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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 8-K

CURRENT REPORT

Pursuant to Section 13 or 15(d) of

The Securities Exchange Act of 1934

Date of Report (Date of earliest event reported) August 9, 2018

SAVARA INC.

(Exact name of registrant as specified in its charter)

Delaware 001-32157 84-1318182
(State or other jurisdiction

of incorporation)

(Commission

File Number)

(IRS Employer

Identification No.)
6836 Bee Cave Road, Building III, Suite 200
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Austin, TX 78746

(Address of principal executive offices, including zip code)

(512) 961-1891

(Registrant�s telephone number, including area code)

N/A

(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of
the registrant under any of the following provisions (see General Instruction A.2. below):

☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

☐ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

☐ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

☐ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
Indicate by check mark whether the registrant is an emerging growth company as defined in as defined in Rule 405 of
the Securities Act of 1933 (§ 230.405 of this chapter) or Rule 12b-2 of the Securities Exchange Act of 1934
(§ 240.12b-2 of this chapter).

Emerging growth company  ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.  ☐
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Item 2.02. Results of Operations and Financial Condition.

On August 9, 2018, Savara Inc. issued a press release announcing its financial results for the quarter ended June 30,
2018. A copy of the press release is furnished as Exhibit 99.1 to this report.

The information pursuant to Item 2.02 in this report on Form 8-K is being furnished as contemplated by General
Instruction B(2) to Form 8-K and shall not be deemed �filed� for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended, or otherwise subject to the liabilities of that Section.

Item 9.01. Financial Statements and Exhibits.

(d) Exhibits.

Exhibit No. Description

99.1 Press Release of Savara Inc. dated August 9, 2018
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.

Date: August 9, 2018

SAVARA INC.

a Delaware corporation

By: /s/ Dave Lowrance
Dave Lowrance

Chief Financial Officer

For its services, the Fund pays the Investment Adviser a monthly fee at the annual rate of 0.50% of the Fund's average
weekly net assets ("average weekly net assets" means the average weekly value of the total assets of the Fund,
including the amount obtained from leverage and any proceeds from the issuance of preferred stock, minus the sum of
(i) accrued liabilities of the Fund, (ii) any accrued and unpaid interest on outstanding borrowings and (iii) accumulated
dividends on shares of preferred stock). For purposes of this calculation, average weekly net assets is determined at
the end of each month on the basis of the average net assets of the Fund for each week during the month. The assets
for each weekly period are determined by averaging the net assets at the last business day of a week with the net assets
at the last business day of the prior week. It is understood that the liquidation preference of any outstanding preferred
stock (other than accumulated dividends) is not considered a liability in determining the Fund's average weekly net
assets. For the six months ended April 30, 2005 and the fiscal years ended October 31, 2004, 2003, and 2002, the fees
paid by the Fund to the Investment Adviser pursuant to the Investment Advisory Agreement were $1,667,534,
$[3,325,764], $[3,361,696] and $[3,286,243], respectively. For the six months ended April 30, 2005 and the fiscal
years ended October 31, 2004, 2003 and 2002, the Investment Adviser reimbursed the Fund $3,488, $[17,365],
$[11,698] and $[3,065], respectively. The Investment Advisory Agreement obligates the Investment Adviser to
provide investment advisory services and to pay all compensation of and furnish office space for officers and
employees of the Fund connected with investment and economic research, trading and investment management of the
Fund, as well as the compensation of all Directors of the Fund who are affiliated persons of the Investment Adviser or
any of its affiliates. The Fund pays all other expenses incurred in the operation of the Fund, including, among other
things, 28 expenses for legal and auditing services, taxes, costs of preparing, printing and mailing proxies, listing fees,
stock certificates and stockholder reports, charges of the custodian and the transfer agent, dividend disbursing agent
and registrar, Commission fees, fees and expenses of non-interested Directors, accounting and pricing costs,
insurance, interest, brokerage costs, litigation and other extraordinary or non-recurring expenses, mailing and other
expenses properly payable by the Fund. Certain accounting services are provided to the Fund by State Street Bank and
Trust Company ("State Street") pursuant to an agreement between State Street and the Fund. The Fund will pay the
costs of these services. In addition, the Fund will reimburse the Investment Adviser for certain additional accounting
services. The table below shows the amounts paid by the Fund to State Street and to the Investment Adviser for
accounting services for the periods indicated: Paid by the Fund to Paid by the Fund to the Investment Period: State
Street Adviser ------- -------------------- -------------------- Six months ended April 30, 2005 $99,921 $6,997 Fiscal year
ended October 31, 2004 $195,747 $13,351 Fiscal year ended October 31, 2003 $194,303 $15,771 Fiscal year ended
October 31, 2002 $193,134 $23,178 Unless earlier terminated as described below, the Investment Advisory
Agreement will remain in effect from year to year if approved annually (a) by the Board of Directors of the Fund or by
a majority of the outstanding shares of the Fund and (b) by a majority of the Directors who are not parties to such
contract or interested persons (as defined in the 1940 Act) of any such party. Such contract is not assignable and may
be terminated without penalty on 60 days' written notice at the option of either party thereto or by the vote of the
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stockholders of the Fund. The Board of Directors most recently approved the Investment Advisory Agreement at its
meeting on August 12, 2004. Activities of and Composition of the Board of Directors All but one member of the
Board of Directors is an independent Director whose only affiliation with the Investment Adviser or other Merrill
Lynch affiliates is as a Director of the Fund and certain other funds advised by the Investment Adviser or its affiliates.
The Co-Chairmen of the Board are also independent Directors. New Director nominees are chosen as nominees by a
Nominating Committee of independent Directors. All independent Directors also are members of the Board's Audit
Committee and the independent Directors meet in executive session at each in-person Board meeting. The Board and
the Audit Committee meet in person for at least two days each quarter and conduct other in-person and telephone
meetings throughout the year, some of which are formal Board meetings, and some of which are informational
meetings. The independent counsel to the independent Directors attend all in-person Board and Audit Committee
meetings and other meetings at the independent Directors' request. Investment Advisory Agreement - Matters
Considered by the Board Every year, the Board of Directors considers approval of the Fund's Investment Advisory
Agreement and throughout each year, reviews and evaluates the performance of and services provided by the
Investment Adviser. The Board assesses the nature, scope and quality of the services provided to the Fund by the
personnel of the Investment Adviser and its affiliates, including administrative services, shareholder services,
oversight of fund accounting, marketing services and assistance in meeting legal and regulatory requirements. The
Board also receives and assesses information regarding the services provided to the Fund by certain unaffiliated
service providers. At various times throughout the year, the Board also considers a range of information in connection
with its oversight of the services provided by the Investment Adviser and its affiliates. Among the matters considered
are: (a) fees (in addition to management fees) paid to the Investment Adviser and its affiliates by the Fund, including
fees associated with the Fund's auction market preferred stock; (b) Fund operating expenses paid to third parties; (c)
29 the resources devoted to and compliance reports relating to the Fund's investment objective, policies and
restrictions, and its compliance with its Code of Ethics and the Investment Adviser's compliance policies and
procedures; and (d) the nature, cost and character of non-investment management services provided by the Investment
Adviser and its affiliates. The Board believes that the Investment Adviser is one of the most experienced global asset
management firms and considers the overall quality of services provided by the Investment Adviser to be generally of
high quality. The Board also believes that the Investment Adviser is financially sound and well managed, and notes
that the Investment Adviser is affiliated with one of America's largest financial firms. The Board believes that, for
many of the Fund's shareholders, the investment involved the selection of the Investment Adviser as the investment
adviser to the Fund. The Board works closely with the Investment Adviser in overseeing the Investment Adviser's
efforts to achieve good performance. As part of this effort, the Board discusses portfolio manager effectiveness and,
when performance is not satisfactory, discusses with the Investment Adviser taking steps such as changing investment
personnel. Annual Consideration of Approval by the Board of Directors In the period prior to the Board meeting to
consider renewal of the Investment Advisory Agreement, the Board requests and receives materials specifically
relating to the Fund's Investment Advisory Agreement. These materials include (a) information compiled by Lipper
Inc. ("Lipper") on the fees and expenses and the investment performance of the Fund as compared to a comparable
group of funds as classified by Lipper; (b) information comparing the Fund's market price with its net asset value per
share; (c) a discussion by the Fund's portfolio management team of investment strategies used by the Fund during its
most recent fiscal year; and (d) information on the profitability to the Investment Adviser and its affiliates of the
Investment Advisory Agreement and other relationships with the Fund. The Board also considers other matters it
deems important to the approval process such as services related to the valuation and pricing of Fund portfolio
holdings, information relating to the status of the Fund's managed dividend program, the Fund's portfolio turnover
statistics, and direct and indirect benefits to the Investment Adviser and its affiliates from their relationship with the
Fund. Certain Specific Renewal Data In connection with the most recent renewal of the Fund's Investment Advisory
Agreement, the independent Directors' and Board's review included the following: The Investment Adviser's Services
and Fund Performance. The Board reviewed the nature, extent and quality of services provided by the Investment
Adviser, including the investment advisory services and the resulting performance of the Fund. The Board focused
primarily on the Investment Adviser's investment advisory services and the Fund's investment performance, having
concluded that the other services provided to the Fund by the Investment Adviser were satisfactory. The Board
compared Fund performance - both including and excluding the effects of the Fund's fees and expenses - to the
performance of a comparable group of funds, and the performance of a relevant index or combination of indexes.

Edgar Filing: Savara Inc - Form 8-K

5



While the Board reviews performance data at least quarterly, consistent with the Investment Adviser's investment
goals, the Board attaches primary importance to performance over relatively long periods of time, typically three to
five years. The Board noted that the Fund's performance within the group after fees and expenses ranked in the first
quartile for the one year period and the second quartile for the three and five year periods ended October 31, 2003.
The Board concluded that the Fund's performance supported the continuation of the management fee rate at the
present level and the renewal of the Investment Advisory Agreement. The Investment Adviser's Personnel and
Investment Process. The Board reviews at least annually the Fund's investment objectives and strategies. The Board
discusses with senior management of the Investment Adviser responsible for investment operations and the senior
management of the Investment Adviser's tax-exempt fixed income investing group the strategies being used to achieve
the stated objectives. Among other things, the Board considers the size, background and experience of the Investment
Adviser's investment staff, its use of technology, and the Investment Adviser's approach to training and retaining
portfolio managers and other research, advisory and management personnel. The Board also reviews the Investment
Adviser's compensation policies and practices with respect to the Fund's portfolio manager. The Board also considered
the experience of the Fund's portfolio manager and noted that Mr. Kalinoski, the Fund's portfolio manager, has 12
years' experience investing in 30 Municipal Bonds. The Board concluded that the Investment Adviser and its
investment staff and the Fund's portfolio manager have extensive experience in analyzing and managing the types of
investments used by the Fund and that the Fund benefits from that expertise. Management Fees and Other Expenses.
The Board reviews the Fund's contractual management fee rate and actual management fee rate (including applicable
fee waivers) as a percentage of total assets at common asset levels - the actual rate includes advisory and
administrative service fees and the effects of any fee waivers - compared to the other funds in its Lipper category. The
Board considers information regarding fee waivers provided by such other funds. It also compares the Fund's total
expenses to those of other, comparable funds. The Board did not consider the services provided to and the fees
charged by the Investment Adviser to other types of clients with similar investment mandates, because the Investment
Adviser advised the Board that it had no comparable investment mandates from its institutional clients. The Board
noted that the Fund's contractual management fee rate was below, and the Fund's actual management fee rate and its
overall operating expenses were slightly above the median of its comparable funds classified by Lipper. The Board
has concluded that the Fund's management fee and fee rate and overall expense ratio are reasonable compared to those
of other, comparable funds. Profitability. The Board of Directors considers the cost of the services provided to the
Fund by the Investment Adviser and the Investment Adviser's and its affiliates' profits relating to the management of
the Fund and the MLIM/FAM-advised funds. As part of its analysis, the Board reviewed the Investment Adviser's
methodology in allocating its costs to the management of the Fund and concluded that there was a reasonable basis for
the allocation. The Board believes the Investment Adviser's profits are reasonable in relation to the nature and quality
of services provided. Economies of Scale. The Board considered whether there have been economies of scale in
respect of the management of the MLIM/FAM-advised funds, whether the MLIM/FAM-advised funds (including the
Fund) have appropriately benefited from any economies of scale, and whether there is potential for realization of any
further economies of scale. The Board considered economies of scale to the extent applicable to the Fund's closed end
structure and determined that no changes were currently necessary. Conclusion After the independent Directors
deliberated in executive session, the entire Board including all of the independent Directors, approved the renewal of
the existing Investment Advisory Agreement, concluding that the advisory fee rate was reasonable in relation to the
services provided and that a contract renewal was in the best interests of the shareholders. Portfolio Manager
Information The Fund is managed by Michael A. Kalinoski. Other Funds and Accounts Managed by Portfolio
Manager as of October 31, 2004 Number of Other Accounts Managed Number of Accounts and Assets for Which and
Assets by Account Type Advisory Fee is Performance-Based ----------------------------------------
---------------------------------------- Other Other Registered Pooled Registered Pooled Name of Investment Adviser and
Investment Investment Other Investment Investment Other Portfolio Manager Companies Vehicles accounts
Companies Vehicles accounts ------------------------------- ------------ ---------- ----------- ------------- ----------- -----------
Fund Asset Management L.P. -------------------------- Michael A. Kalinoski 31 Fund Ownership The following table
sets forth the dollar range of equity securities of the Fund beneficially owned by the portfolio manager(s) as of the
date of this prospectus. Portfolio Manager Dollar Range --------------------------- ---------------------------- Michael A.
Kalinoski Portfolio Manager Compensation Portfolio Manager Compensation The Portfolio Manager Compensation
Program of MLIM and its affiliates, including the Investment Adviser, is critical to MLIM's ability to attract and
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retain the most talented asset management professionals. This program ensures that compensation is aligned with
maximizing investment returns and it provides a competitive pay opportunity for competitive performance.
Compensation Program The elements of total compensation for MLIM and its affiliates portfolio managers are base
salary, annual performance-based cash and stock compensation (cash and stock bonus) and other benefits. MLIM has
balanced these components of pay to provide portfolio managers with a powerful incentive to achieve consistently
superior investment performance. By design, portfolio manager compensation levels fluctuate -- both up and down --
with the relative investment performance of the portfolios that they manage. Base Salary Under the MLIM approach,
like that of many asset management firms, base salaries represent a relatively small portion of a portfolio manager's
total compensation. This approach serves to enhance the motivational value of the performance-based (and therefore
variable) compensation elements of the compensation program. Performance-Based Compensation MLIM believes
that the best interests of investors are served by recruiting and retaining exceptional asset management talent and
managing their compensation within a consistent and disciplined framework that emphasizes pay for performance in
the context of an intensely competitive market for talent. To that end, MLIM and its affiliates portfolio manager
incentive compensation is based on a formulaic compensation program. MLIM's formulaic portfolio manager
compensation program includes: investment performance relative to a subset of general closed-end, leveraged,
municipal debt funds over 1-, 3- and 5-year performance periods and a measure of operational efficiency. If a portfolio
manager's tenure is less than 5 years, performance periods will reflect time in position. Portfolio managers are
compensated based on products they manage. A discretionary element of portfolio manager compensation may
include consideration of: financial results, expense control, profit margins, strategic planning and implementation,
quality of client service, market share, corporate reputation, capital allocation, compliance and risk control, leadership,
workforce diversity, supervision, technology and innovation. MLIM and its affiliates also consider the extent to which
individuals exemplify and foster ML & Co.'s principles of client focus, respect for the individual, teamwork,
responsible citizenship and integrity. All factors are considered collectively by MLIM management. Cash Bonus
Performance-based compensation is distributed to portfolio managers in a combination of cash and stock. Typically,
the cash bonus, when combined with base salary, represents more than 60% of total compensation for portfolio
managers. 32 Stock Bonus A portion of the dollar value of the total annual performance-based bonus is paid in
restricted shares of ML & Co. stock. Paying a portion of annual bonuses in stock puts compensation earned by a
portfolio manager for a given year "at risk" based on the company's ability to sustain and improve its performance
over future periods. The ultimate value of stock bonuses is dependent on future ML & Co. stock price performance.
As such, the stock bonus aligns each portfolio manager's financial interests with those of the ML & Co. shareholders
and encourages a balance between short-term goals and long-term strategic objectives. Management strongly believes
that providing a significant portion of competitive performance-based compensation in stock is in the best interests of
investors and shareholders. This approach ensures that portfolio managers participate as shareholders in both the
"downside risk" and "upside opportunity" of the company's performance. Portfolio managers therefore have a direct
incentive to protect ML & Co.'s reputation for integrity. Portfolio managers who meet relative investment
performance and financial management objectives during a performance year are eligible to participate in a deferred
cash program. Awards under this program are in the form of deferred cash that may be benchmarked to a menu of
MLIM mutual funds (including their own fund) during a five-year vesting period. The deferred cash program aligns
the interests of participating portfolio managers with the investment results of MLIM products and promotes
continuity of successful portfolio management teams. Other Benefits Portfolio managers are also eligible to participate
in broad-based plans offered generally to employees of ML & Co. and its affiliates, including broad-based retirement,
401(k), health, and other employee benefit plans. Potential Material Conflicts of Interest Real, potential or apparent
conflicts of interest may arise when a portfolio manager has day-to-day portfolio management responsibilities with
respect to more than one fund or account, including the following: Certain investments may be appropriate for the
Fund and also for other clients advised by the Investment. Adviser and its affiliates, including other client accounts
managed by the Fund's portfolio management team. Investment decisions for the Fund and other clients are made with
a view to achieving their respective investment objectives and after consideration of such factors as their current
holdings, availability of cash for investment and the size of their investments generally. Frequently, a particular
security may be bought or sold for only one client or in different amounts and at different times for more than one but
less than all clients. Likewise, because clients of the Investment Adviser and its affiliates may have differing
investment strategies, a particular security may be bought for one or more clients when one or more other clients are
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selling the security. The investment results for the Fund may differ from the results achieved by other clients of the
Investment Adviser and its affiliates and results among clients may differ. In addition, purchases or sales of the same
security may be made for two or more clients on the same day. In such event, such transactions will be allocated
among the clients in a manner believed by the Investment Adviser and its affiliates to be equitable to each. The
Investment Adviser will not determine allocations based on whether it receives a performance based fee from the
client. In some cases, the allocation procedure could have an adverse effect on the price or amount of the securities
purchased or sold by the Fund. Purchase and sale orders for the Fund may be combined with those of other clients of
the Investment Adviser and its affiliates in the interest of achieving the most favorable net results to the Fund. To the
extent that the Fund's portfolio management team has responsibilities for managing accounts in addition to the Fund, a
portfolio manager will need to divide his time and attention among relevant accounts. In some cases, a real, potential
or apparent conflict may also arise where (i) the Investment Adviser may have an incentive, such as a performance
based fee, in managing one account and not with respect to other accounts it manages or (ii) where a member of the
Fund's portfolio management team owns an interest in one fund or account he or she manages and not another. 33
Code of Ethics The Fund's Board of Directors approved a Code of Ethics under Rule 17j-1 of the 1940 Act that covers
the Fund and the Investment Adviser. The Code of Ethics establishes procedures for personal investing and restricts
certain transactions. Employees subject to the Code of Ethics may invest in securities for their personal investment
accounts, including securities that may be purchased or held by the Fund. Proxy Voting Policies and Procedures The
Fund's Board of Directors has delegated to the Investment Adviser authority to vote all proxies relating to the Fund's
portfolio securities. The Investment Adviser has adopted policies and procedures ("Proxy Voting Procedures") with
respect to the voting of proxies related to the portfolio securities held in the account of one or more of its clients,
including the Fund. Pursuant to these Proxy Voting Procedures, the Investment Adviser's primary objective when
voting proxies is to make proxy voting decisions solely in the best interests of the Fund and its stockholders, and to act
in a manner that the Investment Adviser believes is most likely to enhance the economic value of the securities held
by the Fund. The Proxy Voting Procedures are designed to ensure that the Investment Adviser considers the interests
of its clients, including the Fund, and not the interests of the Investment Adviser, when voting proxies and that real (or
perceived) material conflicts that may arise between the Investment Adviser's interest and those of the Investment
Adviser's clients are properly addressed and resolved. In order to implement the Proxy Voting Procedures, the
Investment Adviser has formed a Proxy Voting Committee (the "Proxy Committee"). The Proxy Committee is
comprised of the Investment Adviser's Chief Investment Officer (the "CIO"), one or more other senior investment
professionals appointed by the CIO, portfolio managers and investment analysts appointed by the CIO and any other
personnel the CIO deems appropriate. The Proxy Committee will also include two non-voting representatives from the
Investment Adviser's Legal department appointed by the Investment Adviser's General Counsel. The Proxy
Committee's membership shall be limited to full-time employees of the Investment Adviser. No person with any
investment banking, trading, retail brokerage or research responsibilities for the Investment Adviser's affiliates may
serve as a member of the Proxy Committee or participate in its decision making (except to the extent such person is
asked by the Proxy Committee to present information to the Proxy Committee, on the same basis as other interested
knowledgeable parties not affiliated with the Investment Adviser might be asked to do so). The Proxy Committee
determines how to vote the proxies of all clients, including the Fund, that have delegated proxy voting authority to the
Investment Adviser and seeks to ensure that all votes are consistent with the best interests of those clients and are free
from unwarranted and inappropriate influences. The Proxy Committee establishes general proxy voting policies for
the Investment Adviser and is responsible for determining how those policies are applied to specific proxy votes, in
light of each issuer's unique structure, management, strategic options and, in certain circumstances, probable
economic and other anticipated consequences of alternate actions. In so doing, the Proxy Committee may determine to
vote a particular proxy in a manner contrary to its generally stated policies. In addition, the Proxy Committee will be
responsible for ensuring that all reporting and recordkeeping requirements related to proxy voting are fulfilled. The
Proxy Committee may determine that the subject matter of a recurring proxy issue is not suitable for general voting
policies and requires a case-by-case determination. In such cases, the Proxy Committee may elect not to adopt a
specific voting policy applicable to that issue. The Investment Adviser believes that certain proxy voting issues
require investment analysis - such as approval of mergers and other significant corporate transactions - akin to
investment decisions, and are, therefore, not suitable for general guidelines. The Proxy Committee may elect to adopt
a common position for the Investment Adviser on certain proxy votes that are akin to investment decisions, or
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determine to permit the portfolio manager to make individual decisions on how best to maximize economic value for
the Fund (similar to normal buy/sell investment decisions made by such portfolio managers). While it is expected that
the Investment Adviser will generally seek to vote proxies over which the Investment Adviser exercises voting
authority in a uniform manner for all the Investment Adviser's clients, the Proxy Committee, in conjunction with the
Fund's portfolio manager, may determine that the Fund's specific circumstances require that its proxies be voted
differently. To assist the Investment Adviser in voting proxies, the Proxy Committee has retained Institutional
Shareholder Services ("ISS"). ISS is an independent adviser that specializes in providing a variety of fiduciary-level
proxy-related services to institutional investment managers, plan sponsors, custodians, consultants, and other 34
institutional investors. The services provided to the Investment Adviser by ISS include in-depth research, voting
recommendations (although the Investment Adviser is not obligated to follow such recommendations), vote execution,
and recordkeeping. ISS will also assist the Fund in fulfilling its reporting and recordkeeping obligations under the
1940 Act. The Investment Adviser's Proxy Voting Procedures also address special circumstances that can arise in
connection with proxy voting. For instance, under the Proxy Voting Procedures, the Investment Adviser generally will
not seek to vote proxies related to portfolio securities that are on loan, although it may do so under certain
circumstances. In addition, the Investment Adviser will vote proxies related to securities of foreign issuers only on a
best efforts basis and may elect not to vote at all in certain countries where the Proxy Committee determines that the
costs associated with voting generally outweigh the benefits. The Proxy Committee may at any time override these
general policies if it determines that such action is in the best interests of the Fund. From time to time, the Investment
Adviser may be required to vote proxies in respect of an issuer where an affiliate of the Investment Adviser (each, an
"Affiliate"), or a money management or other client of the Investment Adviser, including investment companies for
which the Investment Adviser provides investment advisory, administrative and/or other services (each, a "Client") is
involved. The Proxy Voting Procedures and the Investment Adviser's adherence to those procedures are designed to
address such conflicts of interest. The Proxy Committee intends to strictly adhere to the Proxy Voting Procedures in
all proxy matters, including matters involving Affiliates and Clients. If, however, an issue representing a non-routine
matter that is material to an Affiliate or a widely known Client is involved such that the Proxy Committee does not
reasonably believe it is able to follow its guidelines (or if the particular proxy matter is not addressed by the
guidelines) and vote impartially, the Proxy Committee may, in its discretion for the purposes of ensuring that an
independent determination is reached, retain an independent fiduciary to advise the Proxy Committee on how to vote
or to cast votes on behalf of the Investment Adviser's clients. In the event that the Proxy Committee determines not to
retain an independent fiduciary, or it does not follow the advice of such an independent fiduciary, the Proxy
Committee may pass the voting power to a subcommittee appointed by the CIO (with advice from the Secretary of the
Proxy Committee), consisting solely of Proxy Committee members selected by the CIO. The CIO shall appoint to the
subcommittee, where appropriate, only persons whose job responsibilities do not include contact with the Client and
whose job evaluations would not be affected by the Investment Adviser's relationship with the Client (or failure to
retain such relationship). The subcommittee shall determine whether and how to vote all proxies on behalf of the
Investment Adviser's clients or, if the proxy matter is, in their judgment, akin to an investment decision, to defer to the
applicable portfolio managers, provided that, if the subcommittee determines to alter the Investment Adviser's normal
voting guidelines or, on matters where the Investment Adviser's policy is case-by-case, does not follow the voting
recommendation of any proxy voting service or other independent fiduciary that may be retained to provide research
or advice to the Investment Adviser on that matter, no proxies relating to the Client may be voted unless the Secretary,
or in the Secretary's absence, the Assistant Secretary of the Proxy Committee concurs that the subcommittee's
determination is consistent with the Investment Adviser's fiduciary duties. In addition to the general principles
outlined above, the Investment Adviser has adopted voting guidelines with respect to certain recurring proxy issues
that are not expected to involve unusual circumstances. These policies are guidelines only, and the Investment Adviser
may elect to vote differently from the recommendation set forth in a voting guideline if the Proxy Committee
determines that it is in the Fund's best interest to do so. In addition, the guidelines may be reviewed at any time upon
the request of a Proxy Committee member and may be amended or deleted upon the vote of a majority of Proxy
Committee members present at a Proxy Committee meeting at which there is a quorum. The Investment Adviser has
adopted specific voting guidelines with respect to the following proxy issues: o Proposals related to the composition
of the board of directors of issuers other than investment companies. As a general matter, the Proxy Committee
believes that a company's board of directors (rather than stockholders) is most likely to have access to important,
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nonpublic information regarding a company's business and prospects, and is therefore best-positioned to set corporate
policy and oversee management. The Proxy Committee, therefore, believes that the foundation of good corporate
governance is the election of qualified, independent corporate directors who are likely to diligently 35 represent the
interests of stockholders and oversee management of the corporation in a manner that will seek to maximize
stockholder value over time. In individual cases, the Proxy Committee may look at a nominee's number of other
directorships, history of representing stockholder interests as a director of other companies or other factors, to the
extent the Proxy Committee deems relevant. o Proposals related to the selection of an issuer's independent auditors.
As a general matter, the Proxy Committee believes that corporate auditors have a responsibility to represent the
interests of stockholders and provide an independent view on the propriety of financial reporting decisions of
corporate management. While the Proxy Committee will generally defer to a corporation's choice of auditor, in
individual cases, the Proxy Committee may look at an auditors' history of representing stockholder interests as auditor
of other companies, to the extent the Proxy Committee deems relevant. o Proposals related to management
compensation and employee benefits. As a general matter, the Proxy Committee favors disclosure of an issuer's
compensation and benefit policies and opposes excessive compensation, but believes that compensation matters are
normally best determined by an issuer's board of directors, rather than stockholders. Proposals to "micro-manage" an
issuer's compensation practices or to set arbitrary restrictions on compensation or benefits will, therefore, generally
not be supported. o Proposals related to requests, principally from management, for approval of amendments that
would alter an issuer's capital structure. As a general matter, the Proxy Committee will support requests that enhance
the rights of common stockholders and oppose requests that appear to be unreasonably dilutive. o Proposals related to
requests for approval of amendments to an issuer's charter or by-laws. As a general matter, the Proxy Committee
opposes poison pill provisions. o Routine proposals related to requests regarding the formalities of corporate meetings.
o Proposals related to proxy issues associated solely with holdings of investment company shares. As with other types
of companies, the Proxy Committee believes that a fund's board of directors (rather than its stockholders) is
best-positioned to set fund policy and oversee management. However, the Proxy Committee opposes granting boards
of directors authority over certain matters, such as changes to a fund's investment objective, that the Investment
Company Act envisions will be approved directly by stockholders. o Proposals related to limiting corporate conduct in
some manner that relates to the stockholder's environmental or social concerns. The Proxy Committee generally
believes that annual stockholder meetings are inappropriate forums for discussion of larger social issues, and opposes
stockholder resolutions "micro-managing" corporate conduct or requesting release of information that would not help
a stockholder evaluate an investment in the corporation as an economic matter. While the Proxy Committee is
generally supportive of proposals to require corporate disclosure of matters that seem relevant and material to the
economic interests of stockholders, the Proxy Committee is generally not supportive of proposals to require disclosure
of corporate matters for other purposes. Information about how the Fund voted proxies relating to securities held by
the Fund's portfolio during the most recent 12 month period ended June 30 is available without charge (i) at
www.mutualfunds.ml.com, and (ii) the Commission's website at www.sec.gov. PORTFOLIO TRANSACTIONS
Subject to policies established by the Board of Directors, the Investment Adviser is primarily responsible for the
execution of the Fund's portfolio transactions and the allocation of brokerage. The Fund has no obligation to deal with
any dealer or group of dealers in the execution of transactions in portfolio securities of the Fund. Where possible, the
Fund deals directly with the dealers who make a market in the securities involved except in those 36 circumstances
where better prices and execution are available elsewhere. It is the policy of the Fund to obtain the best results in
conducting portfolio transactions for the Fund, taking into account such factors as price (including the applicable
dealer spread or commission), the size, type and difficulty of the transaction involved, the firm's general execution and
operations facilities and the firm's risk in positioning the securities involved. The cost of portfolio securities
transactions of the Fund primarily consists of dealer or underwriter spreads and brokerage commissions. While
reasonable competitive spreads or commissions are sought, the Fund will not necessarily be paying the lowest spread
or commission available on any particular transaction. Subject to obtaining the best net results, dealers who provide
supplemental investment research (such as quantitative and modeling information assessments and statistical data and
provide other similar services) to the Investment Adviser may receive orders for transactions by the Fund. Information
so received will be in addition to and not in lieu of the services required to be performed by the Investment Adviser
under the Investment Advisory Agreement and the expense of the Investment Adviser will not necessarily be reduced
as a result of the receipt of such supplemental information. Supplemental investment research obtained from such
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dealers might be used by the Investment Adviser in servicing all of its accounts and such research might not be used
by the Investment Adviser in connection with the Fund. The Fund invests in securities traded in the over-the-counter
markets, and the Fund intends to deal directly with dealers who make markets in the securities involved, except in
those circumstances where better execution is available elsewhere. Under the 1940 Act, except as permitted by
exemptive order, persons affiliated with the Fund, including Merrill Lynch, are prohibited from dealing with the Fund
as principal in the purchase and sale of securities. Since transactions in the over-the-counter market usually involve
transactions with dealers acting as principals for their own accounts, the Fund does not deal with Merrill Lynch and its
affiliates in connection with such principal transactions except that, pursuant to exemptive orders obtained by the
Investment Adviser, the Fund may engage in principal transactions with Merrill Lynch in high quality, short term, tax
exempt securities. See "Investment Restrictions." However, affiliated persons of the Fund, including Merrill Lynch,
may serve as its brokers in certain over-the-counter transactions conducted on an agency basis. In addition, the Fund
has received an exemptive order, under which it may purchase investment grade Municipal Bonds through group
orders from an underwriting syndicate of which Merrill Lynch is a member subject to conditions set forth in such
order (the "Group Order Exemptive Order"). A group order is an order for securities held in an underwriting syndicate
for the account of all members of the syndicate, and in proportion to their respective participation in the syndicate.
The Fund also may purchase tax exempt debt instruments in individually negotiated transactions with the issuers.
Because an active trading market may not exist for such securities, the prices that the Fund may pay for these
securities or receive on their resale may be lower than that for similar securities with a more liquid market. Certain
court decisions have raised questions as to the extent to which investment companies should seek exemptions under
the 1940 Act in order to seek to recapture underwriting and dealer spreads from affiliated entities. The Fund's Board
of Directors has considered all factors deemed relevant and has made a determination not to seek such recapture at this
time. The Fund's Board of Directors will reconsider this matter from time to time. Securities held by the Fund may
also be held by, or be appropriate investments for, other funds or investment advisory clients for which the Investment
Adviser or its affiliates act as an adviser. Because of different investment objectives or other factors, a particular
security may be bought for an advisory client when other clients are selling the same security. If purchases or sales of
securities by the Investment Adviser for the Fund or other funds for which it acts as investment adviser or for other
advisory clients arise for consideration at or about the same time, transactions in such securities will be made, insofar
as feasible, for the respective funds and clients in a manner deemed equitable to all. Transactions effected by the
Investment Adviser (or its affiliates) on behalf of more than one of its clients during the same period may increase the
demand for securities being purchased or the supply of securities being sold, causing an adverse effect on price.
Section 11(a) of the Securities Exchange Act of 1934 generally prohibits members of the U.S. national securities
exchanges from executing exchange transactions for their affiliates and institutional accounts that they manage unless
the member (i) has obtained prior express authorization from the account to effect such transactions, (ii) at least
annually furnishes the account with a statement setting forth the aggregate compensation received by the member in
effecting such transactions, and (iii) complies with any rules the Commission has prescribed with respect 37 to the
requirements of clauses (i) and (ii). To the extent Section 11(a) would apply to Merrill Lynch acting as a broker for
the Fund in any of its portfolio transactions executed on any such securities exchange of which it is a member,
appropriate consents have been obtained from the Fund and annual statements as to aggregate compensation will be
provided to the Fund. Portfolio Turnover Generally, the Fund does not purchase securities for short term trading
profits. However, the Fund may dispose of securities without regard to the time they have been held when such
actions, for defensive or other reasons, appear advisable to the Investment Adviser. While it is not possible to predict
turnover rates with any certainty, at present it is anticipated that the Fund's annual portfolio turnover rate, under
normal circumstances, should be less than 100%. (The portfolio turnover rate is calculated by dividing the lesser of
purchases or sales of portfolio securities for the particular fiscal year by the monthly average of the value of the
portfolio securities owned by the Fund during the particular fiscal year. For purposes of determining this rate, all
securities whose maturities at the time of acquisition are one year or less are excluded.) A high portfolio turnover rate
results in greater transaction costs, which are borne directly by the Fund and may have certain tax consequences for
stockholders. For the six months ended April 30, 2005 and the fiscal years ended October 31, 2004 and 2003, the
Fund's portfolio turnover rates were 14.76%, 32.87% and 33.92%, respectively. TAXES The Fund has elected to
qualify for the special tax treatment afforded regulated investment companies ("RICs") under the Internal Revenue
Code of 1986, as amended (the "Code"). As long as it so qualifies, in any taxable year in which it distributes at least
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90% of its taxable net income and 90% of its tax exempt net income (see below), the Fund (but not its stockholders)
will not be subject to Federal income tax to the extent that it distributes its net investment income and net realized
capital gains. The Fund intends to distribute substantially all of such income. If, in any taxable year, the Fund fails to
qualify as a RIC under the Code, it would be taxed in the same manner as an ordinary corporation and all distributions
from earnings and profits (as determined under U.S. Federal income tax principles) to its stockholders would be
taxable as ordinary dividend income eligible for the maximum 15% tax rate for non-corporate shareholders and the
dividends-received deduction for corporate shareholders. However, the Fund's distributions derived from income on
tax exempt obligations, as defined herein, would no longer qualify for treatment as exempt interest. The Code requires
a RIC to pay a nondeductible 4% excise tax to the extent the RIC does not distribute, during each calendar year, 98%
of its ordinary income, determined on a calendar year basis, and 98% of its capital gains, determined, in general, on an
October 31 year-end, plus certain undistributed amounts from previous years. The required distributions, however, are
based only on the taxable income of a RIC. The excise tax, therefore, generally will not apply to the tax exempt
income of a RIC, such as the Fund, that pays exempt-interest dividends. The Internal Revenue Service (the "IRS"), in
a revenue ruling, held that certain auction rate preferred stock would be treated as stock for Federal income tax
purposes. The terms of the AMPS are substantially similar, but not identical, to the auction rate preferred stock
discussed in the revenue ruling, and in the opinion of Sidley Austin Brown & Wood LLP, counsel to the Fund, the
shares of AMPS will constitute stock of the Fund and distributions with respect to shares of AMPS (other than
distributions in redemption of shares of AMPS subject to Section 302(b) of the Code) will constitute dividends to the
extent of the Fund's current and accumulated earnings and profits as calculated for Federal income tax purposes.
Nevertheless, it is possible that the IRS might take a contrary position, asserting, for example, that the shares of
AMPS constitute debt of the Fund. If this position were upheld, the discussion of the treatment of distributions below
would not apply. Instead, distributions by the Fund to holders of shares of AMPS would constitute taxable interest
income, whether or not they exceeded the earnings and profits of the Fund, would be included in full in the income of
the recipient and would be taxed as ordinary income. Counsel believes that such a position, if asserted by the IRS,
would be unlikely to prevail. The Fund will only purchase a Municipal Bond or Non-Municipal Tax-Exempt Security
if it is accompanied by an opinion of counsel to the issuer, which is delivered on the date of issuance of the security,
that the interest paid on such security is excludable from gross income for Federal income tax purposes (i.e., "tax- 38
exempt"). The Fund intends to qualify to pay "exempt-interest dividends" as defined in Section 852(b)(5) of the Code.
Under such section if, at the close of each quarter of its taxable year, at least 50% of the value of its total assets
consists of obligations that pay interest which is excludable from gross income for Federal income tax purposes ("tax
exempt obligations") under Section 103(a) of the Code (relating generally to obligations of a state or local
governmental unit), the Fund shall be qualified to pay exempt-interest dividends to its stockholders. Exempt-interest
dividends are dividends or any part thereof paid by the Fund that are attributable to interest on tax exempt obligations
and designated by the Fund as exempt-interest dividends in a written notice mailed to the Fund's stockholders within
60 days after the close of its taxable year. To the extent that the dividends distributed to the Fund's stockholders are
derived from interest income exempt from tax under Code Section 103(a) and are properly designated as
exempt-interest dividends, they will be excludable from a stockholder's gross income for Federal tax purposes.
Exempt-interest dividends are included, however, in determining the portion, if any, of a person's social security and
railroad retirement benefits subject to Federal income taxes. Each stockholder is advised to consult a tax adviser with
respect to whether exempt-interest dividends retain the exclusion under Code Section 103(a) if such stockholder
would be treated as a "substantial user" or "related person" under Code Section 147(a) with respect to property
financed with the proceeds of an issue of PABs, if any, held by the Fund. To the extent that the Fund's distributions
are derived from interest on its taxable investments or from an excess of net short-term capital gains over net
long-term capital losses ("ordinary income dividends"), such distributions generally are considered ordinary income
for Federal income tax purposes. Distributions by the Fund, whether from exempt-interest income, ordinary income or
capital gains, are not eligible for the dividends received deduction allowed to corporations under the Code or the
reduced tax rates available to non-corporate shareholders. Distributions, if any, from an excess of net long-term capital
gains over net short-term capital losses derived from the sale of securities or from certain transactions in futures, or
options and swaps ("capital gain dividends") are taxable as long-term capital gains for Federal income tax purposes,
regardless of the length of time the stockholder has owned Fund shares. Generally not later than 60 days after the
close of its taxable year, the Fund will provide its stockholders with a written notice designating the amounts of any
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exempt-interest dividends and capital gain dividends. If the Fund pays a dividend in January which was declared in
the previous October, November or December to stockholders of record on a specified date in one of such months,
then such dividend will be treated for tax purposes as being paid by the Fund and received by its stockholders on
December 31 of the year in which such dividend was declared. All or a portion of the Fund's gain from the sale or
redemption of tax exempt obligations purchased at a market discount will be treated for Federal income tax purposes
as ordinary income rather than capital gain. This rule may increase the amount of ordinary income dividends received
by stockholders. Distributions in excess of the Fund's earnings and profits will first reduce the adjusted tax basis of a
holder's shares and, after such adjusted tax basis is reduced to zero, will constitute capital gains to such holder
(assuming the shares are held as a capital asset). The sale or exchange of AMPS could result in capital gain or loss to
holders of AMPS who hold their shares as capital assets. Generally, a stockholder's gain or loss will be long-term
capital gain or loss if the shares have been held for more than one year. Any loss upon the sale or exchange of Fund
shares held for six months or less will be disallowed to the extent of any exempt-interest dividends received by the
stockholder. In addition, any such loss that is not disallowed under the rule stated above will be treated as long-term
capital loss to the extent of any capital gain dividends received by the stockholder. If you borrow money to buy the
Fund's AMPS, you may not be permitted to deduct the interest on that loan. Under Federal income tax rules, the
Fund's AMPS may be treated as having been bought with borrowed money even if the purchase cannot be traced
directly to borrowed money. Stockholders should consult their own tax advisers regarding the impact of an investment
in AMPS upon the deductibility of interest payable by the stockholder. The IRS has taken the position in a revenue
ruling that if a RIC has two or more classes of shares, it may designate distributions made to each class in any year as
consisting of no more than such class's proportionate share of particular types of income, including exempt-interest
income and net long-term capital gains. A class's proportionate share of a particular type of income is determined
according to the percentage of total dividends paid by the RIC during such year that was paid to such class. Thus, the
Fund is required to allocate a portion of its net capital gain and other taxable income to the shares of AMPS and Other
AMPS of each series. Accordingly, the Fund intends to designate dividends paid to the Series E AMPS and Other
AMPS as tax exempt interest, capital 39 gains or other taxable income, as applicable, in proportion to each series'
share of total dividends paid during the year. The Fund may notify the Auction Agent of the amount of any net capital
gain and other taxable income to be included in any dividend on shares of AMPS prior to the Auction establishing the
Applicable Rate for such dividend. The Fund also may include such income in a dividend on shares of AMPS without
giving advance notice thereof if it increases the dividend by an additional amount calculated as if such income were a
Retroactive Taxable Allocation and the additional amount were an Additional Dividend, provided that the Fund will
notify the Auction Agent of the additional amounts to be included in such dividend prior to the applicable Dividend
Payment Date. See "The Auction--Auction Procedures--Auction Date; Advance Notice of Allocation of Taxable
Income; Inclusion of Taxable Income in Dividends" in the prospectus. Except for the portion of any dividend that it
informs the Auction Agent will be treated as capital gains or other taxable income, the Fund anticipates that the
dividends paid on the shares of AMPS will constitute exempt-interest dividends. The amount of net capital gain and
ordinary income allocable to shares of AMPS (the "taxable distribution") will depend upon the amount of such gains
and income realized by the Fund and the total dividends paid by the Fund on shares of common stock and shares of
the series of AMPS during a taxable year, but the taxable distribution generally is not expected to be significant. If the
Fund makes a Retroactive Taxable Allocation, it will pay Additional Dividends to holders of AMPS who are subject
to the Retroactive Taxable Allocation. See "Description of AMPS--Dividends-- Additional Dividends" in the
prospectus. The Federal income tax consequences of Additional Dividends under existing law are uncertain. The Fund
intends to treat a holder as receiving a dividend distribution in the amount of any Additional Dividend only as and
when such Additional Dividend is paid. An Additional Dividend generally will be designated by the Fund as an
exempt-interest dividend except as otherwise required by applicable law. However, the IRS may assert that all or part
of an Additional Dividend is a taxable dividend either in the taxable year for which the Retroactive Taxable
Allocation is made or in the taxable year in which the Additional Dividend is paid. In the opinion of Sidley Austin
Brown & Wood LLP, counsel to the Fund, under current law the manner in which the Fund intends to allocate items
of tax exempt income, net capital gain and other taxable income among shares of common stock and shares of AMPS
will be respected for Federal income tax purposes. However, the tax treatment of Additional Dividends may affect the
Fund's calculation of each class's allocable share of capital gains and other taxable income. In addition, there is
currently no direct guidance from the IRS or other sources specifically addressing whether the Fund's method for
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allocating tax exempt income, net capital gain and other taxable income, if any, among shares of common stock and
shares of the AMPS will be respected for Federal income tax purposes, and it is possible that the IRS could disagree
with counsel's opinion and attempt to reallocate the Fund's net capital gain or other taxable income. In the event of a
reallocation, some of the dividends identified by the Fund as exempt-interest dividends to holders of shares of AMPS
may be recharacterized as additional capital gains or other taxable income. In the event of such recharacterization, the
Fund would not be required to make payments to such stockholders to offset the tax effect of such reallocation. In
addition, a reallocation may cause the Fund to be liable for income tax and excise tax on any reallocated taxable
income. Sidley Austin Brown & Wood LLP has advised the Fund that, in its opinion, if the IRS were to challenge in
court the Fund's allocations of income and gain, the IRS would be unlikely to prevail. A holder should be aware,
however, that the opinion of Sidley Austin Brown & Wood LLP represents only its best legal judgment and is not
binding on the IRS or the courts. The Code subjects interest received on certain otherwise tax exempt securities to a
Federal alternative minimum tax. The Federal alternative minimum tax applies to interest received on PABs issued
after August 7, 1986. PABs are bonds that, although tax exempt, are used for purposes other than those performed by
governmental units and that benefit non-governmental entities (e.g., bonds used for industrial development or housing
purposes). Income received on such bonds is classified as an item of "tax preference," which could subject certain
investors in such bonds, including stockholders of the Fund, to an increased Federal alternative minimum tax. The
Fund intends to purchase such PABs and will report to stockholders at the close of the calendar year-end the portion
of its dividends declared during the year which constitutes an item of tax preference for Federal alternative minimum
tax purposes. The Code further provides that corporations are subject to a Federal alternative minimum tax based, in
part, on certain differences between taxable income as adjusted for other tax preferences and the corporation's
"adjusted current earnings," which more closely reflect a corporation's economic income. Because an exempt-interest
dividend paid by the Fund will be included in adjusted current earnings, a corporate stockholder may be required to
pay a Federal alternative minimum tax on exempt-interest dividends paid by the Fund. 40 The Fund may invest in
instruments the return on which includes nontraditional features such as indexed principal or interest payments
("nontraditional instruments"). These instruments may be subject to special tax rules under which the Fund may be
required to accrue and distribute income before amounts due under the obligations are paid. In addition, it is possible
that all or a portion of the interest payments on such nontraditional instruments could be recharacterized as taxable
ordinary income. The Fund may engage in interest rate and credit default swaps. The Federal income tax rules
governing the taxation of swaps are not entirely clear and may require the Fund to treat payments received under such
arrangements as ordinary income and to amortize payments under certain circumstances. Because payments received
by the Fund in connection with swap transactions will be taxable rather than tax exempt, they may result in increased
taxable distributions to stockholders. Certain transactions entered into by the Fund are subject to complex Federal
income tax provisions that may, among other things, (a) affect the character of gains and losses realized, (b) disallow,
suspend or otherwise limit the allowance of certain losses or deductions, and (c) accelerate the recognition of income.
Operation of these tax rules could, therefore, affect the character, amount and timing of distributions and result in
increased taxable distributions to stockholders. Special tax rules also will require the Fund to mark-to-market certain
types of positions in its portfolio (i.e., treat them as sold on the last day of the taxable year), and may result in the
recognition of income without a corresponding receipt of cash. The Fund intends to monitor its transactions, make
appropriate tax elections and make appropriate entries in its books and records to lessen the effect of these tax rules
and avoid any possible disqualification for the special treatment afforded RICs under the Code. The Fund's ability to
distribute dividends exempt from Federal income tax depends on the exclusion from gross income of the interest
income that it receives on the securities in which it invests. The Fund will only purchase Municipal Bonds and
Non-Municipal Tax Exempt Securities if they are accompanied by an opinion of counsel to the issuer, which is
delivered on the date of issuance of that security, that interest on such securities is excludable from gross income for
Federal income tax purposes (the "tax exemption opinion"). Events occurring after the date of issuance of the
Municipal Bonds and Non-Municipal Tax Exempt Securities in which the Fund invests, however, may cause the
interest on such securities to be includable in gross income for Federal income tax purposes. For example, the Code
establishes certain requirements, such as restrictions as to the investment of the proceeds of the issue, limitations as to
the use of proceeds of such issue and the property financed by such proceeds, and the payment of certain excess
earnings to the Federal government, that must be met after the issuance of securities for interest on such securities to
remain excludable from gross income for Federal income tax purposes. The issuers and the conduit borrowers of the
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Municipal Bonds or Non-Municipal Tax Exempt Securities generally covenant to comply with such requirements, and
the tax exemption opinion generally assumes continuing compliance with such requirements. Failure to comply with
these continuing requirements, however, may cause the interest on such securities to be includable in gross income for
Federal income tax purposes retroactive to their date of issue. In addition, the IRS has an ongoing enforcement
program that involves the audit of tax exempt bonds to determine whether an issue of bonds satisfies all of the
requirements that must be met for interest on such bonds to be excludable from gross income for Federal income tax
purposes. From time to time, some of the securities held by the Fund may be the subject of such an audit by the IRS,
and the IRS may determine that the interest on such securities is includable in gross income for Federal income tax
purposes, either because the IRS has taken a legal position adverse to the conclusion reached by counsel to the issuer
in the tax exemption opinion or as a result of an action taken or not taken after the date of issue of such obligation. If a
Municipal Bond or Non- Municipal Tax Exempt Security in which the Fund invests is determined to pay taxable
interest subsequent to the Fund's acquisition of such security, the IRS may demand that the Fund pay taxes on the
affected interest income. If the Fund agrees to do so, the Fund's yield on its common stock could be adversely
affected. A determination that interest on a security held by the Fund is includable in gross income for Federal income
tax purposes retroactively to its date of issue may, likewise, cause a portion of prior distributions received by
stockholders, including holders of AMPS, to be taxable to those stockholders in the year of receipt. The Fund will not
pay an Additional Dividend to a holder of AMPS under these circumstances. 41 If at any time when shares of AMPS
are outstanding the Fund does not meet the asset coverage requirements of the 1940 Act, the Fund will be required to
suspend distributions to holders of common stock until the asset coverage is restored. See "Description of
AMPS--Dividends--Restrictions on Dividends and Other Payments" and in the prospectus. This may prevent the Fund
from distributing at least 90% of its net income, and may, therefore, jeopardize the Fund's qualification for taxation as
a RIC. If the Fund were to fail to qualify as a RIC, some or all of the distributions paid by the Fund would be fully
taxable for Federal income tax purposes. Upon any failure to meet the asset coverage requirements of the 1940 Act,
the Fund, in its sole discretion, may, and under certain circumstances will be required to, redeem shares of AMPS in
order to maintain or restore the requisite asset coverage and avoid the adverse consequences to the Fund and its
stockholders of failing to qualify as a RIC. See "Description of AMPS--Redemption" herein and in the prospectus.
There can be no assurance, however, that any such action would achieve such objectives. As noted above, the Fund
must distribute annually at least 90% of its net taxable and tax exempt interest income. A distribution will only be
counted for this purpose if it qualifies for the dividends paid deduction under the Code. Additional preferred stock that
the Fund has authority to issue may raise an issue as to whether distributions on such preferred stock are "preferential"
under the Code and therefore not eligible for the dividends paid deduction. The Fund intends to issue preferred stock
that counsel advises will not result in the payment of a preferential dividend. If the Fund ultimately relies on a legal
opinion with regard to such preferred stock, there is no assurance that the IRS would agree that dividends on the
preferred stock are not preferential. If the IRS successfully disallowed the dividends paid deduction for dividends on
the preferred stock, the Fund could lose the benefit of the special treatment afforded RICs under the Code. In this case,
dividends paid by the Fund would not be exempt from Federal income taxes. Additionally, the Fund would be subject
to Federal income tax, including the alternative minimum tax. Under certain Code provisions, some stockholders may
be subject to a withholding tax on ordinary income dividends, capital gain dividends and redemption payments
("backup withholding"). Backup withholding may also be required on distributions paid by the Fund, unless it
reasonably estimates that at least 95% of its distributions during the taxable year are comprised of exempt-interest
dividends. Generally, stockholders subject to backup withholding will be those for whom no certified taxpayer
identification number is on file with the Fund or who, to the Fund's knowledge, have furnished an incorrect number.
When establishing an account, an investor must certify under penalty of perjury that such number is correct and that
such investor is not otherwise subject to backup withholding. Backup withholding is not an additional tax. Any
amount withheld generally may be allowed as a refund or a credit against a stockholder's Federal income tax liability,
provided that the required information is timely forwarded to the IRS. The Fund is generally not an appropriate
investment for retirement plans, other entities that are not subject to tax and foreign stockholders. State and Local
Taxes The exemption from Federal income tax for exempt-interest dividends does not necessarily result in an
exemption for such dividends under the income or other tax laws of any state or local taxing authority. Stockholders
are advised to consult their own tax advisers concerning state and local matters. In some states, the portion of any
exempt-interest dividend that is derived from interest received by a RIC on its holdings of that state's securities and its
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political subdivisions and instrumentalities is exempt from that state's income tax. Therefore, the Fund will report
annually to its stockholders the percentage of interest income earned by the Fund during the preceding year on tax
exempt obligations indicating, on a state-by-state basis, the source of such income. The foregoing is a general and
abbreviated summary of the applicable provisions of the Code and Treasury Regulations presently in effect. For the
complete provisions, reference should be made to the pertinent Code sections and the Treasury Regulations
promulgated thereunder. The Code and the Treasury Regulations are subject to change by legislative, judicial or
administrative action either prospectively or retroactively. 42 Stockholders are urged to consult their tax advisers
regarding specific questions as to Federal, state, local or foreign taxes. CONFLICTS OF INTEREST The investment
activities of the Investment Adviser, Merrill Lynch and other affiliates of Merrill Lynch for their own accounts and
other accounts they manage may give rise to conflicts of interest that could disadvantage the Fund and its
stockholders. The Investment Adviser has adopted written policies and procedures that, collectively, address
investment activities of, and other arrangements involving, the Investment Adviser that may give rise to such conflicts
of interest. Merrill Lynch, as a diversified global financial services firm, is involved with a broad spectrum of
financial services and asset management activities. Certain of Merrill Lynch's affiliates that are not service providers
to the Fund engage in a broad range of activities over which the Investment Adviser has no control or ability to
exercise oversight. Although there are no formal written policies and procedures that cover all potential or actual
conflicts of interest, Merrill Lynch has established a number of committees and related policies and procedures that
are designed to identify, analyze and/or resolve such conflicts of interest. No assurance can be given that Merrill
Lynch will be able to identify each conflict of interest or that each identified conflict of interest will be resolved in
favor of the Fund. Merrill Lynch and its affiliates, including, without limitation, the Investment Adviser and its
advisory affiliates may have proprietary interests in, and may manage or advise with respect to, accounts or funds
(including separate accounts and other funds and collective investment vehicles) that have investment objectives
similar to those of the Fund and/or that engage in transactions in the same types of securities and instruments as the
Fund. Merrill Lynch and its affiliates are also major participants in, among others, the options, swaps, and equities
markets, in each case both on a proprietary basis and for the accounts of customers. As such, Merrill Lynch and its
affiliates are actively engaged in transactions in the same securities and instruments in which the Fund invests. Such
activities could affect the prices and availability of the securities and instruments in which the Fund invests, which
could have an adverse impact on the Fund's performance. Such transactions, particularly in respect of most proprietary
accounts or customer accounts, will be executed independently of the Fund's transactions and thus at prices or rates
that may be more or less favorable than those obtained by the Fund. The results of the Fund's investment activities
may differ significantly from the results achieved by the Investment Adviser and its affiliates for its proprietary
accounts or other accounts (including investment companies or collective investment vehicles) managed or advised by
the Investment Adviser. It is possible that the Investment Adviser and its affiliates and such other accounts will
achieve investment results that are substantially more or less favorable than the results achieved by the Fund.
Moreover, it is possible that the Fund will sustain losses during periods in which the Investment Adviser and its
affiliates achieve significant profits on their trading for proprietary or other accounts. The opposite result is also
possible. From time to time, the Fund's activities may also be restricted because of regulatory restrictions applicable to
Merrill Lynch and its affiliates, and/or their internal policies designed to comply with such restrictions. As a result,
there may be periods, for example, when the Investment Adviser, and/or its affiliates, will not initiate or recommend
certain types of transactions in certain securities or instruments with respect to which the Investment Adviser and/or
its affiliates are performing services or when position limits have been reached. In connection with its management of
the Fund, the Investment Adviser may have access to certain fundamental analysis and proprietary technical models
developed by Merrill Lynch. The Investment Adviser will not be under any obligation, however, to effect transactions
on behalf of the Fund in accordance with such analysis and models. In addition, neither Merrill Lynch nor any of its
affiliates will have any obligation to make available any information regarding their proprietary activities or strategies,
or the activities or strategies used for other accounts managed by them, for the benefit of the management of the Fund
and it is not anticipated that the Investment Adviser will have access to such information for the purpose of managing
the Fund. The proprietary activities or portfolio strategies of Merrill Lynch and its affiliates or the activities or
strategies used for accounts managed by them or other customer accounts could conflict with the transactions and
strategies employed by the Investment Adviser in managing the Fund. 43 In addition, certain principals and certain
employees of the Investment Adviser are also principals or employees of Merrill Lynch or its affiliated entities. As a
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result, the performance by these principals and employees of their obligations to such other entities may be a
consideration of which investors in the Fund should be aware. The Investment Adviser may enter into transactions and
invest in securities and instruments on behalf of the Fund in which customers of Merrill Lynch (or, to the extent
permitted by the SEC, Merrill Lynch) serve as the counterparty, principal or issuer. In such cases, such party's
interests in the transaction will be adverse to the interests of the Fund, and such party may have no incentive to assure
that the Fund obtains the best possible prices or terms in connection with the transactions. In addition, the purchase,
holding and sale of such investments by the Fund may enhance the profitability of Merrill Lynch. Merrill Lynch and
its affiliates may also create, write or issue derivative instruments for customers of Merrill Lynch or its affiliates, the
underlying securities or instruments of which may be those in which the Fund invests or which may be based on the
performance of the Fund. The Fund may, subject to applicable law, purchase investments that are the subject of an
underwriting or other distribution by Merrill Lynch or its affiliates and may also enter into transactions with other
clients of Merrill Lynch or its affiliates where such other clients have interests adverse to those of the Fund. At times,
these activities may cause departments of Merrill Lynch or its affiliates to give advice to clients that may cause these
clients to take actions adverse to the interests of the Fund. To the extent affiliated transactions are permitted, the Fund
will deal with Merrill Lynch and its affiliates on an arms-length basis. The Fund will be required to establish business
relationships with its counterparties based on the Fund's own credit standing. Neither Merrill Lynch nor its affiliates
will have any obligation to allow their credit to be used in connection with the Fund's establishment of its business
relationships, nor is it expected that the Fund's counterparties will rely on the credit of Merrill Lynch or any of its
affiliates in evaluating the Fund's creditworthiness. It is also possible that, from time to time, Merrill Lynch or any of
its affiliates, may, although they are not required to, purchase, hold or sell shares of the Fund. It is possible that the
Fund may invest in securities of companies with which Merrill Lynch has or is trying to develop investment banking
relationships as well as securities of entities in which Merrill Lynch makes a market. The Fund also may invest in
securities of companies that Merrill Lynch provides or may someday provide research coverage. Such investments
could cause conflicts between the interests of the Fund and the interests of other Merrill Lynch clients. In providing
services to the Fund, the Investment Adviser is not permitted to obtain or use material non-public information
acquired by any division, department or affiliate of Merrill Lynch in the course of these activities. In addition, from
time to time, Merrill Lynch's activities may limit the Fund's flexibility in purchases and sales of securities. When
Merrill Lynch is engaged in an underwriting or other distribution of securities of an entity, the Investment Adviser
may be prohibited from purchasing or recommending the purchase of certain securities of that entity for the Fund. The
Investment Adviser, its affiliates, and its directors, officers and employees, may buy and sell securities or other
investments for their own accounts, and may have conflicts of interest with respect to investments made on behalf of
the Fund. As a result of differing trading and investment strategies or constraints, positions may be taken by directors,
officers and employees and affiliates of the Investment Adviser that are the same, different from or made at different
times than positions taken for the Fund. To lessen the possibility that the Fund will be adversely affected by this
personal trading, each of the Fund and the Investment Adviser has adopted a Code of Ethics in compliance with
Section 17(j) of the 1940 Act that restricts securities trading in the personal accounts of investment professionals and
others who normally come into possession of information regarding the Fund's portfolio transactions. The Investment
Adviser and its affiliates will not purchase securities or other property from, or sell securities or other property to, the
Fund, except that the Fund may, in accordance with rules adopted under the 1940 Act, engage in transactions with
accounts that are affiliated with the Fund as a result of common officers, directors, or investment advisers. These
transactions would be effected in circumstances in which the Investment Adviser determined that it would be
appropriate for the Fund to purchase and another client to sell, or the Fund to sell and another client to purchase, the
same security or instrument on the same day. 44 Present and future activities of Merrill Lynch and its affiliates,
including of the Investment Adviser, in addition to those described in this section, may give rise to additional conflicts
of interest. NET ASSET VALUE Net asset value per share of common stock is determined Monday through Friday as
of the close of business on the NYSE (generally, the NYSE closes at 4:00 p.m., Eastern time), on each business day
during which the NYSE is open for trading. For purposes of determining the net asset value of a share of common
stock, the value of the securities held by the Fund plus any cash or other assets (including interest accrued but not yet
received) minus all liabilities (including accrued expenses) and the aggregate liquidation value of any outstanding
shares of preferred stock is divided by the total number of shares of common stock outstanding at such time.
Expenses, including the fees payable to the Investment Adviser, are accrued daily. The Municipal Bonds and other
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portfolio securities in which the Fund invests are traded primarily in over-the-counter ("OTC") municipal bond and
money markets and are valued at the last available bid price for long positions and at the last available ask price for
short positions in the OTC market or on the basis of yield equivalents as obtained from one or more dealers or pricing
services approved by the Directors. One bond is the "yield equivalent" of another bond when, taking into account
market price, maturity, coupon rate, credit rating and ultimate return of principal, both bonds will theoretically
produce an equivalent return to the bondholder. Financial futures contracts and options thereon, which are traded on
exchanges, are valued at their settlement prices as of the close of such exchanges. Short-term investments with a
remaining maturity of 60 days or less are valued on an amortized cost basis, which approximates market value, unless
the Investment Adviser believes that this method no longer produces fair valuations. Repurchase agreements will be
valued at cost plus accrued interest. The value of swaps, including interest rate swaps, caps and floors, will be
determined by obtaining dealer quotations. Repurchase agreements will be valued at cost plus accrued interest.
Securities and assets for which market quotations are not readily available are valued at fair value as determined in
good faith by or under the direction of the Directors, including valuations furnished by a pricing service retained by
the Fund, which may use a matrix system for valuations. The procedures of the pricing service and its valuations are
reviewed by the officers of the Fund under the general supervision of the Directors. The Fund makes available for
publication the net asset value of its shares of common stock determined as of the last business day each week.
Currently, the net asset values of shares of publicly traded closed-end investment companies investing in debt
securities are published in Barron's, the Monday edition of The Wall Street Journal and the Monday and Saturday
editions of The New York Times. FINANCIAL STATEMENTS The Fund's audited financial statements for the fiscal
year ended October 31, 2004, together with the report of _________ thereon, are incorporated in this statement of
additional information by reference to its 2004 Annual Report. The Fund's unaudited financial statements for the six
months ended April 30, 2005 are incorporated in this statement of additional information by reference to its 2005
Semi-Annual Report. You may request a copy of the Annual Report and the Semi-Annual Report at no charge by
calling (800) 543-6217 between 8:30 a.m. and 5:30 p.m. Eastern time on any business day. 45 APPENDIX A
RATINGS OF MUNICIPAL BONDS DESCRIPTION OF MUNICIPAL BOND RATINGS Description of Moody's
Municipal Bond Ratings Aaa Issuers or issues rated Aaa demonstrate the strongest creditworthiness relative to other
US municipal or tax-exempt issuers or issues. Aa Issuers or issues rated Aa demonstrate very strong creditworthiness
relative to other US municipal or tax-exempt issuers or issues. A Issuers or issues rated A present above-average
creditworthiness relative to other US municipal or tax-exempt issuers or issues. Baa Issuers or issues rated Baa
represent average creditworthiness relative to other US municipal or tax- exempt issuers or issues. Ba Issuers or issues
rated Ba demonstrate below-average creditworthiness relative to other US municipal or tax-exempt issuers or issues.
B Issuers or issues rated B demonstrate weak creditworthiness relative to other US municipal or tax- exempt issuers or
issues. Caa Issuers or issues rated Caa demonstrate very weak creditworthiness relative to other US municipal or
tax-exempt issuers or issues. Ca Issuers or issues rated Ca demonstrate extremely weak creditworthiness relative to
other US municipal or tax-exempt issuers or issues. C Issuers or issues rated C demonstrate the weakest
creditworthiness relative to other US municipal or tax-exempt issuers or issues. Note: Moody's applies numerical
modifiers 1, 2, and 3 in each generic rating classification from Aa through Caa. The modifier 1 indicates that the
obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking; and the
modifier 3 indicates a ranking in the lower end of that generic rating category. Description of Moody's Municipal
Short-Term Debt Ratings MIG 1 This designation denotes superior credit quality. Excellent protection is afforded by
established cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for
refinancing. MIG 2 This designation denotes strong credit quality. Margins of protection are ample, although not as
large as in the preceding group. MIG 3 This designation denotes acceptable credit quality. Liquidity and cash-flow
protection may be narrow, and market access for refinancing is likely to be less well-established. SG This designation
denotes speculative-grade credit quality. Debt instruments in this category may lack sufficient margins of protection.
A-1 Description of Moody's U.S. Municipal Demand Obligation Ratings In the case of variable rate demand
obligations (VRDOs), a two-component rating is assigned; a long or short-term debt rating and a demand obligation
rating. The first element represents Moody's evaluation of the degree of risk associated with scheduled principal and
interest payments. The second element represents Moody's evaluation of the degree of risk associated with the ability
to receive purchase price upon demand ("demand feature"), using a variation of the MIG rating scale, the Variable
Municipal Investment Grade or VMIG rating. When either the long- or short-term aspect of a VRDO is not rated, that
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piece is designated NR, e.g., Aaa/NR or NR/VMIG 1. VMIG rating expirations are a function of each issue's specific
structural or credit features. VMIG 1 This designation denotes superior credit quality. Excellent protection is afforded
by the superior short-term credit strength of the liquidity provider and structural and legal protections that ensure the
timely payment of purchase price upon demand. VMIG 2 This designation denotes strong credit quality. Good
protection is afforded by the strong short-term credit strength of the liquidity provider and structural and legal
protections that ensure the timely payment of purchase price upon demand. VMIG 3 This designation denotes
acceptable credit quality. Adequate protection is afforded by the satisfactory short-term credit strength of the liquidity
provider and structural and legal protections that ensure the timely payment of purchase price upon demand. SG This
designation denotes speculative-grade credit quality. Demand features rated in this category may be supported by a
liquidity provider that does not have an investment grade short-term rating or may lack the structural and/or legal
protections necessary to ensure the timely payment of purchase price upon demand. Description of Moody's
Short-Term Ratings Moody's Commercial Paper ratings are opinions of the ability of issuers to honor short-term
financial obligations not having an original maturity in excess of thirteen months. Moody's employs the following
three designations, all judged to be investment grade, to indicate the relative repayment capacity of rated issuers: P-1
Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations. P-2
Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations. P-3 Issuers
(or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations. NP Issuers (or
supporting institutions) rated Not Prime do not fall within any of the Prime rating categories. Description of Standard
& Poor's, a Division of The McGraw-Hill Companies, Inc. ("Standard & Poor's"), Debt Ratings A Standard & Poor's
issue credit rating is a current opinion of the creditworthiness of an obligor with respect to a specific financial
obligation, a specific class of financial obligations or a specific program. It takes into consideration the
creditworthiness of guarantors, insurers, or other forms of credit enhancement on the obligation. A-2 The issue credit
rating is not a recommendation to purchase, sell or hold a financial obligation, inasmuch as it does not comment as to
market price or suitability for a particular investor. The issue credit ratings are based on current information furnished
by the obligors or obtained by Standard & Poor's from other sources Standard & Poor's considers reliable. Standard &
Poor's does not perform an audit in connection with any rating and may, on occasion, rely on unaudited financial
information. The ratings may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such
information, or based on other circumstances. The issue credit ratings are based, in varying degrees, on the following
considerations: I. Likelihood of payment--capacity and willingness of the obligor as to the timely payment of interest
and repayment of principal in accordance with the terms of the obligation; II. Nature of and provisions of the
obligation; III. Protection afforded to, and relative position of, the obligation in the event of bankruptcy,
reorganization or other arrangement under the laws of bankruptcy and other laws affecting creditors' rights. Long
Term Issue Credit Ratings AAA An obligation rated "AAA" has the highest rating assigned by Standard & Poor's.
Capacity to meet its financial commitment on the obligation is extremely strong. AA An obligation rated "AA" differs
from the highest rated issues only in small degree. The Obligor's capacity to meet its financial commitment on the
obligation is very strong. A An obligation rated "A" is somewhat more susceptible to the adverse effects of changes in
circumstances and economic conditions than debt in higher-rated categories. However, the obligor's capacity to meet
its financial commitment on the obligation is still strong. BBB An obligation rated "BBB" exhibits adequate
protection parameters. However, 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. BB An obligation rated "BB,"
"B," "CCC," "CC" and "C" are regarded B as having significant speculative characteristics. "BB" indicates CCC the
least degree of speculation and "C" the highest degree of CC speculation. While such debt will likely have some
quality and C protective characteristics, these may be outweighed by large uncertainties or major risk exposures to
adverse conditions. D An obligation rated "D" is in payment default. The "D" rating category is used when payments
on an obligation are not made on the date due even if the applicable grace period has not expired, unless Standard &
Poor's believes that such payments will be made during such grace period. The "D" rating also will be used upon the
filing of a bankruptcy petition or the taking of similar action if payments on an obligation are jeopardized. c The `c'
subscript is used to provide additional information to investors that the bank may terminate its obligation to purchase
tendered bonds if the long term credit rating of the issuer is below an investment-grade level and/or the issuer's bonds
are deemed taxable. p The letter `p' indicates that the rating is provisional. A provisional rating assumes the successful
completion of the project financed by the debt being rated and indicates that payment of debt service requirements is
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largely or entirely dependent upon the successful, timely completion of the A-3 project. This rating, however, while
addressing credit quality subsequent to the completion of the project, makes no comment on the likelihood of or the
risk of default upon failure of such completion. The investor should exercise his own judgment with respect to such
likelihood and risk. * Continuance of the ratings is contingent upon Standard & Poor's receipt of an executed copy of
the escrow agreement or closing documentation confirming investments and cash flows. r This symbol is attached to
the ratings of instruments with significant noncredit risks. It highlights risks to principal or volatility of expected
returns which are not addressed in the credit rating. N.R. This indicates that no rating has been requested, that there is
insufficient information on which to base a rating, or that Standard & Poor's does not rate a particular obligation as a
matter of policy. Plus (+) or Minus (-): The ratings from "AA" to "CCC" may be modified by the addition of a plus or
minus sign to show relative standing within the major rating categories. Description of Standard & Poor's Short-Term
Issue Credit Ratings A Standard & Poor's short-term issue credit rating is a current assessment of the likelihood of
timely payment of debt having an original maturity of no more than three years. Ratings are graded into several
categories, ranging from "A-1" for the highest-quality obligations to "D" for the lowest. These categories are as
follows: A-1 A short-term obligation rated "A-1" is rated in the highest category by Standard & Poor's. The obligor's
capacity to meet its financial commitment on the obligation is strong. Within this category, certain obligations are
designated with a plus sign (+). This indicates that the obligor's capacity to meet its financial commitment on these
obligations is extremely strong. A-2 A short-term obligation rated "A-2" is somewhat more susceptible to the adverse
effects of changes in circumstances and economic conditions than obligations in higher rating categories. However,
the obligor's capacity to meet its financial commitment on the obligation is satisfactory. A-3 A short-term obligation
rated "A-3" exhibits adequate protection parameters. However, 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. B A short-term obligation rated "B" is regarded as having significant speculative characteristics. The
obligor currently has the capacity to meet its financial commitment on the obligation; however, it faces major ongoing
uncertainties which could lead to the obligor's inadequate capacity to meet its financial commitment on the obligation.
C A short-term obligation rated "C" is currently vulnerable to nonpayment and is dependent upon favorable business,
financial and economic conditions for the obligor to meet its financial commitment on the obligation. D A short-term
obligation rated "D" is in payment default. The "D" rating category is used when interest payments or principal
payments are not made on the date due even if the applicable grace period has not expired, unless Standard & Poor's
believes that such payments will be made during such grace period. The "D" rating will also be used upon the filing of
a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized. c The "c" subscript
is used to provide additional information to investors that the bank may terminate its obligation to purchase tendered
bonds if the long term credit rating of the issuer is below an investment-grade level and/or the issuer's bonds are
deemed taxable. A-4 p The letter "p" indicates that the rating is provisional. A provisional rating assumes the
successful completion of the project financed by the debt being rated and indicates that payment of debt service
requirements is largely or entirely dependent upon the successful, timely completion of the project. This rating,
however, while addressing credit quality subsequent to completion of the project, makes no comment on the
likelihood of or the risk of default upon failure of such completion. The investor should exercise his own judgment
with respect to such likelihood and risk. * Continuance of the ratings is contingent upon Standard & Poor's receipt of
an executed copy of the escrow agreement or closing. r The "r" highlights derivative, hybrid, and certain other
obligations that Standard & Poor's believes may experience high volatility or high variability in expected returns as a
result of noncredit risks. Examples of such obligations are securities with principal or interest return indexed to
equities, commodities, or currencies; certain swaps and options, and interest-only and principal-only mortgage
securities. The absence of an "r" symbol should not be taken as an indication that an obligation will exhibit no
volatility or variability in total return. A short-term issue credit rating is not a recommendation to purchase or sell a
security. The ratings are based on current information furnished to Standard & Poor's by the issuer or obtained by
Standard & Poor's from other sources it considers reliable. The ratings may be changed, suspended, or withdrawn as a
result of changes in, or unavailability of, such information. A Standard & Poor's note rating reflects the liquidity
factors and market access risks unique to notes. Notes due in three years or less will likely receive a note rating. Notes
maturing beyond three years will most likely receive a long term debt rating. The following criteria will be used in
making that assessment. --Amortization schedule--the larger the final maturity relative to other maturities, the more
likely it will be treated as a note. --Source of payment--the more dependent the issue is on the market for its
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refinancing, the more likely it will be treated as a note. Note rating symbols are as follows: SP-1 Strong capacity to
pay principal and interest. An issue determined to possess a very strong capacity to pay debt service is given a plus (+)
designation. SP-2 Satisfactory capacity to pay principal and interest with some vulnerability to adverse financial and
economic changes over the term of the notes. SP-3 Speculative capacity to pay principal and interest. Description of
Fitch Ratings' ("Fitch") Investment Grade Bond Ratings Fitch investment grade bond ratings provide a guide to
investors in determining the credit risk associated with a particular security. The rating represents Fitch's assessment
of the issuer's ability to meet the obligations of a specific debt issue or class of debt in a timely manner. The rating
takes into consideration special features of the issue, its relationship to other obligations of the issuer, the current and
prospective financial condition and operating performance of the issuer and any guarantor, as well as the economic
and political environment that might affect the issuer's future financial strength and credit quality. A-5 Fitch ratings do
not reflect any credit enhancement that may be provided by insurance policies or financial guarantees unless otherwise
indicated. Bonds carrying the same rating are of similar but not necessarily identical credit quality since the rating
categories do not fully reflect small differences in the degrees of credit risk. Fitch ratings are not recommendations to
buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security
for a particular investor, or the tax exempt nature or taxability of payments made in respect of any security. Fitch
ratings are based on information obtained from issuers, other obligors, underwriters, their experts, and other sources
Fitch believes to be reliable. Fitch does not audit or verify the truth or accuracy of such information. Ratings may be
changed, suspended, or withdrawn as a result of changes in, or the unavailability of, information or for other reasons.
AAA Bonds considered to be investment grade and of the highest credit quality. The obligor has an exceptionally
strong ability to pay interest and repay principal, which is unlikely to be affected by reasonably foreseeable events.
AA Bonds considered to be investment grade and of very high credit quality. The obligor's ability to pay interest and
repay principal is very strong, although not quite as strong as bonds rated "AAA." Because bonds rated in the "AAA"
and "AA" categories are not significantly vulnerable to foreseeable future developments, short term debt of these
issuers is generally rated "F-1+." A Bonds considered to be investment grade and of high credit quality. The obligor's
ability to pay interest and repay principal is considered to be strong, but may be more vulnerable to adverse changes in
economic conditions and circumstances than bonds with higher ratings. BBB Bonds considered to be investment
grade and of satisfactory-credit quality. The obligor's ability to pay interest and repay principal is considered to be
adequate. Adverse changes in economic conditions and circumstances, however, are more likely to have adverse
impact on these bonds, and therefore impair timely payment. The likelihood that the ratings of these bonds will fall
below investment grade is higher than for bonds with higher ratings. Plus (+) or Minus (-): Plus and minus signs are
used with a rating symbol to indicate the relative position of a credit within the rating category. Plus and minus signs,
however, are not used in the "AAA" category. Description of Fitch's Speculative Grade Bond Ratings Fitch
speculative grade bond ratings provide a guide to investors in determining the credit risk associated with a particular
security. The ratings ("BB" to "C") represent Fitch's assessment of the likelihood of timely payment of principal and
interest in accordance with the terms of obligation for bond issues not in default. For defaulted bonds, the rating
("DDD" to "D") is an assessment of the ultimate recovery value through reorganization or liquidation. The rating takes
into consideration special features of the issue, its relationship to other obligations of the issuer, the current and
prospective financial condition and operating performance of the issuer and any guarantor, as well as the economic
and political environment that might affect the issuer's future financial strength. Bonds that have the rating are of
similar but not necessarily identical credit quality since rating categories cannot fully reflect the differences in degrees
of credit risk. BB Bonds are considered speculative. The obligor's ability to pay interest and repay principal may be
affected over time by adverse economic changes. However, business and financial alternatives can be identified which
could assist the obligor in satisfying its debt service requirements. A-6 B Bonds are considered highly speculative.
While bonds in this class are currently meeting debt service requirements, the probability of continued timely payment
of principal and interest reflects the obligor's limited margin of safety and the need for reasonable business and
economic activity throughout the life of the issue. CCC Bonds have certain identifiable characteristics which, if not
remedied, may lead to default. The ability to meet obligations requires an advantageous business and economic
environment. CC Bonds are minimally protected. Default in payment of interest and/or principal seems probable over
time. C Bonds are in imminent default in payment of interest or principal. D Bonds are in default on interest and/or
principal payments. DD Such bonds are extremely speculative and should be valued on DDD the basis of their
ultimate recovery value in liquidation or reorganization of the obligor. "DDD" represents the highest potential for
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recovery on these bonds, and "D" represents the lowest potential for recovery. Plus (+) or Minus (-): Plus and minus
signs are used with a rating symbol to indicate the relative position of a credit within the rating category. Plus and
minus signs, however, are not used in the "DDD," "DD," or "D" categories. Description of Fitch's Short Term Ratings
Fitch's short term ratings apply to debt obligations that are payable on demand or have original maturities of up to
three years, including commercial paper, certificates of deposit, medium-term notes, and investment notes. The short
term rating places greater emphasis than a long term rating on the existence of liquidity necessary to meet the issuer's
obligations in a timely manner. Fitch short term ratings are as follows: F-1+ Exceptionally Strong Credit Quality.
Issues assigned this rating are regarded as having the strongest degree of assurance for timely payment. F-1 Very
Strong Credit Quality. Issues assigned this rating reflect an assurance of timely payment only slightly less in degree
than issues rated "F-1+." F-2 Good Credit Quality. Issues assigned this rating have a satisfactory degree of assurance
for timely payment, but the margin of safety is not as great as for issues assigned "F-1+" and "F-1" ratings. F-3 Fair
Credit Quality. Issues assigned this rating have characteristics suggesting that the degree of assurance for timely
payment is adequate; however, near-term adverse changes could cause these securities to be rated below investment
grade. F-S Weak Credit Quality. Issues assigned this rating have characteristics suggesting a minimal degree of
assurance for timely payment and are vulnerable to near-term adverse changes in financial and economic conditions.
D Default. Issues assigned this rating are in actual or imminent payment default. LOC The symbol "LOC" indicates
that the rating is based on a letter of credit issued by a commercial bank. NR Indicates that Fitch does not rate the
specific issue. A-7 Conditional A conditional rating is premised on the successful completion of a project or the
occurrence of a specific event. Suspended A rating is suspended when Fitch deems the amount of information
available from the issuer to be inadequate for rating purposes. Withdrawn A rating will be withdrawn when an issue
matures or is called or refinanced and, at Fitch's discretion, when an issuer fails to furnish proper and timely
information. FitchAlert Ratings are placed on FitchAlert to notify investors of an occurrence that is likely to result in a
rating change and the likely direction of such change. These are designated as "Positive," indicating a potential
upgrade, "Negative," for potential downgrade, or "Evolving," where ratings may be raised or lowered. FitchAlert is
relatively short term, and should be resolved within 12 months. Ratings Outlook: An outlook is used to describe the
most likely direction of any rating change over the intermediate term. It is described as "Positive" or "Negative." The
absence of a designation indicates a stable outlook. A-8 APPENDIX B SETTLEMENT PROCEDURES The
following summary of Settlement Procedures sets forth the procedures expected to be followed in connection with the
settlement of each Auction and will be incorporated by reference in the Auction Agent Agreement and each
Broker-Dealer Agreement. Nothing contained in this Appendix B constitutes a representation by the Fund that in each
Auction each party referred to herein actually will perform the procedures described herein to be performed by such
party. Capitalized terms used herein shall have the respective meanings specified in the Glossary in the prospectus or
this Appendix B hereto, as the case may be. (a) On each Auction Date, the Auction Agent shall notify by telephone or
through the Auction Agent's Processing System the Broker-Dealers that participated in the Auction held on such
Auction Date and submitted an Order on behalf of any Beneficial Owner or Potential Beneficial Owner of: (i) the
Applicable Rate fixed for the next succeeding Dividend Period; (ii) whether Sufficient Clearing Bids existed for the
determination of the Applicable Rate; (iii) if such Broker-Dealer (a "Seller's Broker-Dealer") submitted a Bid or a Sell
Order on behalf of a Beneficial Owner, the number of shares, if any, of AMPS to be sold by such Beneficial Owner;
(iv) if such Broker-Dealer (a "Buyer's Broker-Dealer") submitted a Bid on behalf of a Potential Beneficial Owner, the
number of shares, if any, of AMPS to be purchased by such Potential Beneficial Owner; (v) if the aggregate number
of shares of AMPS to be sold by all Beneficial Owners on whose behalf such Broker-Dealer submitted a Bid or a Sell
Order exceeds the aggregate number of shares of AMPS to be purchased by all Potential Beneficial Owners on whose
behalf such Broker-Dealer submitted a Bid, the name or names of one or more Buyer's Broker-Dealers (and the name
of the Agent Member, if any, of each such Buyer's Broker-Dealer) acting for one or more purchasers of such excess
number of shares of AMPS and the number of such shares to be purchased from one or more Beneficial Owners on
whose behalf such Broker-Dealer acted by one or more Potential Beneficial Owners on whose behalf each of such
Buyer's Broker-Dealers acted; (vi) if the aggregate number of shares of AMPS to be purchased by all Potential
Beneficial Owners on whose behalf such Broker-Dealer submitted a Bid exceeds the aggregate number of shares of
AMPS to be sold by all Beneficial Owners on whose behalf such Broker-Dealer submitted a Bid or a Sell Order, the
name or names of one or more Seller's Broker-Dealers (and the name of the Agent Member, if any, of each such
Seller's Broker-Dealer) acting for one or more sellers of such excess number of shares of AMPS and the number of
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such shares to be sold to one or more Potential Beneficial Owners on whose behalf such Broker-Dealer acted by one
or more Beneficial Owners on whose behalf each of such Seller's Broker-Dealers acted; and (vii) the Auction Date of
the next succeeding Auction with respect to the AMPS. (b) On each Auction Date, each Broker-Dealer that submitted
an Order on behalf of any Beneficial Owner or Potential Beneficial Owner shall: (i) in the case of a Broker-Dealer that
is a Buyer's Broker-Dealer, instruct each Potential Beneficial Owner on whose behalf such Broker-Dealer submitted a
Bid that was accepted, in whole or in part, to instruct such Potential Beneficial Owner's Agent Member to pay to such
Broker-Dealer (or its Agent Member) through the Securities Depository the amount necessary to purchase the number
of shares B-1 of AMPS to be purchased pursuant to such Bid against receipt of such shares and advise such Potential
Beneficial Owner of the Applicable Rate for the next succeeding Dividend Period; (ii) in the case of a Broker-Dealer
that is a Seller's Broker-Dealer, instruct each Beneficial Owner on whose behalf such Broker-Dealer submitted a Sell
Order that was accepted, in whole or in part, or a Bid that was accepted, in whole or in part, to instruct such Beneficial
Owner's Agent Member to deliver to such Broker-Dealer (or its Agent Member) through the Securities Depository the
number of shares of AMPS to be sold pursuant to such Order against payment therefor and advise any such Beneficial
Owner that will continue to hold shares of AMPS of the Applicable Rate for the next succeeding Dividend Period; (iii)
advise each Beneficial Owner on whose behalf such Broker-Dealer submitted a Hold Order of the Applicable Rate for
the next succeeding Dividend Period; (iv) advise each Beneficial Owner on whose behalf such Broker-Dealer
submitted an Order of the Auction Date for the next succeeding Auction; and (v) advise each Potential Beneficial
Owner on whose behalf such Broker-Dealer submitted a Bid that was accepted, in whole or in part, of the Auction
Date for the next succeeding Auction. (c) On the basis of the information provided to it pursuant to (a) above, each
Broker-Dealer that submitted a Bid or a Sell Order on behalf of a Potential Beneficial Owner or a Beneficial Owner
shall, in such manner and at such time or times as in its sole discretion it may determine, allocate any funds received
by it pursuant to (b)(i) above and any shares of AMPS received by it pursuant to (b)(ii) above among the Potential
Beneficial Owners, if any, on whose behalf such Broker-Dealer submitted Bids, the Beneficial Owners, if any, on
whose behalf such Broker-Dealer submitted Bids that were accepted or Sell Orders, and any Broker-Dealer or
Broker-Dealers identified to it by the Auction Agent pursuant to (a)(v) or (a)(vi) above. (d) On each Auction Date: (i)
each Potential Beneficial Owner and Beneficial Owner shall instruct its Agent Member as provided in (b)(i) or (ii)
above, as the case may be; (ii) each Seller's Broker-Dealer which is not an Agent Member of the Securities Depository
shall instruct its Agent Member to (A) pay through the Securities Depository to the Agent Member of the Beneficial
Owner delivering shares to such Broker-Dealer pursuant to (b)(ii) above the amount necessary to purchase such shares
against receipt of such shares, and (B) deliver such shares through the Securities Depository to a Buyer's
Broker-Dealer (or its Agent Member) identified to such Seller's Broker-Dealer pursuant to (a)(v) above against
payment therefor; and (iii) each Buyer's Broker-Dealer which is not an Agent Member of the Securities Depository
shall instruct its Agent Member to (A) pay through the Securities Depository to a Seller's Broker-Dealer (or its Agent
Member) identified pursuant to (a)(vi) above the amount necessary to purchase the shares to be purchased pursuant to
(b)(i) above against receipt of such shares, and (B) deliver such shares through the Securities Depository to the Agent
Member of the purchaser thereof against payment therefor. (e) On the day after the Auction Date: (i) each Bidder's
Agent Member referred to in (d)(i) above shall instruct the Securities Depository to execute the transactions described
in (b)(i) or (ii) above, and the Securities Depository shall execute such transactions; (ii) each Seller's Broker-Dealer or
its Agent Member shall instruct the Securities Depository to execute the transactions described in (d)(ii) above, and
the Securities Depository shall execute such transactions; and B-2 (iii) each Buyer's Broker-Dealer or its Agent
Member shall instruct the Securities Depository to execute the transactions described in (d)(iii) above, and the
Securities Depository shall execute such transactions. (f) If a Beneficial Owner selling shares of AMPS in an Auction
fails to deliver such shares (by authorized book-entry), a Broker-Dealer may deliver to the Potential Beneficial Owner
on behalf of which it submitted a Bid that was accepted a number of whole shares of AMPS that is less than the
number of shares that otherwise was to be purchased by such Potential Beneficial Owner. In such event, the number of
shares of AMPS to be so delivered shall be determined solely by such Broker-Dealer. Delivery of such lesser number
of shares shall constitute good delivery. Notwithstanding the foregoing terms of this paragraph (f), any delivery or
non-delivery of shares which shall represent any departure from the results of an Auction, as determined by the
Auction Agent, shall be of no effect unless and until the Auction Agent shall have been notified of such delivery or
non-delivery in accordance with the provisions of the Auction Agent Agreement and the Broker-Dealer Agreements.
B-3 APPENDIX C AUCTION PROCEDURES The following procedures will be set forth in provisions of the
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Articles Supplementary relating to the AMPS, and will be incorporated by reference in the Auction Agent Agreement
and each Broker-Dealer Agreement. The terms not defined below are defined in the prospectus or in the Glossary in
the prospectus. Nothing contained in this Appendix C constitutes a representation by the Fund that in each Auction
each party referred to herein actually will perform the procedures described herein to be performed by such party.
Paragraph 10(a) Certain Definitions. As used in this Paragraph 10, the following terms shall have the following
meanings, unless the context otherwise requires: (i) "AMPS" shall mean the shares of AMPS being auctioned pursuant
to this Paragraph 10. (ii) "Auction Date" shall mean the first Business Day preceding the first day of a Dividend
Period. (iii) "Available AMPS" shall have the meaning specified in Paragraph 10(d)(i) below. (iv) "Bid" shall have the
meaning specified in Paragraph 10(b)(i) below. (v) "Bidder" shall have the meaning specified in Paragraph 10(b)(i)
below. (vi) "Hold Order" shall have the meaning specified in Paragraph 10(b)(i) below. (vii) "Maximum Applicable
Rate" for any Dividend Period will be the higher of the Applicable Percentage of the Reference Rate or the Applicable
Spread plus the Reference Rate. The Applicable Percentage and the Applicable Spread will be determined based on (i)
the lower of the credit rating or ratings assigned on such date to such shares by Moody's and S&P (or if Moody's or
S&P or both shall not make such rating available, the equivalent of either or both of such ratings by a Substitute
Rating Agency or two Substitute Rating Agencies or, in the event that only one such rating shall be available, such
rating) and (ii) whether the Fund has provided notification to the Auction Agent prior to the Auction establishing the
Applicable Rate for any dividend that net capital gains or other taxable income will be included in such dividend on
shares of AMPS as follows: Credit Ratings ------------------------------------- Applicable Applicable Applicable Spread
Applicable Percentage of Percentage of Over Reference Spread Over Reference Rate - Reference Rate - Rate - No
Reference Rate Moody's S&P Notification Notification Notification - Notification --------------------- ---------------
-------------------- ------------------ ------------------ ---------------- Aaa AAA 110% 125% 1.10% 1.25% Aa3 to Aa1 AA-
to AA+ 125% 150% 1.25% 1.50% A3 to A1 A- to A+ 150% 200% 1.50% 2.00% Baa3 to Baa1 BBB- to BBB+ 175%
250% 1.75% 2.50% Below Baa3 Below BBB- 200% 300% 2.00% 3.00% C-1 The Applicable Percentage and the
Applicable Spread as so determined may be further subject to upward but not downward adjustment in the discretion
of the Board of Directors of the Fund after consultation with the Broker-Dealers, provided that immediately following
any such increase the Fund would be in compliance with the AMPS Basic Maintenance Amount. Subject to the
provisions of paragraph 12 of the Articles Supplementary entitled "Termination of Rating Agency Provisions," the
Fund shall take all reasonable action necessary to enable S&P and Moody's to provide a rating for the AMPS. If either
S&P or Moody's shall not make such a rating available or if neither S&P nor Moody's shall make such a rating
available, subject to the provisions of paragraph 12 of the Articles Supplementary entitled "Termination of Rating
Agency Provisions," Merrill Lynch, Pierce, Fenner & Smith Incorporated or its affiliates and successors, after
obtaining the Fund's approval, shall select a NRSRO or two NRSROs to act as a Substitute Rating Agency or
Substitute Rating Agencies, as the case may be. (viii) "Order" shall have the meaning specified in Paragraph 10(b)(i)
below. (ix) "Sell Order" shall have the meaning specified in Paragraph 10(b)(i) below. (x) "Submission Deadline"
shall mean 1:00 p.m., Eastern time, on any Auction Date or such other time on any Auction Date as may be specified
by the Auction Agent from time to time as the time by which each Broker-Dealer must submit to the Auction Agent in
writing all Orders obtained by it for the Auction to be conducted on such Auction Date. (xi) "Submitted Bid" shall
have the meaning specified in Paragraph 10(d)(i) below. (xii) "Submitted Hold Order" shall have the meaning
specified in Paragraph 10(d)(i) below. (xiii) "Submitted Order" shall have the meaning specified in Paragraph 10(d)(i)
below. (xiv) "Submitted Sell Order" shall have the meaning specified in Paragraph 10(d)(i) below. (xv) "Sufficient
Clearing Bids" shall have the meaning specified in Paragraph 10(d)(i) below. (xvi) "Winning Bid Rate" shall have the
meaning specified in Paragraph 10(d)(i) below. Paragraph 10(b) Orders by Beneficial Owners, Potential Beneficial
Owners, Existing Holders And Potential Holders. (i) Unless otherwise permitted by the Fund, Beneficial Owners and
Potential Beneficial Owners may only participate in Auctions through their Broker-Dealers. Broker-Dealers will
submit the Orders of their respective customers who are Beneficial Owners and Potential Beneficial Owners to the
Auction Agent, designating themselves as Existing Holders in respect of shares subject to Orders submitted or deemed
submitted to them by Beneficial Owners and as Potential Holders in respect of shares subject to Orders submitted to
them by Potential Beneficial Owners. A Broker-Dealer may also hold shares of AMPS in its own account as a
Beneficial Owner. A Broker-Dealer may thus submit Orders to the Auction Agent as a Beneficial Owner or a Potential
Beneficial Owner and therefore participate in an Auction as an Existing Holder or Potential Holder on behalf of both
itself and its customers. On or prior to the Submission Deadline on each Auction Date: (A) each Beneficial Owner
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may submit to its Broker-Dealer information as to: (1) the number of outstanding shares, if any, of AMPS held by
such Beneficial Owner which such Beneficial Owner desires to continue to hold without regard to the Applicable Rate
for the next succeeding Dividend Period; (2) the number of outstanding shares, if any, of AMPS held by such
Beneficial Owner which such Beneficial Owner desires to continue to hold, provided that the Applicable C-2 Rate for
the next succeeding Dividend Period shall not be less than the rate per annum specified by such Beneficial Owner;
and/or (3) the number of outstanding shares, if any, of AMPS held by such Beneficial Owner which such Beneficial
Owner offers to sell without regard to the Applicable Rate for the next succeeding Dividend Period; and (B) each
Broker-Dealer, using a list of Potential Beneficial Owners that shall be maintained in good faith for the purpose of
conducting a competitive Auction, shall contact Potential Beneficial Owners, including Persons that are not Beneficial
Owners, on such list to determine the number of outstanding shares, if any, of AMPS which each such Potential
Beneficial Owner offers to purchase, provided that the Applicable Rate for the next succeeding Dividend Period shall
not be less than the rate per annum specified by such Potential Beneficial Owner. For the purposes hereof, the
communication by a Beneficial Owner or Potential Beneficial Owner to a Broker-Dealer, or the communication by a
Broker-Dealer acting for its own account to the Auction Agent, of information referred to in clause (A) or (B) of this
Paragraph 10(b)(i) is hereinafter referred to as an "Order" and each Beneficial Owner and each Potential Beneficial
Owner placing an Order, including a Broker-Dealer acting in such capacity for its own account, is hereinafter referred
to as a "Bidder"; an Order containing the information referred to in clause (A)(1) of this Paragraph 10(b)(i) is
hereinafter referred to as a "Hold Order"; an Order containing the information referred to in clause (A)(2) or (B) of
this Paragraph 10(b)(i) is hereinafter referred to as a "Bid"; and an Order containing the information referred to in
clause (A)(3) of this Paragraph 10(b)(i) is hereinafter referred to as a "Sell Order." Inasmuch as a Broker-Dealer
participates in an Auction as an Existing Holder or a Potential Holder only to represent the interests of a Beneficial
Owner or Potential Beneficial Owner, whether it be its customers or itself, all discussion herein relating to the
consequences of an Auction for Existing Holders and Potential Holders also applies to the underlying beneficial
ownership interests represented. (ii) (A) A Bid by an Existing Holder shall constitute an irrevocable offer to sell: (1)
the number of outstanding shares of AMPS specified in such Bid if the Applicable Rate determined on such Auction
Date shall be less than the rate per annum specified in such Bid; or (2) such number or a lesser number of outstanding
shares of AMPS to be determined as set forth in Paragraph 10(e)(i)(D) if the Applicable Rate determined on such
Auction Date shall be equal to the rate per annum specified therein; or (3) a lesser number of outstanding shares of
AMPS to be determined as set forth in Paragraph 10(e)(ii)(C) if such specified rate per annum shall be higher than the
Maximum Applicable Rate and Sufficient Clearing Bids do not exist. (B) A Sell Order by an Existing Holder shall
constitute an irrevocable offer to sell: (1) the number of outstanding shares of AMPS specified in such Sell Order, or
(2) such number or a lesser number of outstanding shares of AMPS to be determined as set forth in Paragraph
10(e)(ii)(C) if Sufficient Clearing Bids do not exist. (C) A Bid by a Potential Holder shall constitute an irrevocable
offer to purchase: (1) the number of outstanding shares of AMPS specified in such Bid if the Applicable Rate
determined on such Auction Date shall be higher than the rate per annum specified in such Bid; or C-3 (2) such
number or a lesser number of outstanding shares of AMPS to be determined as set forth in Paragraph 10(e)(i)(E) if the
Applicable Rate determined on such Auction Date shall be equal to the rate per annum specified therein. Paragraph
10(c) Submission of Orders by Broker-Dealers to Auction Agent. (i) Each Broker-Dealer shall submit in writing or
through a mutually acceptable electronic means to the Auction Agent prior to the Submission Deadline on each
Auction Date all Orders obtained by such Broker-Dealer, designating itself (unless otherwise permitted by the Fund)
as an Existing Holder in respect of shares subject to Orders submitted or deemed submitted to it by Beneficial Owners
and as a Potential Holder in respect of shares subject to Orders submitted to it by Potential Beneficial Owners, and
specifying with respect to each Order: (A) the name of the Bidder placing such Order (which shall be the
Broker-Dealer unless otherwise permitted by the Fund); (B) the aggregate number of outstanding shares of AMPS that
are the subject of such Order; (C) to the extent that such Bidder is an Existing Holder (1) the number of outstanding
shares, if any, of AMPS subject to any Hold Order placed by such Existing Holder; (2) the number of outstanding
shares, if any, of AMPS subject to any Bid placed by such Existing Holder and the rate per annum specified in such
Bid; and (3) the number of outstanding shares, if any, of AMPS subject to any Sell Order placed by such Existing
Holder; and (D) to the extent such Bidder is a Potential Holder, the rate per annum specified in such Potential Holder's
Bid. (ii) If any rate per annum specified in any Bid contains more than three figures to the right of the decimal point,
the Auction Agent shall round such rate up to the next highest one-thousandth (.001) of 1%. (iii) If an Order or Orders
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covering all of the outstanding shares of AMPS held by an Existing Holder are not submitted to the Auction Agent
prior to the Submission Deadline, the Auction Agent shall deem a Hold Order (in the case of an Auction relating to a
Dividend Period which is not a Special Dividend Period of more than 28 days) and a Sell Order (in the case of an
Auction relating to a Special Dividend Period of more than 28 days) to have been submitted on behalf of such
Existing Holder covering the number of outstanding shares of AMPS held by such Existing Holder and not subject to
Orders submitted to the Auction Agent. (iv) If one or more Orders on behalf of an Existing Holder covering in the
aggregate more than the number of outstanding shares of AMPS held by such Existing Holder are submitted to the
Auction Agent, such Orders shall be considered valid as follows and in the following order of priority: (A) any Hold
Order submitted on behalf of such Existing Holder shall be considered valid up to and including the number of
outstanding shares of AMPS held by such Existing Holder; provided that if more than one Hold Order is submitted on
behalf of such Existing Holder and the number of shares of AMPS subject to such Hold Orders exceeds the number of
outstanding shares of AMPS held by such Existing Holder, the number of shares of AMPS subject to each of such
Hold Orders shall be reduced pro rata so that such Hold Orders, in the aggregate, cover exactly the number of
outstanding shares of AMPS held by such Existing Holder; (B) any Bids submitted on behalf of such Existing Holder
shall be considered valid, in the ascending order of their respective rates per annum if more than one Bid is submitted
on behalf of such C-4 Existing Holder, up to and including the excess of the number of outstanding shares of AMPS
held by such Existing Holder over the number of shares of AMPS subject to any Hold Order referred to in Paragraph
10(c)(iv)(A) above (and if more than one Bid submitted on behalf of such Existing Holder specifies the same rate per
annum and together they cover more than the remaining number of shares that can be the subject of valid Bids after
application of Paragraph 10(c)(iv)(A) above and of the foregoing portion of this Paragraph 10(c)(iv)(B) to any Bid or
Bids specifying a lower rate or rates per annum, the number of shares subject to each of such Bids shall be reduced
pro rata so that such Bids, in the aggregate, cover exactly such remaining number of shares); and the number of
shares, if any, subject to Bids not valid under this Paragraph 10(c)(iv)(B) shall be treated as the subject of a Bid by a
Potential Holder; and (C) any Sell Order shall be considered valid up to and including the excess of the number of
outstanding shares of AMPS held by such Existing Holder over the number of shares of AMPS subject to Hold Orders
referred to in Paragraph 10(c)(iv)(A) and Bids referred to in Paragraph 10(c)(iv)(B); provided that if more than one
Sell Order is submitted on behalf of any Existing Holder and the number of shares of AMPS subject to such Sell
Orders is greater than such excess, the number of shares of AMPS subject to each of such Sell Orders shall be reduced
pro rata so that such Sell Orders, in the aggregate, cover exactly the number of shares of AMPS equal to such excess.
(v) If more than one Bid is submitted on behalf of any Potential Holder, each Bid submitted shall be a separate Bid
with the rate per annum and number of shares of AMPS therein specified. (vi) Any Order submitted by a Beneficial
Owner or a Potential Beneficial Owner to its Broker-Dealer, or by a Broker-Dealer to the Auction Agent, prior to the
Submission Deadline on any Auction Date shall be irrevocable. Paragraph 10(d) Determination of Sufficient Clearing
Bids, Winning Bid Rate and Applicable Rate. (i) Not earlier than the Submission Deadline on each Auction Date, the
Auction Agent shall assemble all Orders submitted or deemed submitted to it by the Broker-Dealers (each such Order
as submitted or deemed submitted by a Broker-Dealer being hereinafter referred to individually as a "Submitted Hold
Order," a "Submitted Bid" or a "Submitted Sell Order," as the case may be, or as a "Submitted Order") and shall
determine: (A) the excess of the total number of outstanding shares of AMPS over the number of outstanding shares
of AMPS that are the subject of Submitted Hold Orders (such excess being hereinafter referred to as the "Available
AMPS"); (B) from the Submitted Orders whether the number of outstanding shares of AMPS that are the subject of
Submitted Bids by Potential Holders specifying one or more rates per annum equal to or lower than the Maximum
Applicable Rate exceeds or is equal to the sum of: (1) the number of outstanding shares of AMPS that are the subject
of Submitted Bids by Existing Holders specifying one or more rates per annum higher than the Maximum Applicable
Rate, and (2) the number of outstanding shares of AMPS that are subject to Submitted Sell Orders (if such excess or
such equality exists (other than because the number of outstanding shares of AMPS in clauses (1) and (2) above are
each zero because all of the outstanding shares of AMPS are the subject of Submitted Hold Orders), such Submitted
Bids by Potential Holders hereinafter being referred to collectively as "Sufficient Clearing Bids"); and (C) if Sufficient
Clearing Bids exist, the lowest rate per annum specified in the Submitted Bids (the "Winning Bid Rate") that if: (1)
each Submitted Bid from Existing Holders specifying the Winning Bid Rate and all other submitted Bids from
Existing Holders specifying lower rates per annum were rejected, C-5 thus entitling such Existing Holders to continue
to hold the shares of AMPS that are the subject of such Submitted Bids, and (2) each Submitted Bid from Potential

Edgar Filing: Savara Inc - Form 8-K

26



Holders specifying the Winning Bid Rate and all other Submitted Bids from Potential Holders specifying lower rates
per annum were accepted, thus entitling the Potential Holders to purchase the shares of AMPS that are the subject of
such Submitted Bids, would result in the number of shares subject to all Submitted Bids specifying the Winning Bid
Rate or a lower rate per annum being at least equal to the Available AMPS. (ii) Promptly after the Auction Agent has
made the determinations pursuant to Paragraph 10(d)(i), the Auction Agent shall advise the Fund of the Maximum
Applicable Rate and, based on such determinations, the Applicable Rate for the next succeeding Dividend Period as
follows: (A) if Sufficient Clearing Bids exist, that the Applicable Rate for the next succeeding Dividend Period shall
be equal to the Winning Bid Rate; (B) if Sufficient Clearing Bids do not exist (other than because all of the
outstanding shares of AMPS are the subject of Submitted Hold Orders), that the Applicable Rate for the next
succeeding Dividend Period shall be equal to the Maximum Applicable Rate; or (C) if all of the outstanding shares of
AMPS are the subject of Submitted Hold Orders, the Dividend Period next succeeding the Auction automatically shall
be the same length as the immediately preceding Dividend Period and the Applicable Rate for the next succeeding
Dividend Period shall be equal to 60% of the Reference Rate (or 90% of such rate if the Fund has provided
notification to the Auction Agent prior to establishing the Applicable Rate for any dividend that net capital gain or
other taxable income will be included in such dividend on shares of AMPS) on the date of the Auction. Paragraph
10(e) Acceptance and Rejection of Submitted Bids and Submitted Sell Orders and Allocation of Shares. Based on the
determinations made pursuant to Paragraph 10(d)(i), the Submitted Bids and Submitted Sell Orders shall be accepted
or rejected and the Auction Agent shall take such other action as set forth below: (i) If Sufficient Clearing Bids have
been made, subject to the provisions of Paragraph 10(e)(iii) and Paragraph 10(e)(iv), Submitted Bids and Submitted
Sell Orders shall be accepted or rejected in the following order of priority and all other Submitted Bids shall be
rejected: (A) the Submitted Sell Orders of Existing Holders shall be accepted and the Submitted Bid of each of the
Existing Holders specifying any rate per annum that is higher than the Winning Bid Rate shall be accepted, thus
requiring each such Existing Holder to sell the outstanding shares of AMPS that are the subject of such Submitted Sell
Order or Submitted Bid; (B) the Submitted Bid of each of the Existing Holders specifying any rate per annum that is
lower than the Winning Bid Rate shall be rejected, thus entitling each such Existing Holder to continue to hold the
outstanding shares of AMPS that are the subject of such Submitted Bid; (C) the Submitted Bid of each of the Potential
Holders specifying any rate per annum that is lower than the Winning Bid Rate shall be accepted; (D) the Submitted
Bid of each of the Existing Holders specifying a rate per annum that is equal to the Winning Bid Rate shall be
rejected, thus entitling each such Existing Holder to continue to hold the outstanding shares of AMPS that are the
subject of such Submitted Bid, unless the number of outstanding shares of AMPS subject to all such Submitted Bids
shall be greater than the number of outstanding shares of AMPS ("Remaining Shares") equal to the excess of the
Available AMPS over the C-6 number of outstanding shares of AMPS subject to Submitted Bids described in
Paragraph 10(e)(i)(B) and Paragraph 10(e)(i)(C), in which event the Submitted Bids of each such Existing Holder
shall be accepted, and each such Existing Holder shall be required to sell outstanding shares of AMPS, but only in an
amount equal to the difference between (1) the number of outstanding shares of AMPS then held by such Existing
Holder subject to such Submitted Bid and (2) the number of shares of AMPS obtained by multiplying (x) the number
of Remaining Shares by (y) a fraction the numerator of which shall be the number of outstanding shares of AMPS
held by such Existing Holder subject to such Submitted Bid and the denominator of which shall be the sum of the
numbers of outstanding shares of AMPS subject to such Submitted Bids made by all such Existing Holders that
specified a rate per annum equal to the Winning Bid Rate; and (E) the Submitted Bid of each of the Potential Holders
specifying a rate per annum that is equal to the Winning Bid Rate shall be accepted but only in an amount equal to the
number of outstanding shares of AMPS obtained by multiplying (x) the difference between the Available AMPS and
the number of outstanding shares of AMPS subject to Submitted Bids described in Paragraph 10(e)(i)(B), Paragraph
10(e)(i)(C) and Paragraph 10(e)(i)(D) by (y) a fraction the numerator of which shall be the number of outstanding
shares of AMPS subject to such Submitted Bid and the denominator of which shall be the sum of the number of
outstanding shares of AMPS subject to such Submitted Bids made by all such Potential Holders that specified rates
per annum equal to the Winning Bid Rate. (ii) If Sufficient Clearing Bids have not been made (other than because all
of the outstanding shares of AMPS are subject to Submitted Hold Orders), subject to the provisions of Paragraph
10(e)(iii), Submitted Orders shall be accepted or rejected as follows in the following order of priority and all other
Submitted Bids shall be rejected: (A) the Submitted Bid of each Existing Holder specifying any rate per annum that is
equal to or lower than the Maximum Applicable Rate shall be rejected, thus entitling such Existing Holder to continue
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to hold the outstanding shares of AMPS that are the subject of such Submitted Bid; (B) the Submitted Bid of each
Potential Holder specifying any rate per annum that is equal to or lower than the Maximum Applicable Rate shall be
accepted, thus requiring such Potential Holder to purchase the outstanding shares of AMPS that are the subject of such
Submitted Bid; and (C) the Submitted Bids of each Existing Holder specifying any rate per annum that is higher than
the Maximum Applicable Rate shall be accepted and the Submitted Sell Orders of each Existing Holder shall be
accepted, in both cases only in an amount equal to the difference between (1) the number of outstanding shares of
AMPS then held by such Existing Holder subject to such Submitted Bid or Submitted Sell Order and (2) the number
of shares of AMPS obtained by multiplying (x) the difference between the Available AMPS and the aggregate number
of outstanding shares of AMPS subject to Submitted Bids described in Paragraph 10(e)(ii)(A) and Paragraph
10(e)(ii)(B) by (y) a fraction the numerator of which shall be the number of outstanding shares of AMPS held by such
Existing Holder subject to such Submitted Bid or Submitted Sell Order and the denominator of which shall be the
number of outstanding shares of AMPS subject to all such Submitted Bids and Submitted Sell Orders. (iii) If, as a
result of the procedures described in Paragraph 10(e)(i) or Paragraph 10(e)(ii), any Existing Holder would be entitled
or required to sell, or any Potential Holder would be entitled or required to purchase, a fraction of a share of AMPS on
any Auction Date, the Auction Agent shall, in such manner as in its sole discretion it shall determine, round up or
down the number of shares of AMPS to be purchased or sold by any Existing Holder or Potential Holder on such
Auction Date so that each outstanding share of AMPS purchased or sold by each Existing Holder or Potential Holder
on such Auction Date shall be a whole share of AMPS. (iv) If, as a result of the procedures described in Paragraph
10(e)(i), any Potential Holder would be entitled or required to purchase less than a whole share of AMPS on any
Auction Date, the Auction Agent, in such manner as in its sole discretion it shall determine, shall allocate shares of
AMPS for purchase among Potential Holders so that only whole shares of AMPS are purchased on such Auction Date
by any Potential Holder, even if C-7 such allocation results in one or more of such Potential Holders not purchasing
any shares of AMPS on such Auction Date. (v) Based on the results of each Auction, the Auction Agent shall
determine, with respect to each Broker-Dealer that submitted Bids or Sell Orders on behalf of Existing Holders or
Potential Holders, the aggregate number of the outstanding shares of AMPS to be purchased and the aggregate
number of outstanding shares of AMPS to be sold by such Potential Holders and Existing Holders and, to the extent
that such aggregate number of outstanding shares to be purchased and such aggregate number of outstanding shares to
be sold differ, the Auction Agent shall determine to which other Broker-Dealer or Broker-Dealers acting for one or
more purchasers such Broker-Dealer shall deliver, or from which other Broker-Dealer or Broker-Dealers acting for
one or more sellers such Broker-Dealer shall receive, as the case may be, outstanding shares of AMPS. Paragraph
10(f) Miscellaneous. The Fund may interpret the provisions of this Paragraph 10 to resolve any inconsistency or
ambiguity, remedy any formal defect or make any other change or modification that does not substantially adversely
affect the rights of Beneficial Owners of AMPS. A Beneficial Owner or an Existing Holder (A) may sell, transfer or
otherwise dispose of shares of AMPS only pursuant to a Bid or Sell Order in accordance with the procedures
described in this Paragraph 10 or to or through a Broker-Dealer, provided that in the case of all transfers other than
pursuant to Auctions such Beneficial Owner or Existing Holder, its Broker-Dealer, if applicable, or its Agent Member
advises the Auction Agent of such transfer and (B) except as otherwise required by law, shall have the ownership of
the shares of AMPS held by it maintained in book entry form by the Securities Depository in the account of its Agent
Member, which in turn will maintain records of such Beneficial Owner's beneficial ownership. Neither the Fund nor
any affiliate (other than Merrill Lynch, Pierce, Fenner & Smith Incorporated) shall submit an Order in any Auction.
Any Beneficial Owner that is an affiliate (other than Merrill Lynch, Pierce, Fenner & Smith Incorporated) shall not
sell, transfer or otherwise dispose of shares of AMPS to any person other than the Fund. All of the outstanding shares
of AMPS of a series shall be represented by a single certificate registered in the name of the nominee of the Securities
Depository unless otherwise required by law or unless there is no Securities Depository. If there is no Securities
Depository, at the Fund's option and upon its receipt of such documents as it deems appropriate, any shares of AMPS
may be registered in the Stock Register in the name of the Beneficial Owner thereof and such Beneficial Owner
thereupon will be entitled to receive certificates therefor and required to deliver certificates thereof or upon transfer or
exchange thereof. C-8 PART C. OTHER INFORMATION Item 25. Financial Statements And Exhibits. (1) Financial
Statements Part A: Financial Highlights for each of the fiscal years in the ten-year period ended October 31, 2004 and
the six months ended April 30, 2005. Part B: Schedule of Investments of the Fund as of October 31, 2004.* Statement
of Net Assets of the Fund as of October 31, 2004.* Statement of Operations of the Fund for the fiscal year ended
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October 31, 2004.* Statements of Changes in Net Assets of the Fund for the fiscal years ended October 31, 2003 and
October 31, 2004.* Financial Highlights for each of the fiscal years in the five-year period ended October 31, 2004.*
Report of Independent Registered Public Accounting Firm.* Statement of Investments of the Fund as of April 30,
2005** Statement of Net Assets of the Fund as of April 30, 2005** Statement of Operations of the Fund for the six
months ended April 30, 2005** Statement of Changes in Net Assets of the Fund for the six months ended April 30,
2005** Financial Highlights of the Fund for the six months ended April 30, 2005 and each of the fiscal years in the
five-year period ended October 31, 2005** ---------- * Incorporated by reference to the Registrant's Annual Report to
Shareholders for the fiscal year ended October 31, 2004 filed with the Securities and Exchange Commission
("Commission") on December 28, 2004 pursuant to Rule 30b2-1 under the Investment Company Act of 1940, as
amended ("1940 Act"). ** Incorporated by reference to the Registrant's Semi-Annual Report to Stockholders for the
six month period ended April 30, 2005 filed with the Commission on June 30, 2005 pursuant to Rule 30b2-1 under the
1940 Act. Exhibits Description -------- ----------- (a)(1) Articles of Incorporation of the Registrant. (a)(2) Articles
Supplementary creating Series A, Series B, Series C and Series D Auction Market Preferred Stock (the "Other
AMPS"). (a)(3) Articles Supplementary creating additional shares of the Other AMPS. (a)(4) Articles of Amendment
to Articles Supplementary creating the Other AMPS. (a)(5) Articles of Amendment to Articles Supplementary
creating the Other AMPS. (a)(6) Form of Articles Supplementary creating Series E Auction Market Preferred Stock
(the "AMPS"). (b) By-laws of the Registrant. (c) Not applicable. (d)(1) Portions of the Articles of Incorporation,
By-laws and Articles Supplementary of the Registrant C-1 defining the rights of holders of shares of the Registrant.
(a) (d)(2) Form of specimen certificate for the AMPS of the Registrant. (e) Form of Automatic Dividend
Reinvestment Plan. (f) Not applicable. (g)(1) Investment Advisory Agreement between the Registrant and Fund Asset
Management, L.P. ("FAM" or the "Investment Adviser"). (h)(1) Form of Purchase Agreement between the Registrant
and Merrill Lynch, Pierce, Fenner & Smith Incorporated ("Merrill Lynch") relating to the AMPS. (h)(2) Form of
Merrill Lynch Standard Dealer Agreement.(b) (i) Not applicable. (j) Form of Custodian Agreement between the
Registrant and The Bank of New York ("BONY"). (c) (k)(l) Form of Transfer Agency and Service Agreement
between the Registrant and EquiServe Trust Company, N.A., and EquiServe Limited Partnership. (d) (k)(2) Form of
Administrative Services Agreement between the Registrant and State Street Bank & Trust Company. (e) (k)(3) Form
of Auction Agent Agreement between the Registrant and The Bank of New York. (k)(4) Form of Broker-Dealer
Agreement. (k)(5) Form of Letter of Representations. (l) Opinion and Consent of Sidley Austin Brown & Wood
LLP.* (m) Not applicable. (n) Consent of ______________, independent auditors for the Registrant.* (o) Not
applicable. (p) Not applicable. (q) Not applicable. (r) Code of Ethics.(f) ----------- (a) Reference is made to Article IV
(sections 2, 3, 4, 5, 6, 7 and 8), Article V (sections 3, 6 and 7), Article VI, Article VIII, Article IX, Article X, and
Article XII of the Registrant's Articles of Incorporation, filed as Exhibit (a) to this Registration Statement; to Article
II, Article III (sections 3.01, 3.03, 3.05 and 3.17), Article VI (section 6.2), Article VII, Article XII, Article XIII and
Article XIV of the Registrant's By- laws, filed as Exhibit (b) to this Registration Statement; and to the Forms of
Articles Supplementary and the Forms of Articles of Amendment filed as Exhibits (a)(2), (a)(3), (a)(4) and (a)(5) to
this Registration Statement. (b) Incorporated by reference to Exhibit (h)(2) to Pre-Effective Amendment No. 3 to the
Registration Statement on Form N-2 of Preferred Income Strategies Fund, Inc. (File No. 333-102712), filed on March
25, 2003. (c) Incorporated by reference to Exhibit 7 to Post-Effective Amendment No. 13 to the Registration
Statement on Form N-1A of The Asset Program, Inc. (File No. 33-53887), filed on March 21, 2002. (d) Incorporated
by reference to Exhibit 13 to Pre-Effective Amendment No. 2 to the Registration Statement on Form N-14 of
Corporate High Yield Fund, Inc. (File No. 333-10193) filed on December 31, 2002. (e) Incorporated by reference to
Exhibit 8(d) to Post-Effective Amendment No. 1 to the Registration Statement on Form N-1A of Merrill Lynch Focus
Twenty Fund, Inc. (File No. 333-89775) filed on March 20, 2001. (f) Incorporated by reference to Exhibit 15 to
Pre-Effective Amendment No. 1 to the Registration Statement on Form N-1A of Merrill Lynch Inflation Protected
Fund (File No. 333-110936), filed on January 22, 2004. * To be provided by amendment. Item 26. Marketing
Arrangements. See Exhibits (h)(1) and (2). C-2 Item 27. Other Expenses of Issuance and Distribution. The following
table sets forth the estimated expenses to be incurred in connection with the offering described in this Registration
Statement: Registration fees $5,885 Printing (other than stock certificates) *17,000 Accounting Fees and Expenses
13,390 Legal fees and expenses *85,000 Rating Agency Fees *25,000 Miscellaneous *3,725 ------------------- Total
$*150,000 =================== ------------------ * To be provided by amendment. Item 28. Persons Controlled
by or Under Common Control with Registrant. The Registrant is not controlled by, or under common control with,
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any person. Item 29. Number of Holders of Securities. Number of Record Holders At Title of Class , 2005
------------------------------------------------------- -------------------- Common Stock, $.10 par value Preferred Stock 1 Item
30. Indemnification. Reference is made to Section 2-418 of the General Corporation Law of the State of Maryland,
Article V of the Registrant's Articles of Incorporation, Article VI of the Registrant's By-laws and Section 6 of the
Purchase Agreement, which provide for indemnification. Article VI of the By-laws provides that each officer and
director of the Registrant shall be indemnified by the Registrant to the full extent permitted under the Maryland
General Corporation Law, except that such indemnity shall not protect any such person against any liability to the
Registrant or any stockholder thereof to which such person 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.
Absent a court determination that an officer or director seeking indemnification was not liable on the merits or guilty
of willful misfeasance, bad faith, gross negligence or reckless disregard of the duties involved in the conduct of his or
her office, the decision by the Registrant to indemnify such person must be based upon the reasonable determination
of independent legal counsel or the vote of a majority of a quorum of non-party independent directors, after review of
the facts, that such officer or director is not guilty of willful misfeasance, bad faith, gross negligence or reckless
disregard of the duties involved in the conduct of his or her office. Each officer and director of the Registrant claiming
indemnification within the scope of Article VI of the By-laws shall be entitled to advances from the Registrant for
payment of the reasonable expenses incurred by him or her in connection with proceedings to which he or she is a
party in the manner and to the full extent permitted under the Maryland General Corporation Law; provided, however,
that the person seeking indemnification shall provide to the Registrant a written affirmation of his or her good faith
belief that the standard of conduct necessary for indemnification by the Registrant has been met and a written
undertaking to repay any such advance, if it ultimately C-3 should be determined that the standard of conduct has not
been met, and provided further that at least one of the following additional conditions is met: (i) the person seeking
indemnification shall provide a security in form and amount acceptable to the Registrant for his or her undertaking;
(ii) the Registrant is insured against losses arising by reason of the advance; or (iii) a majority of a quorum of
non-party independent directors, or independent legal counsel in a written opinion shall determine, based on a review
of facts readily available to the Registrant at the time the advance is proposed to be made, that there is reason to
believe that the person seeking indemnification will ultimately be found to be entitled to indemnification. The
Registrant may purchase insurance on behalf of an officer or director protecting such person to the full extent
permitted under the Maryland General Corporation Law from liability arising from his or her activities as officer or
director of the Registrant. The Registrant, however, may not purchase insurance on behalf of any officer or director of
the Registrant that protects or purports to protect such person from liability to the Registrant or to its stockholders to
which such officer or director 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. In Section 7 of the Purchase
Agreement relating to the securities being offered hereby, the Registrant agrees to indemnify Merrill Lynch and each
person, if any, who controls Merrill Lynch within the meaning of the Securities Act of 1933 (the "1933 Act") against
certain types of civil liabilities arising in connection with the Registration Statement or Prospectus and Statement of
Additional Information. Insofar as indemnification for liabilities arising under the 1933 Act may be provided to
directors, officers and controlling persons of the Registrant and Merrill Lynch, pursuant to the foregoing provisions or
otherwise, the Registrant has been advised that, in the opinion of the Securities and Exchange Commission, such
indemnification is against public policy as expressed in the 1933 Act and is, therefore, unenforceable. In the event that
a claim for indemnification against such liabilities (other than the payment by the Registrant of expenses incurred or
paid by a director, officer or controlling person of the Registrant in connection with any successful defense of any
action, suit or proceeding) is asserted by such director, officer or controlling person in connection with the securities
being registered, the Registrant will, unless in the opinion of its counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is against
public policy as expressed in the 1933 Act and will be governed by the final adjudication of such issue. Item 31.
Business And Other Connections Of The Investment Adviser. FAM (the "Investment Adviser"), acts as the investment
adviser for a number of affiliated open-end and closed-end registered investment companies. Merrill Lynch
Investment Managers, L.P. ("MLIM"), acts as the investment adviser for a number of affiliated open-end and
closed-end registered investment companies, and also acts as sub-adviser to certain other portfolios. The address of
each of these registered investment companies is P.O. Box 9011, Princeton, New Jersey 08543-9011, except that the
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address of Merrill Lynch Funds for Institutions Series is One Financial Center, 23rd Floor, Boston, Massachusetts
02111-2665. The address of the Investment Adviser, MLIM, Princeton Services, Inc. ("Princeton Services") and
Princeton Administrators, L.P. ("Princeton Administrators") is also P.O. Box 9011, Princeton, New Jersey
08543-9011. The address of FAM Distributors, Inc. ("FAMD") is P.O. Box 9081, Princeton, New Jersey 08543-9081.
The address of Merrill Lynch and Merrill Lynch & Co., Inc. ("ML & Co.") is World Financial Center, North Tower,
250 Vesey Street, New York, New York 10080. Set forth below is a list of each executive officer and partner of the
Investment Adviser indicating each business, profession, vocation or employment of a substantial nature in which
each such person or entity has been engaged for the past two years for his, her or its own account or in the capacity of
director, officer, employee, partner or Director. Mr. Burke is Vice President and Treasurer of all or substantially all of
the investment companies advised by FAM or its affiliates, and Mr. Doll is an officer of one or more of such
companies. C-4 Position(s) with Other Substantial Business, Name Investment Adviser Profession, Vocation Or
Employment ----------------------------- ---------------------------- ------------------------------------------------------- ML &
Co. Limited Partner Financial Services Holding Company; Limited Partner of MLIM Princeton Services General
Partner General Partner of MLIM Robert C. Doll, Jr. President President of MLIM; Co-Head (Americas Region) of
MLIM from 2000 to 2004; Senior Vice President of MLIM from 1999 to 2000; Director of Princeton Services; Chief
Investment Officer of OppenheimerFunds, Inc. in 1999 and Executive Vice President thereof from 1991 to 1999
Donald C. Burke First Vice President and First Vice President and Treasurer of MLIM; Senior Treasurer Vice
President, Treasurer and Director of Princeton Services; Vice President of FAMD Chief Compliance Officer of the
MLIM/FAM-advised Andrew J. Donohue General Counsel First Vice President and General Counsel of MLIM;
Senior Vice President and Director of Princeton Services; President and Director of FAMD Alice A. Pellegrino
Secretary Secretary of MLIM, Princeton Services and FAMD Item 32. Location of Account and Records. All
accounts, books and other documents required to be maintained by Section 31(a) of the 1940 Act, and the Rules
promulgated thereunder are maintained at the offices of the Registrant (800 Scudders Mill Road, Plainsboro, New
Jersey 08536), its Investment Adviser (800 Scudders Mill Road, Plainsboro, New Jersey 08536), its custodian, The
Bank of New York (100 Church Street, New York, New York 10286), and its transfer agent, The Bank of New York
(101 Barclay Street, New York, New York 10286). Item 33. Management Services. Not applicable. Item 34.
Undertakings. (1) The Registrant undertakes to suspend the offering of the shares of preferred stock covered hereby
until it amends its prospectus contained herein if (1) subsequent to the effective date of this Registration Statement, its
net asset value per share of preferred stock declines more than 10% from its net asset value per share of preferred
stock as of the effective date of this Registration Statement, or (2) its net asset value per share of preferred stock
increases to an amount greater than its net proceeds as stated in the prospectus contained herein. (2) Not applicable.
(3) Not applicable. (4) Not applicable (5) The Registrant undertakes that: C-5 (a) For purposes of determining any
liability under the 1933 Act, the information omitted from the form of prospectus filed as part of this Registration
Statement in reliance upon Rule 430A and contained in the form of prospectus filed by the registrant pursuant to Rule
497(h) under the 1933 Act shall be deemed to be part of this Registration Statement as of the time it was declared
effective. (b) For the purpose of determining any liability under the 1933 Act, each post-effective amendment that
contains a form of prospectus shall be deemed to be a new registration statement relating to the securities offered
therein, and the offering of such securities at that time shall be deemed to be the initial bona fide offering thereof. (6)
The Registrant undertakes to send by first-class mail or other means designed to ensure equally prompt delivery,
within two business days of receipt of a written or oral request, any statement of additional information. C-6
SIGNATURES Pursuant to the requirements of the Securities Act of 1933 and the Investment Company Act of 1940,
the Registrant has duly caused this Registration Statement to be signed on its behalf by the undersigned, thereunto
duly authorized, in the Township of Plainsboro, State of New Jersey, on the 20th day of July, 2005. MUNIYIELD
QUALITY FUND, INC. (Registrant) By: /s/ Donald C. Burke ------------------------------ Donald C. Burke Vice
President and Treasurer Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has
been signed below by the following person in the capacities and on the dates indicated. Signatures Title Date
----------------------------------- ---------------------------------------------- ------------------------ ROBERT C. DOLL, JR.*
President (Principal Executive Officer) and -------------------- Director (Robert C. Doll, Jr.) DONALD C. BURKE*
Vice President and Treasurer (Principal ---------------- Financial and Accounting Officer) (Donald C. Burke) JAMES
H. BODURTHA* Director ------------------ (James H. Bodurtha) _______________________ Director (Kenneth A.
Froot) JOE GRILLS* Director ----------- (Joe Grills) HERBERT I. LONDON* Director ------------------ (Herbert I.
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London) ROBERTA COOPER RAMO* Director -------------------- (Roberta Cooper Ramo) STEPHEN B.
SWENSRUD* Director -------------------- (Stephen B. Swensrud) ROBERT S. SALOMON, JR.* Director
----------------------- (Robert S. Salomon, Jr.) *By /s/ Donald C. Burke July 20, 2005 -------------------- (Donald C.
Burke, Attorney-in-Fact) C-7 POWER OF ATTORNEY The undersigned, Robert C. Doll, Jr., Donald C. Burke,
James H. Bodurtha, Joe Grills, Herbert I. London, Roberta Cooper Ramo, Robert S. Salomon, Jr. and Stephen B.
Swensrud, the Directors/Trustees and/or the Officers of each of the registered investment companies listed below,
hereby authorize Robert C. Doll, Jr., Andrew J. Donohue, Donald C. Burke, Michael G. Clark and Alice A. Pellegrino
or any of them, as attorney-in-fact, to sign on his or her behalf in the capacities indicated any Registration Statement
or amendment thereto (including post-effective amendments) for or on behalf of each of the following registered
investment companies and to file the same, with all exhibits thereto, with the Securities and Exchange Commission:
Apex Municipal Fund, Inc.; Corporate High Yield Fund, Inc.; Corporate High Yield Fund III, Inc.; Corporate High
Yield Fund V, Inc.; Corporate High Yield Fund VI, Inc.; Fund Asset Management Master Trust; Master Focus
Twenty Trust; Master Large Cap Series Trust; Mercury Funds II; Merrill Lynch California Municipal Series Trust;
Merrill Lynch Focus Value Fund, Inc.; Merrill Lynch Fundamental Growth Fund, Inc.; Merrill Lynch Investment
Managers Funds, Inc.; Merrill Lynch Large Cap Series Funds, Inc.; Merrill Lynch Multi-State Municipal Series Trust;
Merrill Lynch Retirement Reserves Money Fund of Merrill Lynch Retirement Series Trust; Merrill Lynch Short Term
U.S. Government Fund, Inc.; Merrill Lynch U.S. Government Mortgage Fund; Merrill Lynch Variable Series Funds,
Inc.; Merrill Lynch World Income Fund, Inc.; MuniAssets Fund, Inc.; MuniHoldings California Insured Fund, Inc.;
MuniHoldings Insured Fund II, Inc.; MuniInsured Fund, Inc.; MuniYield Arizona Fund, Inc.; MuniYield California
Fund, Inc.; MuniYield California Insured Fund, Inc.; MuniYield Florida Fund; MuniYield Fund, Inc.; MuniYield
Insured Fund, Inc.; MuniYield Michigan Insured Fund II, Inc.; MuniYield New Jersey Fund, Inc.; MuniYield New
York Insured Fund, Inc.; MuniYield Quality Fund, Inc.; MuniYield Quality Fund II, Inc.; Summit Cash Reserves
Fund of Financial Institutions Series Trust; and The Asset Program, Inc. Dated: February 23, 2005 /s/ Robert C. Doll,
Jr. /s/ Donald C. Burke --------------------------------------------- ------------------------------------------- Robert C. Doll, Jr.
Donald C. Burke (President/Principal Executive (Vice President/Treasurer/Principal Officer/Director/Trustee)
Financial and Account Officer) /s/ James H. Bodurtha /s/ Joe Grills ---------------------------------------------
------------------------------------------- James H. Bodurtha Joe Grills (Director/Trustee) (Director/Trustee) /s/ Herbert I.
London /s/ Robert Cooper Ramo --------------------------------------------- ------------------------------------------- Herbert I.
London Robert Cooper Ramo (Director/Trustee) (Director/Trustee) /s/ Robert S. Salomon, Jr. /s/ Stephen B. Swensrud
--------------------------------------------- ------------------------------------------- Robert S. Salomon, Jr. Stephen B.
Swensrud (Director/Trustee) (Director/Trustee) C-8 EXHIBIT INDEX Exhibits Description -------- ----------- (a)(1)
Articles of Incorporation of the Registrant. (a)(2) Articles Supplementary creating Series A, Series B, Series C and
Series D Auction Market Preferred Stock (the "Other AMPS"). (a)(3) Articles Supplementary creating additional
shares of the Other AMPS. (a)(4) Articles of Amendment to Articles Supplementary creating the Other AMPS. (a)(5)
Articles of Amendment to Articles Supplementary creating the Other AMPS. (a)(6) Form of Articles Supplementary
creating Series E Auction Market Preferred Stock (the "AMPS"). (b) By-laws of the Registrant. (d)(2) Form of
specimen certificate for the AMPS of the Registrant. (e) Form of Automatic Dividend Reinvestment Plan. (g)(1) Form
of Investment Advisory Agreement between the Registrant and Fund Asset Management, L.P. ("FAM" or the
"Investment Adviser"). (h)(1) Form of Purchase Agreement between the Registrant and Merrill Lynch, Pierce, Fenner
& Smith Incorporated ("Merrill Lynch") relating to the AMPS. (k)(3) Form of Auction Agent Agreement between the
Registrant and The Bank of New York. (k)(4) Form of Broker-Dealer Agreement. (k)(5) Form of Letter of
Representations. C-9
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