of the Fund and the
liquidation preference with respect to any outstanding Preferred Shares, and
upon receipt of such releases, indemnities and refunding agreements as they
deem necessary for their protection, the Trustees may distribute the remaining
assets of the Fund among the holders of the common shares.

The Declaration of Trust provides that shareholders are not liable
for any liabilities of the Fund, requires inclusion of a clause to that effect
in every agreement entered into by the Fund and indemnifies shareholders
against any such liability. Although shareholders of an unincorporated
business trust established under Massachusetts law, in certain limited
circumstances, may be held personally liable for the obligations of the trust
as though they were general partners, the provisions of the Declaration of
Trust described in the foregoing sentence make the likelihood of such personal
liability remote. The Declaration of Trust further provides that obligations
of the Fund are not binding upon Trustees individually but only upon the
property of the Fund and that the Trustees will not be liable for errors of
judgment or mistakes of fact or law, but nothing in the Declaration of Trust
protects a trustee against any liability to which he or she would otherwise be
subject by reason of willful misfeasance, bad faith, gross negligence or
reckless disregard of the duties involved in the conduct of his or her office.

While there are any Preferred Shares or borrowings outstanding, the
Fund may not declare any cash dividend or other distribution on its common
shares, unless at the time of such declaration, (i) all accrued dividends on
Preferred Shares or accrued interest on borrowings has been paid and (2) the
value of the Fund's total assets (determined after deducting the amount of
such dividend or other distribution), less all liabilities and indebtedness of
the Fund not represented by senior securities, is at least 300% of the
aggregate amount of such securities representing indebtedness and at least
200% of the aggregate amount of securities representing indebtedness plus the
aggregate liquidation value of the outstanding Preferred Shares (the aggregate
original purchase price of the outstanding Preferred Shares plus redemption
premium, if any, together with any accrued and unpaid dividends thereon,
whether or not earned or declared and on a cumulative basis). In addition, the
Fund 1is required to comply with other asset coverage requirements as a
condition of the Fund obtaining a rating of the Preferred Shares from a
nationally recognized statistical rating organization and as a condition to
borrowing money. This limitation on the Fund's ability to make distributions
on its common shares could in certain circumstances impair the ability of the
Fund to maintain its qualification for taxation as a regulated investment
company. The Fund intends, however, to the extent possible to purchase or
redeem Preferred Shares or to repay borrowings from time to time to maintain
compliance with such asset coverage requirements and may pay special dividends
to the holders of the Preferred Shares in certain circumstances in connection
with any such impairment of the Fund's status as a regulated investment
company. See "Investment Objective and Policies and Special Risk Factors —-—
Special Risk Considerations” and "Taxation." Depending on the timing of any
such redemption or repayment, the Fund may be required to pay a premium in
addition to the liquidation preference of the Preferred Shares or the
principal amount of the borrowings to the holders thereof. See "Borrowings"
below.

The Fund has no present intention of offering additional common
shares. Other offerings of its common shares, if made, will require approval
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of the Fund's Board of Trustees. Any additional offering will not be sold at a
price per common share below the then current NAV (exclusive of underwriting
discounts and commissions) except in connection with an offering to existing
common shareholders or with the consent of a majority of the Fund's
outstanding common shares. The common shares have no preemptive rights.

The common shares trade on the NYSE under the symbol "VVR." The
following table shows for the Fund's common shares for the periods indicated:
(1) the high and low closing prices as shown on the NYSE Composite Transaction
Tape; (2) the NAV per common share represented by each of the high and low
closing prices as shown on the NYSE Composite Transaction Tape; and (3) the
discount from or premium to NAV per common share (expressed as a percentage)
represented by these closing prices. The table also sets forth the aggregate
number of shares traded as shown on the NYSE Composite Transaction Tape during
the respective quarter.

Premium/ (Discount)
Price NAV Market Price to NAV
Calendar Quarter
Ended High Low High Low High Low

September 30, 2003
June 30, 2003
March 31, 2003
December 31, 2003

Uy W O
Uy W 0
Ur O O
Uy O 0
o° o o o
o o0 oo o°

On December__ , 2003, the last reported sales price of the Fund's
common shares on the NYSE was $ and the Fund's NAV was $ , representing a
% discount of market price to NAV as of that date.

Borrowings

The Fund's Declaration of Trust authorizes the Fund, without prior
approval of the common shareholders, to borrow money in an amount up to 33
1/3% of the Fund's total assets. In this connection, the Fund may issue notes
or other evidence of indebtedness (including bank borrowings or commercial
paper) and may secure any such borrowings by mortgaging, pledging or otherwise
subjecting as security the Fund's assets. In connection with such borrowing,
the Fund may be required to maintain minimum average balances with the lender
or to pay a commitment or other fee to maintain a line of credit. Any such
requirements will increase the cost of borrowing over the stated interest
rate. Under the requirements of the 1940 Act, the Fund, immediately after any
such borrowings, must have an "asset coverage" of at least 300%. With respect
to any such borrowing, asset coverage means the ratio which the value of the
total assets of the Fund, less all liabilities and indebtedness not
represented by senior securities (as defined in the 1940 Act), bears to the
aggregate amount of such borrowing represented by senior securities by the
Fund. Certain types of borrowing may result in the Fund being subject to
covenants in credit agreements relating to asset coverages or portfolio
composition or otherwise. Such restrictions may be more stringent than those
imposed by the 1940 Act. The rights of lenders to the Fund to receive interest
on and repayment of principal of any such borrowings will be senior to those
of the common shareholders, and the terms of any such borrowings may contain
provisions which limit certain activities of the Fund, including the payment
of dividends to common shareholders in certain circumstances. In the event
that such provisions would impair the Fund's status as a regulated investment
company, the Fund, subject to its ability to liquidate its relatively illiquid
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portfolio, intends to repay the borrowings. Further, the terms of any such
borrowing may and the 1940 Act does (in certain circumstances) require that
the lenders to the Fund have certain voting rights in the event of a failure
to maintain certain asset coverage requirements. Any borrowing will likely
rank senior to or pari passu with all other existing and future borrowings of
the Fund. See "Investment Objective and Policies and Special Risk Factors —-—
Special Risk Considerations." The Fund may also borrow up to an additional 5%
of its total assets for temporary purposes. See "Investment Restrictions" in
the SAT.

Conversion to Open-End Fund

The Fund may be converted to an open-end investment company at any
time by 