Edgar Filing: BLACKROCK CALIFORNIA MUNICIPAL INCOME TRUST - Form N-2

BLACKROCK CALIFORNIA MUNICIPAL INCOME TRUST
Form N-2
August 21, 2001

As filed with the Securities and Exchange Commission on August 20, 2001

Securities Act Registration No. 333-
Investment Company Registration No. 811-10331

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM N-2
REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933 [ X

Pre-Effective Amendment No. ||
Post-Effective Amendment No. ||

and/or
REGISTRATION STATEMENT UNDER
THE INVESTMENT COMPANY ACT OF 1940 | X|
AMENDMENT NO. 5 [X|

BlackRock California Municipal Income Trust
(Exact Name of Registrant as Specified In Declaration of Trust)

100 Bellevue Parkway
Wilmington, Delaware 19809
(Address of Principal Executive Offices)

(888) 825-2257
(Registrant's Telephone Number, including Area Code)

Ralph L. Schlosstein, President
BlackRock California Municipal Income Trust
345 Park Avenue
New York, New York 10154
(Name and Address of Agent for Service)

Copies to:

Michael K. Hoffman, Esqg. Cynthia G. Cobden, Esqg.
Skadden, Arps, Slate, Meagher & Flom LLP Simpson Thacher & Bartlett
Four Times Square 425 Lexington Avenue
New York, New York 10036 New York, New York 10017

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

CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933

Proposed Proposed
Amount Maximum Maximum Amount of
Title of Securities Being Offering Price Aggregate Offering Registration
Being Registered Registered per Unit Price (1) Fee
Preferred Shares, 40 $25,000 1,000,000 $250

$.001 par value.




Edgar Filing: BLACKROCK CALIFORNIA MUNICIPAL INCOME TRUST - Form N-2

(1) Estimated solely for the purpose of calculating the registration fee.

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

BLACKROCK CALIFORNIA MUNICIPAL INCOME TRUST

CROSS REFERENCE SHEET

Part A —— Prospectus
Items in Part A of Form N-2 Location in Prospectus
Item 1. Outside Front CoOVer......i ittt eeeeeeeennnenns Cover page
Item 2. Inside Front and Outside Back Cover Page..... Cover page
Item 3. Fee Table and SynopSisS.....ceeiiineeeennnenns Prospectus Summary
Item 4. Financial Highlights......... ... ... Financial Highlights
(unaudited)
Item 5. Plan of Distribution............... ... Cover Page; Prospectus
Summary; Underwriting
Item 6. Selling Shareholders.........c.oiiiiiiennnnn. Not Applicable
Ttem 7. Use Of ProCeedS .. u it tittneteeeeneeneeanns Use of Proceeds; The
Trust's Investments
Item 8. General Description of the Registrant........ The Trust; The Trust's

Investments; Risks;
Description of Preferred
Shares; Certain
Provisions in the
Agreement and
Declaration of Trust

Item 9. Management ... ..ot iiii ittt neeeeeeeeennenens Management of the Trust;
Custodian and Transfer
Agent; Auction Agent

Item 10. Capital Stock, Long-Term Debt, and Other

SEeCUrities . ittt e e e e e e Description of Preferred

Shares; Description of
Common Shares; Certain
Provisions in the
Agreement and
Declaration of Trust;
Tax Matters

Item 11. Defaults and Arrears on Senior Securities.... Not Applicable
Item 12. Legal ProceedingsS . .. e ettt teeeeeeeeennenns Legal Opinions
Item 13. Table of Contents of the Statement of
Additional Information.............ccceiee... Table of Contents for

the Statement of
Additional Information

Part B —-- Statement of Additional Information



Edgar Filing: BLACKROCK CALIFORNIA MUNICIPAL INCOME TRUST - Form N-2

Item 14. CoVeTr Page . i i ittt ittt e ettt Cover Page

Item 15. Table of Contents.....oiiiiiiineennnnn. Cover Page

Item 16. General Information and History........... Not Applicable

Item 17. Investment Objective and Policies......... Investment Objective

and Policies; Investment
Policies and Techniques;
other Investment
Policies and Techniques;
Portfolio Transactions

Item 18. Management o v v vttt e ettt e et e e e Management of the Trust;
Portfolio Transactions
and Brokerage

Item 19. Control Persons and Principal Holders of
SeCUrities. . ittt ittt e e e e Management of the Trust

Item 20. Investment Advisory and Other Services.... Management of the Trust;
Experts

Item 21. Brokerage Allocation and Other Practices.. Portfolio Transactions
and Brokerage

Item 22. Tax Status. ...ttt Tax Matters

Item 23. Financial Statements............ccoiiie... Report of Independent
Auditors; Financial
Highlights (unaudited)

Part C —-- Other Information

Items 24-33 have been answered in Part C of this Registration Statement

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

SUBJECT TO COMPLETION, DATED AUGUST 20, 2001 PROSPECTUS LOGO

$
BlackRock California Municipal Income Trust
Municipal Auction Rate Cumulative Preferred Shares
("Preferred Shares")
Shares, Series
Shares, Series
Liquidation Preference $25,000 per share

Investment Objective. BlackRock California Municipal Income Trust
(the "Trust") is a recently organized, non- diversified, closed-end
management investment company. The Trust's investment objective 1is to
provide current income exempt from regular Federal income tax and
California income taxes.

Portfolio Contents. The Trust will invest primarily in municipal
bonds that pay interest that is exempt from regular Federal income tax and
California income taxes. The Trust will invest in municipal bonds that, in
the opinion of the Trust's investment advisor and sub-advisor, are
underrated or undervalued. Under normal market conditions, the Trust
expects to be fully invested in these tax-exempt municipal bonds. The Trust
will invest at least 80% of its total assets in municipal bonds that at the
time of investment are investment grade quality. Investment grade quality
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bonds are bonds rated within the four highest grades (Baa or BBB or better
by Moody's Investors Service, Inc. ("Moody's"), Standard & Poors Ratings
Group ("S&P") or Fitch IBCA, Inc. ("Fitch")) or bonds that are unrated but
judged to be of comparable quality by the Trust's investment advisor and
sub-advisor. The Trust may invest up to 20% of its total assets in
municipal bonds that at the time of investment are rated Ba/BB or B by
Moody's, S&P or Fitch or bonds that are unrated but judged to be of
comparable quality by the Trust's investment advisor and sub- advisor.
Bonds of below investment grade quality are regarded as having
predominately speculative characteristics with respect to the issuer's
capacity to pay interest and repay principal, and are commonly referred to
as "junk bonds." The Trust intends to invest primarily in long-term bonds
and expects bonds in its portfolio to have a dollar weighted average
maturity of 15 years or more under current market conditions. The Trust
cannot ensure that it will achieve its investment objective.

Investing in the Preferred Shares involves certain risks. See
"Risks" beginning on page . The minimum purchase amount of the Preferred
Shares is $25,000.

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

Per Share Total
Public Offering Price $ 25,000 S
Sales Load $ $
Proceeds to Fund (before expenses) S S

The underwriters are offering the Preferred Shares subject to
various conditions. The underwriters expect to deliver the Preferred Shares
to purchasers, in book-entry form, through the facilities of The Depository
Trust Company on or about , 2001.

, 2001

You should read the prospectus, which contains important
information about the Trust, before deciding whether to invest and retain
it for future reference. A Statement of Additional Information, dated ,
2001, containing additional information about the Trust, has been filed
with the Securities and Exchange Commission and is incorporated by
reference in its entirety into this prospectus. You may request a free copy
of the Statement of Additional Information, the table of contents of which
is on page of this prospectus, by calling (888) 825-2257 or by writing to
the Trust, or obtain a copy (and other information regarding the Trust)
from the Securities and Exchange Commission web site (http://www.sec.gov)
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The Preferred Shares do not represent a deposit or obligation of,
and are not guaranteed or endorsed by, any bank or other insured depository
institution, and are not federally insured by the Federal Deposit Insurance
Corporation, the Federal Reserve Board or any other government agency.

The Trust is offering shares of Series Municipal Auction Rate
Cumulative Preferred Shares and shares of Series Municipal Auction Rate
Cumulative Preferred Shares. The shares are referred to in this prospectus
as "Preferred Shares." The Preferred Shares have a liquidation preference
of $25,000 per share, plus any accumulated, unpaid dividends. The Preferred
Shares also have priority over the Trust's common shares as to distribution
of assets as described in this prospectus. It is a condition of closing
this offering that the Preferred Shares be offered with a rating of "Aaa"
from Moody's and "AAA" from S&P.

)

The dividend rate for the initial dividend rate period will be %
for Series and % for Series . The initial rate period is from the date of
issuance through , 2001 for Series and , 2001 for Series . For subsequent
rate periods, Preferred Shares pay dividends based on a rate set at
auction, usually held weekly. Prospective purchasers should carefully
review the auction procedures described in this prospectus and should note:
(1) a buy order (called a "bid order") or sell order is a commitment to buy
or sell Preferred Shares based on the results of an auction; (2) auctions
will be conducted by telephone; and (3) purchases and sales will be settled
on the next business day after the auction.

Preferred Shares are not listed on an exchange. You may only buy
or sell Preferred Shares through an order placed at an auction with or
through a broker-dealer that has entered into an agreement with the auction
agent and the Trust or in a secondary market maintained by certain
broker-dealers. These broker-dealers are not required to maintain this
market, and it may not provide you with liquidity.

Dividends on Preferred Shares, to the extent payable from
tax—-exempt income earned on the Trust's investments, will be exempt from
regular Federal income tax in the hands of owners of such shares. All or a
portion of the Trust's dividends may be subject to the Federal alternative
minimum tax. The Fund is required to allocate net capital gains and other
taxable income, if any, proportionately between common and preferred
shares, including the Preferred Shares, based on the percentage of total
dividends distributed to each class for that year. The Trust may at its
election give notice of the amount of any income subject to Federal income
tax to be included in a dividend on a Preferred Share in advance of the
related auction. If the Trust does not give such advance notice, it
generally will be required to pay additional amounts to holders of
Preferred Shares in order to adjust for their receipt of income subject to
Federal income tax.

You should rely only on the information contained or incorporated
by reference in this prospectus. The Trust has not authorized anyone to
provide you with different information. The Trust is not making an offer of
these securities in any state where the offer is not permitted. You should
not assume that the information provided by this prospectus is accurate as
of any date other than the date on the front of this prospectus.

TABLE OF CONTENTS
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PRIVACY PRINCIPLES OF THE TRUST

The Trust is committed to maintaining the privacy of its
shareholders and to safeguarding their non-public personal information. The
following information is provided to help you understand what personal
information the Trust collects, how the Trust protects that information and
why, in certain cases, the Trust may share information with select other
parties.

Generally, the Trust does not receive any non-public personal
information relating to its shareholders, although certain non-public
personal information of its shareholders may become available to the Trust.
The Trust does not disclose any non-public personal information about its
shareholders or former shareholders to anyone, except as permitted by law
or as 1s necessary in order to service shareholder accounts (for example,
to a transfer agent or third party administrator).

The Trust restricts access to non-public personal information
about its shareholders to employees of the Trust's investment advisor and
its affiliates with a legitimate business need for the information. The
Trust maintains physical, electronic and procedural safeguards designed to
protect the non-public personal information of its shareholders.

PROSPECTUS SUMMARY

This is only a summary. This summary may not contain all of the
information that you should consider before investing in our Preferred
Shares. You should read the more detailed information contained in this
prospectus, the Statement of Additional Information and the Fund's
Statement of Preferences of Municipal Auction Rate Cumulative Preferred
Shares (the "Statement") attached as Appendix A to the Statement of
Additional Information. Capitalized terms used but not defined in this
prospectus shall have the meanings given to such terms in the Statement.

The Trust ...ttt BlackRock California Municipal
Income Trust is a recently
organized, diversified, closed-end,
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management investment company.
Throughout the prospectus, we refer
to BlackRock California Municipal
Income Trust simply as the "Trust"
or as "we," "us" or "our." The
Trust is designed to provide tax
benefits to investors who are
residents of California. See "The
Trust." The Trust's common shares
are traded on the New York Stock
Exchange under the symbol "BFZ".
See "Description of Common Shares."
As of , 2001, the Trust had common
shares outstanding and net assets
of $

Investment Objective................... The Trust's investment objective is
to provide current income exempt
from regular Federal income tax and
California income taxes.

Investment Policies...........oiiie.... The Trust will invest primarily in
municipal bonds that pay interest
that is exempt from regular Federal
income tax and California income
taxes. The Trust will invest in
municipal bonds that, in the
opinion of BlackRock Advisors, Inc.
("BlackRock Advisors" or the
"Advisor") and BlackRock Financial
Management, Inc. ("BlackRock
Financial Management" or the "Sub-
Advisor") are underrated or
undervalued. Underrated municipal
bonds are those whose ratings do
not, in the Advisor's or
Sub-Advisor's opinion, reflect
their true creditworthiness.
Undervalued municipal bonds are
bonds that, in the Advisor's or
Sub-Advisor's opinion, are worth
more than the value assigned to
them in the marketplace. Under
normal market conditions, the Trust
expects to be fully invested in
these tax—-exempt municipal bonds.
The Trust will invest at least 80%
of its total assets in municipal
bonds that at the time of
investment are investment grade
quality. Investment grade quality
bonds are bonds rated within the
four highest grades (Baa or BBB or
better by Moody's, S&P or Fitch) or
bonds that are unrated but judged
to be of comparable quality by the
Advisor and the Sub-Advisor. The
Trust may invest up to 20% of its
total assets in municipal bonds
that at the time of investment are
rated Ba/BB or B by Moody's, S&P or
Fitch or bonds that are unrated but
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judged to be of comparable quality
by the Advisor and the Sub-Advisor.
Bonds of below investment grade
quality are regarded as having
predominately speculative
characteristics with respect to the
issuer's capacity to pay interest
and repay principal, and are
commonly referred to as "Jjunk
bonds." The Trust intends to invest
primarily in long-term bonds and
expects bonds in its portfolio to
have a dollar weighted average
maturity of 15 years or more under
current market conditions. The
Trust cannot ensure that it will
achieve its investment objective.
See "The Trust's Investments."

Investment Advisor.........c.ceeveeeeenon. BlackRock Advisors will be the
Trust's investment advisor and
BlackRock Advisors' affiliate,
BlackRock Financial Management,
will provide certain day-to-day
investment management services to
the Trust. Throughout the
prospectus, we sometimes refer to
BlackRock Advisors and BlackRock
Financial Management collectively
as "BlackRock."

The Offering........ciiiiiiiiiiiin. The Trust is offering shares of
Series Preferred Shares and shares
of Series Preferred Shares, each at
a purchase price of $25,000 per
share. Preferred Shares are being
offered by the underwriters listed
under "Underwriting."

Risk Factors SUMMATY. .. eeeennnnnnns Risk is inherent in all investing.
Therefore, before investing in the
Preferred Shares you should
consider certain risks carefully.
The primary risks of investing in
the Preferred Shares are:

o if an auction fails you
may not be able to sell
some or all of your
shares;

o because of the nature of
the market for Preferred
Shares, you may receive
less than the price you
paid for your shares if
you sell them outside of
the auction, especially
when market interest rates
are rising;

o a rating agency could
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downgrade the rating
assigned to the Preferred
Shares, which could affect
liquidity;

o the Trust may be forced to
redeem your shares to meet
regulatory or rating
agency requirements or may
voluntarily redeem your
shares in certain
circumstances;

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

o if interest rates rise,
the value of the Trust's
investment portfolio will
decline, reducing the
asset coverage for the
Preferred Shares;

o if an issuer of a
municipal bond in which
the Trust invests
experiences financial
difficulty or defaults,
there may be a negative
impact on the income and
net asset value of the
Trust's portfolio; and

o the Trust may invest up to
20% of its total assets in
securities that are below
investment grade quality
which are regarded as
having predominately
speculative
characteristics with
respect to the issuer's
capacity to pay interest
and principal.

For additional risks of investing
in the Trust, see "Risks" below.

Trading Market....... i Preferred Shares are not listed on
an exchange. Instead, you may buy
or sell the Preferred Shares at an
auction that normally is held
weekly, by submitting orders to a
broker-dealer that has entered into
an agreement with the auction agent
and the Trust (a "Broker-Dealer"),
or to a broker-dealer that has
entered into a separate agreement
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with a Broker-Dealer. In addition
to the auctions, Broker-Dealers and
other broker-dealers may maintain a
secondary trading market in
Preferred Shares outside of
auctions, but may discontinue this
activity at any time. There is no
assurance that a secondary market
will provide shareholders with
liquidity. You may transfer shares
outside of auctions only to or
through a Broker-Dealer or a
broker-dealer that has entered into
a separate agreement with a
Broker-dealer.

The table below shows the first
auction date for each series of
Preferred Shares and the day on
which each subsequent auction will
normally be held for each series of
Preferred Shares. The first auction
date for each series of Preferred
Shares will be the business day
before the dividend payment date
for the initial rate period for
each series of Preferred Shares.
The start date for subsequent rate
periods will normally be the
business day following auction date
unless the then-current rate period
is a special rate period or the
first day of the subsequent rate
period is not a business day.

Series First Auction Date* Subsequent

* All Dates are 2001.

Dividends and Rate Periods............. The table below shows the dividend
rate for the initial rate period on
the Preferred Shares offered in
this prospectus. For subsequent
rate periods, Preferred Shares will
pay dividends based on a rate set
at auctions, normally held weekly.
In most instances, dividends are
also paid weekly, on the day
following the end of the rate
period. The rate set at auction
will not exceed the Maximum Rate.
See "Description of Preferred
Shares—-- Dividends and Dividend
Periods." The table below also
shows the date from which dividends
on the Preferred Shares will
accumulate at the initial rate, the
dividend payment date for the
initial rate period and the day on
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Initial
Dividend
Rate

* All Dates are 2001.

Date of
Accumulation
at Initial
Rate*

Special Tax Considerations.............

which dividends will normally be
paid. If the day on which dividends
otherwise would be paid is not a
business day, then your dividends
will be paid on the first business
day that falls after that day.
Finally, the table below shows the
number of days of the initial rate
period for the Preferred Shares.
Subsequent rate periods generally
will be seven days. The dividend
payment date for special rate
periods of more than seven days
will be set out in the notice
designating a special rate period.
See "Description of Preferred
Shares —-- Dividends and Dividend
Periods —-- Designation of Special
Rate Periods."

Dividend
Payment Subsequent Number of
Date for Dividend Days of
Initial Rate Payment Initial Rate
Period* Day Period

Because under normal circumstances
the Trust will invest substantially
all of its assets in municipal
bonds that pay interest that is
exempt from regular Federal income
tax California income taxes, the
income you receive will ordinarily
be exempt from Federal income tax
California income taxes. Your
income may be subject to certain
other local taxes. All or a portion
of the income from these bonds will
be subject to the Federal
alternative minimum tax, so
Preferred Shares may not be a
suitable investment if you are
subject to this tax or would become
subject to such tax by investing in
Preferred Shares. Taxable income or
gain earned by the Trust will be
allocated proportionately to
holders of Preferred Shares and
common shares, based on the
percentage of total dividends paid
to each class for that year.
Accordingly, certain specified

11
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Redemption...

Liquidation Preference..........vuvuue..

Voting Rights

Preferred Shares dividends may be
subject to income tax on income or
gains attributed to the Trust. The
Trust may at its election give
notice before any applicable
auction of the amount of any
taxable income and gain to be
distributed for the period relating
to that auction. If the Trust does
not provide such notice, the Trust
generally will make shareholders
whole for taxes owing on dividends
paid to shareholders that include
taxable income and gain. See "Tax
Matters" and "Description of

Preferred Shares—-- Dividends and
Dividend Periods —-- Gross-up
Payments."

Shares of each series of Preferred
Shares will be issued with a rating
of "RAaa" from Moody's and "AAA"
from S&P. In order to maintain this
rating, the Trust must own
portfolio securities of a
sufficient value and with adequate
credit quality to meet the rating
agencies' guidelines. See
"Description of Preferred Shares—-—
Rating Agency Guidelines and Asset
Coverage."

Although the Trust does not
ordinarily redeem Preferred Shares,
it may be required to redeem shares
if, for example, the Trust does not
meet an asset coverage ratio
required by law or to correct a
failure to meet a rating agency
guideline in a timely manner. The
Trust voluntarily may redeem
Preferred Shares under certain
conditions. See "Description of
Preferred Shares—-- Redemption" and
"Description of Preferred Shares—-—
Rating Agency Guidelines and Asset
Coverage."

The liquidation preference for
shares of each series of Preferred
Shares will be $25,000 per share
plus accumulated but unpaid
dividends. See "Description of
Preferred Shares —-- Liquidation."

The holders of preferred shares,
including Preferred Shares, voting
as a separate class, have the right
to elect at least two trustees of
the Trust at all times. Such
holders also have the right to
elect a majority of the trustees in

12
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the event that two years' dividends
on the preferred shares are unpaid.
In each case, the remaining
trustees will be elected by holders
of common shares and preferred
shares, including Preferred Shares,
voting together as a single class.
The holders of preferred shares,
including Preferred Shares, will
vote as a separate class or classes
on certain other matters as
required under the Trust's
Agreement and Declaration of Trust,
as amended and restated, the
Investment Company Act of 1940 (the
"Investment Company Act") and
Delaware law. See "Description of
Preferred Shares-- Voting Rights,"
"Certain Provisions in the
Agreement and Declaration of Trust"
and "Conversion to Open-End Fund."

FINANCIAL HIGHLIGHTS
(Unaudited)

Information contained in the table below under the headings "Per
Share Operating Performance," "Ratios to Average Net Assets of Common
Shareholders" and "Supplemental Data" shows the unaudited operating
performance of the Trust from the commencement of the Trust's investment
operations on July 31, 2001 through , 2001. Since the Trust was recently
organized and commenced investment operations on July 31, 2001, the table
covers less than

weeks of operations, during which a substantial portion of the

Trust's portfolio was held in temporary investments pending investment in
municipal securities that meet the Trust's investment objectives and
policies. Accordingly, the information presented may not provide a
meaningful picture of the Trust's future operating performance.

Per Share Operating Performance:
Net asset value, beginning of period.......... ... ...

Net investment INCOME. ... ..ttt ittt ittt teeennnnneeeeens $
Net realized and unrealized gain/loss on investments........
Net increase/decrease from investment operations............
Dividends and distributions..........cciiiiiiiiiiiiiiiiinnn.
Capital charge with respect to issuance of common shares.............

Net asset value, end o0f Period™ .. ...ttt tte et eeaneneeenens $
Per share market value, end of period*....... ..t ennnnnnns $
Total Investment ReLUIXNt. ...ttt ittt ittt ittt et ennnn %

Ratios to Average Net Assets of Common Shareholders: ++

Operating EXPeNSES Hu vttt teeeeeneeeeeeeeeeeenenneeeeeeenenns S+++

Net investment InCOmME. .. ...ttt ime et eeeeeeeeeeannns S+++
Supplemental Data:

Average net assets of common shareholders (in thousands)....$

oe

POortfolio LULNOVET . i i ittt ittt e e e ettt et et ettt eaaeeeeeeens
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* Net asset value and market value are published in Barron's each
Saturday, The New York Times and The Wall Street Journal each
Monday .

+ Total investment return is calculated assuming a purchase of

common shares at the current market price on the first day and a
sale at the current market price on the last day of the period
reported. Dividends and distributions, if any, are assumed for
purposes of this calculation, to be reinvested at prices obtained
under the Trust's dividend reinvestment plan. Total investment
return does not reflect brokerage commissions. Total investment
returns for periods of less than one year are not annualized.

++ Ratios are calculated on the basis of income and expenses to
average net assets.

+++ Annualized.

# The ratio of operating expenses, without giving effect to

"advisory fee waiver," to average net assets was 0. %+++ for the
period indicated above.

The information above represents the unaudited operating
performance of a common share outstanding, total investment return, ratios
to average net assets and other supplemental data for the period indicated.
This information has been determined based upon financial information
provided in the Trust's unaudited financial statements for the period July
31, 2001 through , 2001 included in the statement of additional information
and market value data for the Trust's shares.

THE TRUST

The Trust is a recently organized, non-diversified, closed-end,
management investment company registered under the Investment Company Act.
The Trust was organized as a Delaware business trust on March 30, 2001
pursuant to an Agreement and Declaration of Trust, as later amended and
restated, governed by the laws of the Stare of Delaware. On July 31, 2001,
the Trust issued an aggregate of 13,000,000 common shares of beneficial
interest, par value $.001 per share, pursuant to the initial public
offering and commenced its investment operations. The Trust's common shares
are traded on the New York Stock Exchange (the "Exchange") under the symbol
"BFZ". The Trust's principal office is located at 100 Bellevue Parkway,
Wilmington, Delaware 19809, and its telephone number is (888) 825-2257. The
Trust 1is designed to provide tax benefits to investors who are residents of
California for tax purposes.

The following provides information about the Trust's outstanding
shares as of , 2001:

Amount held by

Amount the Trust or for Amount
Title of Class Authorized its Account Outstanding
COMMON e & v e et ettt e ee e eeeenenaneean Unlimited 0 13,000,000
Preferred..... ... Unlimited 0 0
Series i e e 0 0
Series i e e 0 0

USE OF PROCEEDS

The net proceeds of this offering will be approximately $ after
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payment of the sales load and estimated offering costs. The Trust will
invest the net proceeds of the offering in accordance with the Trust's
investment objective and policies as stated below. We currently anticipate
that the Trust will be able to invest substantially all of the net proceeds
in municipal bonds that meet the Trust's objective and policies at or
shortly (within six to eight weeks) after the completion of the offering.
Pending such investment, it is anticipated that the proceeds will be
invested in short- term, tax-exempt or taxable investment grade securities.

CAPITALIZATION
(Unaudited)

The following table sets forth the capitalization of the Trust as
of , 2001, and as adjusted to give effect to the issuance of the Preferred
Shares offered hereby.

Shareholder's Equity:
Preferred Shares, $.001 par value, $25,000 stated value per share,
at liquidation wvalue; unlimited shares authorized (no shares
issued;
shares issued, as adjusted) .......iiiiiiiinnnnn. S —
Common shares, $.001 par value per share; unlimited shares
authorized, 13,000,000 shares outstanding*............ ... .....
Paid=—dn SUL P LUS e i ittt ittt ettt ettt e ettt e
Balance of undistributed net investment income.............cceiiiee...
Accumulated net realized gain/loss from investment transactions..... ()
Net unrealized appreciation/depreciation of investments............. ()

D S S = S

* None of these outstanding shares are held by or for the account of the
Trust.

PORTFOLIO COMPOSITION

As of , 2001, approximately % of the market value of the Trust's
portfolio was invested in long-term municipal securities and approximately
% of the market value of the Trust's portfolio was invested in short-term
municipal securities. The following table sets forth certain information
with respect to the composition of the Trust's investment portfolio as of ,

2001, based on the highest rating assigned.

Credit Rating Value Percent
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* Includes securities that are backed by an escrow or trust containing
sufficient U.S. Government Securities to ensure the timely payment of
principal and interest.

+ Refers to securities that have not been rated by Moody's, S&P or
Fitch, but that have been assessed by BlackRock Financial Management
as being of comparable credit quality to rated securities in which
the Trust may invest. See "The Trust's Investments——- Investment
Objective and Policies."

THE TRUST'S INVESTMENTS
Investment Objective and Policies

The Trust's investment objective is to provide current income
exempt from regular Federal income tax and California income taxes.

The Trust will invest primarily in municipal bonds that pay
interest that is exempt from regular Federal income tax and California
income taxes. Under normal market conditions, the Trust expects to be fully
invested (at least 95% of its net assets) in such tax-exempt municipal
bonds, in which the Trust generally will invest at least 80% of its total
assets. Under normal market conditions, the Trust will invest at least 80%
of its total assets in investment grade quality municipal bonds. Investment
grade quality means that such bonds are rated, at the time of investment,
within the four highest grades (Baa or BBB or better by Moody's, S&P or
Fitch) or are unrated but judged to be of comparable quality by BlackRock.
Municipal bonds rated Baa by Moody's are investment grade, but Moody's
considers municipal bonds rated Baa to have speculative characteristics.
Changes in economic conditions or other circumstances are more likely to
lead to a weakened capacity for municipal bonds that are rated BBB or Baa
(or that have equivalent ratings) to make principal and interest payments
than is the case for higher grade municipal bonds. The Trust may invest up
to 20% of its total assets in municipal bonds that are rated, at the time
of investment, Ba/BB or B by Moody's, S&P or Fitch or that are unrated but
judged to be of comparable quality by BlackRock. Bonds of below investment
grade quality (Ba/BB or below) are commonly referred to as "junk bonds."
Bonds of below investment grade quality are regarded as having
predominantly speculative characteristics with respect to the issuer's
capacity to pay interest and repay principal. These credit quality policies
apply only at the time a security is purchased, and the Trust is not
required to dispose of a security if a rating agency downgrades its
assessment of the credit characteristics of a particular issue. In
determining whether to retain or sell a security that a rating agency has
downgraded, BlackRock may consider such factors as BlackRock's assessment
of the credit quality of the issuer of the security, the price at which the
security could be sold and the rating, if any, assigned to the security by
other rating agencies. Appendix B to the Statement of Additional
Information contains a general description of Moody's, S&P's and Fitch's
ratings of municipal bonds. See "Risks" below for a general description of
the economic and credit characteristics of municipal issuers in California.
The Trust may also invest in securities of other open- or closed-end
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investment companies that invest primarily in municipal bonds of the types
in which the Trust may invest directly and in tax—-exempt preferred shares
that pay dividends exempt from regular Federal income tax. Subject to the
Trust's policy of investing at least 80% of its total assets in municipal
bonds exempt from California income tax, the Trust may invests in
securities that pay interest that is not exempt from California y income
tax when, in the judgement of BlackRock, the return to the shareholders
after payment of applicable California income taxes would be higher than
the return available from comparable securities that pay interest that 1is,
or make other distributions that are, exempt from California income tax.
See "-- Other Investment Companies," and "-- Tax-Exempt Preferred Shares."

The Trust will invest in municipal bonds that, in BlackRock's
opinion, are underrated or undervalued. Underrated municipal bonds are
those whose ratings do not, in BlackRock's opinion, reflect their true
creditworthiness. Undervalued municipal bonds are bonds that, in the
opinion of BlackRock, are worth more than the value assigned to them in the
marketplace. BlackRock may at times believe that bonds associated with a
particular municipal market sector (for example, electrical utilities), or
issued by a particular municipal issuer, are undervalued. BlackRock may
purchase those bonds for the Trust's portfolio because they represent a
market sector or issuer that BlackRock considers undervalued, even if the
value of those particular bonds appears to be consistent with the value of
similar bonds. Municipal bonds of particular types (for example, hospital
bonds, industrial revenue bonds or bonds issued by a particular municipal
issuer) may be undervalued because there is a temporary excess of supply in
that market sector, or because of a general decline in the market price of
municipal bonds of the market sector for reasons that do not apply to the
particular municipal bonds that are considered undervalued. The Trust's
investment in underrated or undervalued municipal bonds will be based on
BlackRock's belief that their yield is higher than that available on bonds
bearing equivalent levels of interest rate risk, credit risk and other
forms of risk, and that their prices will ultimately rise, relative to the
market, to reflect their true value. Any capital appreciation realized by
the Trust will generally result in capital gains distributions subject to
Federal capital gains tax.

The Trust may purchase municipal bonds that are additionally
secured by insurance, bank credit agreements or escrow accounts. The credit
quality of companies which provide these credit enhancements will affect
the value of those securities. Although the insurance feature reduces
certain financial risks, the premiums for insurance and the higher market
price paid for insured obligations may reduce the Trust's income. Insurance
generally will be obtained from insurers with a claims-paying ability rated
Aaa by Moody's or AAA by S&P or Fitch. The insurance feature does not
guarantee the market value of the insured obligations or the net asset
value of the common shares. The Trust may purchase insured bonds and may
purchase insurance for bonds in its portfolio.

During temporary defensive periods, including the period during
which the net proceeds of this offering are being invested, and in order to
keep the Trust's cash fully invested, the Trust may invest up to 100% of
its net assets in liquid, short-term investments, including high quality,
short-term securities that may be either tax—-exempt or taxable. The Trust
may not achieve its investment objective under these circumstances. The
Trust intends to invest in taxable short-term investments only if suitable
tax-exempt short-term investments are not available at reasonable prices
and yields.

The Trust cannot change its investment objective without the
approval of the holders of a majority of the outstanding common shares and,
once the Preferred Shares are issued, the Preferred Shares voting together
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as a single class, and of the holders of a majority of the outstanding
Preferred Shares voting as a separate class. A "majority of the
outstanding" means (1) 67% or more of the shares present at a meeting, if
the holders of more than 50% of the shares are present or represented by
proxy, or (2) more than 50% of the shares, whichever is less. See
"Description of Preferred Shares -- Voting Rights" for additional
information with respect to the voting rights of holders of Preferred
Shares.

Municipal Bonds

General. Municipal bonds are either general obligation or revenue
bonds and typically are issued to finance public projects, such as roads or
public buildings, to pay general operating expenses or to refinance
outstanding debt. Municipal bonds may also be issued for private
activities, such as housing, medical and educational facility construction
or for privately owned industrial development and pollution control
projects. General obligation bonds are backed by the full faith and credit,
or taxing authority, of the issuer and may be repaid from any revenue
source. Revenue bonds may be repaid only from the revenues of a specific
facility or source. The Trust also may purchase municipal bonds that
represent lease obligations. These carry special risks because the issuer
of the bonds may not be obligated to appropriate money annually to make
payments under the lease. In order to reduce this risk, the Trust will only
purchase municipal bonds representing lease obligations where BlackRock
believes the issuer has a strong incentive to continue making
appropriations until maturity.

The municipal bonds in which the Trust will invest are generally
issued by the State of California, political subdivisions of the State, and
authorities or other intermediaries of the State and such political
subdivisions and pay interest that, in the opinion of bond counsel to the
issuer, or on the basis of another authority believed by BlackRock to be
reliable, is exempt from regular Federal income tax and California income
taxes. BlackRock will not conduct its own analysis of the tax status of the
interest paid by municipal bonds held by the Trust. The Trust may also
invest in municipal bonds issued by United States Territories (such as
Puerto Rico or Guam) that are exempt from regular Federal income tax and
California income taxes. In addition to the types of municipal bonds
described in the prospectus, the Trust may invest in other securities that
pay interest that is, or make other distributions that are, exempt from
regular Federal income tax and/or state and local personal taxes,
regardless of the technical structure of the issuer of the instrument. The
Trust treats all of such tax-exempt securities as municipal bonds.

The yields on municipal bonds are dependent on a variety of
factors, including prevailing interest rates and the condition of the
general money market and the municipal bond market, the size of a
particular offering, the maturity of the obligation and the rating of the
issue. The market value of municipal bonds will vary with changes in
interest rate levels and as a result of changing evaluations of the ability
of bond issuers to meet interest and principal payments.

The Trust will invest primarily in municipal bonds with long-term
maturities in order to maintain a weighted average maturity of 15 or more
years, but the weighted average maturity of obligations held by the Trust
may be shortened, depending on market conditions.

Risks Relating to California Municipal Bonds. Because the Trust
invests primarily in a portfolio of California municipal bonds, the Trust
is more susceptible to political, economic, regulatory or other factors
affecting issuers of California municipal bonds than a fund which does not
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limit its investments to such issuers. These risks include possible
legislative, State constitutional or regulatory amendments that may affect
the ability of State and local governments or regional governmental
authorities to raise money to pay principal and interest on their municipal
bonds. Economic, fiscal and budgetary conditions throughout the State may
also influence the Trust's performance.

The following information is a summary of a more detailed
description of certain factors affecting California municipal securities
which is contained in the Trust's Statement of Additional Information.
Investors should obtain a copy of the Statement of Additional Information
for a more detailed discussion of such factors. Such information is derived
from certain official statements of the State of California published in
connection with the issuance of specific California municipal securities,
as well as from other publicly available documents. Such information has
not been independently verified by the Trust and may not apply to all
California municipal securities acquired by the Trust. The Trust assumes no
responsibility for the completeness or accuracy of such information.

California State and local government obligations may be adversely
affected by political and economic conditions and developments within the
State of California and the nation as a whole. With respect to an
investment in the Trust, through popular initiative and legislative
activity, the ability of the State of California and its local governments
to raise money through property taxes and to increase spending has been the
subject of considerable debate and change in recent years. Various State
Constitutional amendments, for example, have been adopted which have the
effect of limiting property tax and spending increases, while legislation
has sometimes added to these limitations and has at other times sought to
reduce their impact. To date, these Constitutional, legislative and budget
developments do not appear to have severely decreased the ability of the
State and local governments to pay principal and interest on their
obligations. It can be expected that similar types of State legislation or
Constitutional proposals will continue to be introduced. The impact of
future developments in these areas is unclear.

During the past year, California has experienced difficulties with
the prices of natural gas and electricity in much of the State. These
difficulties are likely to continue for several years. Because of capacity
constraints in electric generation and transmission, California utilities
have been forced to purchase wholesale power at high prices. While the
government of California and the Federal Energy Regulatory Commission are
considering further actions to deal with the shortcomings of California's
energy market, it is not possible to predict what the long-term impact of
these developments will be on California's economy. Such fuel and energy
issues could have severe adverse effects on the State's economy. In turn,
these recent developments regarding energy in California may adversely
influence the Trust's performance. For more information regarding these
developments, see "Investment Policies and Techniques--Factors Pertaining
to California—-—-Recent Developments Regarding Energy" in the Trust's
Statement of Additional Information.

Although revenue obligations of the State of California or its
political subdivisions may be payable from a specific project or source,
including lease rentals, there can be no assurance that future economic
difficulties and the resulting impact on State and local government
finances will not adversely affect the market value of the portfolio of the
Trust or the ability of the respective obligors to make timely payments of
principal and interest on such obligations.

The value of California municipal instruments may also be affected
by general conditions in the money markets or the municipal bond markets,
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the levels of Federal income tax rates, the supply of tax—exempt bonds, the
credit quality and rating of the issues and perceptions with respect to the
level of interest rates.

There can be no assurance that there will not be a decline in
economic condition or that particular California municipal securities in
the portfolio of the Trust will not be adversely affected by any changes.

For more information, see "Investment Policies and
Techniques—--Factors Pertaining to California" in the Statement of
Additional Information.

When-Issued and Forward Commitment Securities

The Trust may buy and sell municipal bonds on a when-issued basis
and may purchase or sell municipal bonds on a "forward commitment" basis.
When such transactions are negotiated, the price, which is generally
expressed in yield terms, is fixed at the time the commitment is made, but
delivery and payment for the securities takes place at a later date. This
type of transaction may involve an element of risk because no interest
accrues on the bonds prior to settlement and, because bonds are subject to
market fluctuations, the value of the bonds at the time of delivery may be
less or more than cost. A separate account of the Trust will be established
with its custodian consisting of cash, or other liquid high grade debt
securities having a market value at all times, at least equal to the amount
of the commitment.

Other Investment Companies

The Trust may invest up to 10% of its total assets in securities
of other open- or closed-end investment companies that invest primarily in
municipal bonds of the types in which the Trust may invest directly. The
Trust generally expects to invest in other investment companies either
during periods when it has large amounts of uninvested cash, such as the
period shortly after the Trust receives the proceeds of the offering of its
Preferred Shares, or during periods when there is a shortage of attractive,
high-yielding municipal bonds available in the market. As a shareholder in
an investment company, the Trust will bear its ratable share of that
investment company's expenses, and would remain subject to payment of the
Trust's advisory and other fees and expenses with respect to assets so
invested. Holders of Preferred Shares would therefore be subject to
duplicative expenses to the extent the Trust invests in other investment
companies. BlackRock will take expenses into account when evaluating the
investment merits of an investment in an investment company relative to
available municipal bond investments. In addition, the securities of other
investment companies may also be leveraged and will therefore be subject to
leverage risks. The net asset value and market value of leveraged shares
will be more volatile and the yield to shareholders will tend to fluctuate
more than the yield generated by unleveraged shares. Investment companies
may have investment policies that differ from those of the Trust. In
addition, to the extent the Trust invests in other investment companies,
the Trust will be dependent upon the investment and research abilities of
persons other than BlackRock. The Trust treats its investments in such
open— or closed-end investment companies as investments in municipal bonds.

Tax-Exempt Preferred Shares

The Trust may also invest up to 10% of its total assets in
preferred interests of other investment funds that pay dividends that are
exempt from regular Federal income tax. A portion of such dividends may be
capital gain distributions subject to Federal capital gains tax. Such funds
in turn invest in municipal bonds and other assets that generally pay
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interest or make distributions that are exempt from regular Federal income
tax, such as revenue bonds issued by state or local agencies to fund the
development of low-income, multi-family housing. Investment in such
tax-exempt preferred shares involves many of the same issues as investing
in other open- or closed-end investment companies as discussed above. These
investments also have additional risks, including liquidity risk, the
absence of regulation governing investment practices, capital structure and
leverage, affiliated transactions and other matters, and concentration of
investments in particular issuers or industries. Revenue bonds issued by
state or local agencies to finance the development of low-income,
multi-family housing involve special risks in addition to those associated
with municipal bonds generally, including that the underlying properties
may not generate sufficient income to pay expenses and interest costs. Such
bonds are generally non-recourse against the property owner, may be junior
to the rights of others with an interest in the properties, may pay
interest that changes based in part on the financial performance of the
property, may be prepayable without penalty and may be used to finance the
construction of housing developments which, until completed and rented, do
not generate income to pay interest. Increases in interest rates payable on
senior obligations may make it more difficult for issuers to meet payment
obligations on subordinated bonds. The Trust treats investments in
tax-exempt preferred shares as investments in municipal bonds.

RISKS

Risk is inherent in all investing. Investing in any investment
company security involves risk, including the risk that you may receive
little or no return on your investment or that you may lose part or all of
your investment. Therefore, before investing you should consider carefully
the following risks that you assume when you invest in Preferred Shares.

Interest Rate Risk

Interest rate risk is the risk that bonds, and the Trust's net
assets, will decline in value because of changes in interest rates.
Generally, municipal bonds will decrease in value when interest rates rise
and increase in value when interest rates decline. The Trust issues
Preferred Shares, which pay dividends based on short-term interest rates.
The Trust then uses the proceeds from the sale of Preferred Shares to buy
municipal bonds, which pay interest based on long- term rates. Both
long-term and short-term interest rates may fluctuate. If short term
interest rates rise, the Preferred Shares dividend rates may rise so that
the amount of dividends paid to holders of Preferred Shares exceeds the
income from the portfolio securities purchased with the proceeds from the
sale of Preferred Shares. Because income from the Trust's entire investment
portfolio (not Jjust the portion of the portfolio purchased with the
proceeds of the Preferred Shares offering) is available to pay Preferred
Share dividends, however, Preferred Share dividend rates would need to
greatly exceed the yield on the Trust's portfolio before the Trust's
ability to pay Preferred Share dividends would be impaired. If long-term
rates rise, the value of the Trust's investment portfolio will decline,
reducing the amount of assets serving as asset coverage for the Preferred
Shares.

Auction Risk

The dividend rate for the Preferred Shares normally is set through
an auction process. In the auction, holders of Preferred Shares may
indicate the dividend rate at which they would be willing to hold or sell
their Preferred Shares or purchase additional Preferred Shares. The auction
also provides liquidity for the sale of Preferred Shares. An auction fails
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if there are more Preferred Shares offered for sale than there are buyers.
You may not be able to sell your Preferred Shares at an auction if the
auction fails. Also, if you place hold orders (orders to retain Preferred
Shares) at an auction only at a specified dividend rate, and that rate
exceeds the rate set at the auction, you will not retain your Preferred
Shares. Finally, if you buy shares or elect to retain shares without
specifying a dividend rate below which you would not wish to buy or
continue to hold those shares, you could receive a lower rate of return on
your shares than the market rate. See "Description of Preferred Shares" and
"The Auction--Auction Procedures."

Secondary Market Risk

If you try to sell your Preferred Shares between auctions you may
not be able to sell any or all of your shares or you may not be able to
sell them for $25,000 per share or $25,000 per share plus accumulated
dividends. If the Trust has designated a special rate period (a rate period
of more than days), changes in interest rates could affect the price you
would receive if you sold your shares in the secondary market.
Broker-dealers that maintain a secondary trading market for Preferred
Shares are not required to maintain this market, and the Trust is not
required to redeem shares either if an auction or an attempted secondary
market sale fails because of a lack of buyers. Preferred Shares are not
listed on a stock exchange or the NASDAQ stock market. If you sell your
Preferred Shares to a broker-dealer between auctions, you may receive less
than the price you paid for them, especially if market interest rates have
risen since the last auction.

Ratings and Asset Coverage Risk

While Moody's assigns a rating of "Aaa" to the Preferred Shares
and S&P assigns a rating of "AAA" to the Preferred Shares, such ratings do
not eliminate or necessarily mitigate the risks of investing in Preferred
Shares. Moody's or S&P could downgrade Preferred Shares, which may make
your shares less liquid at an auction or in the secondary market. If
Moody's or S&P downgrades Preferred Shares, the Trust may alter its
portfolio or redeem Preferred Shares in an effort to improve the rating,
although there is no assurance that it will be able to do so to the extent
necessary to restore the prior rating. The Trust may voluntarily redeem
Preferred Shares under certain circumstances. See
"Description of Preferred Shares —-- Rating Agency Guidelines and Asset
Coverage" for a description of the asset maintenance tests the Trust must
meet.

Credit Risk

Credit risk is the risk that an issuer of a municipal bond will
become unable to meet its obligation to make interest and principal
payments. In general, lower rated municipal bonds carry a greater degree of
risk that the issuer will lose its ability to make interest and principal
payments, which could have a negative impact on the Trust's net asset value
or dividends. The Trust may invest up to 20% of its total assets in
municipal bonds that are rated Ba/BB or B by Moody's, S&P or Fitch or that
are unrated but judged to be of comparable quality by BlackRock. Bonds
rated Ba/BB or B are regarded as having predominately speculative
characteristics with respect to the issuer's capacity to pay interest and
repay principal, and these bonds are commonly referred to as junk bonds.
These securities are subject to a greater risk of default. The prices of
these lower grade bonds are more sensitive to negative developments, such
as a decline in the issuer's revenues or a general economic downturn, than
are the prices of higher grade securities. Lower grade securities tend to
be less liquid than investment grade securities. The market values of lower
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grade securities tend to be more volatile than is the case for investment
grade securities.

State Concentration Risk.

Because the Trust primarily purchases municipal bonds issued by
the State of California or county or local government municipalities or
their agencies, districts, political subdivisions or other entities,
shareholders may be exposed to additional risks. In particular, the Trust
is susceptible to political, economic or regulatory factors affecting
issuers of California municipal bonds. There can be no assurance that
California will not experience a decline in economic conditions or that the
California municipal bonds purchased by the Trust will not be affected by
such a decline.

For a discussion of economic and other conditions in California,
see "The Trust's Investments —-- Municipal Bonds -- Risks Relating to
California Municipal Bonds."

Municipal Bond Market Risk

Investing in the municipal bond market involves certain risks. The
amount of public information available about the municipal bonds in the
Trust's portfolio is generally less than that for corporate equities or
bonds, and the investment performance of the Trust may therefore be more
dependent on the analytical abilities of BlackRock than would be a stock
fund or taxable bond fund. The secondary market for municipal bonds,
particularly the below investment grade bonds in which the Trust may
invest, also tends to be less well-developed or liquid than many other
securities markets, which may adversely affect the Trust's ability to sell
its bonds at attractive prices.

The ability of municipal issuers to make timely payments of
interest and principal may be diminished in general economic downturns and
as governmental cost burdens are reallocated among Federal, state and local
governments. In addition, laws enacted in the future by Congress or state
legislatures or referenda could extend the time for payment of principal
and/or interest, or impose other constraints on enforcement of such
obligations or on the ability of municipalities to levy taxes. Issuers of
municipal bonds might seek protection under the bankruptcy laws. In the
event of bankruptcy of such an issuer, the Trust could experience delays in
collecting principal and interest and the Trust may not, in all
circumstances, be able to collect all principal and interest to which it is
entitled. To enforce its rights in the event of a default in the payment of
interest or repayment of principal, or both, the Trust may take possession
of and manage the assets securing the issuer's obligations on such
securities, which may increase the Trust's operating expenses. Any income
derived from the Trust's ownership or operation of such assets may not be
tax—exempt.

Reinvestment Risk

Reinvestment risk is the risk that income from the Trust's bond
portfolio will decline if and when the Trust invests the proceeds from
matured, traded, prepaid or called bonds at interest rates that are below
the portfolio's current earnings rate. A decline in income could affect the
Trust's ability to pay dividends on the Preferred Shares.

Inflation Risk

Inflation risk is the risk that the value of assets or income from
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investment will be worth less in the future as inflation decreases the
value of money. As inflation occurs, the real value of the Preferred Shares
and distributions declines. In an inflationary period, however, it is
expected that, through the auction process, dividend rates on the Preferred
Shares would increase, tending to offset this risk.

Economic Sector and Geographic Risk

The Trust may invest 25% or more of its total assets in municipal
obligations of issuers located in the same state (or U.S. territory) or in
municipal obligations in the same economic sector, including without
limitation the following: lease rental obligations of state and local
authorities; obligations dependent on annual appropriations by a state's
legislature for payment; obligations of state and local housing finance
authorities; municipal utilities systems or public housing authorities;
obligations of hospitals or life care facilities; and industrial
development or pollution control bonds issued for electrical utility
systems, steel companies, paper companies or other purposes. This may make
the Trust more susceptible to adverse economic, political or regulatory
occurrences affecting a particular state or economic sector. For example,
health care related issuers are susceptible to Medicare, Medicaid and other
third party payor reimbursement policies, and national and state health
care legislation. As concentration increases, so does the potential for
fluctuation in the value of the Trust's assets.

Non-Diversification.

The Trust has registered as a "non-diversified " investment
company under the Investment Company Act. For Federal income tax purposes,
the Trust, with respect to up to 50% of its total assets, will be able to
invest more than 5% (but not more than 25%) of the value of its total
assets in the obligations of any single issuer. To the extent the Trust
invests a relatively high percentage of its assets in the obligations of a
limited number of issuers, the Trust may be more susceptible than a more
widely diversified investment company to any single economic, political or
regulatory occurrence.

MANAGEMENT OF THE TRUST
Trustees and Officers

The board of trustees is responsible for the overall management of
the Trust, including supervision of the duties performed by BlackRock.
There are eight trustees of the Trust. Two of the trustees are "interested
persons" (as defined in the Investment Company Act). The name and business
address of the trustees and officers of the Trust and their principal
occupations and other affiliations during the past five years are set forth
under "Management of the Trust" in the Statement of Additional Information.

Investment Advisor and Sub-Advisor

BlackRock Advisors, Inc. acts as the Trust's investment advisor.
BlackRock Financial Management, Inc. acts as the Trust's sub-advisor.
BlackRock Advisors and BlackRock Financial Management both are wholly owned
subsidiaries of BlackRock, Inc., which is one of the largest publicly
traded investment management firms in the United States with $213 billion
of assets under management as of June 30, 2001. BlackRock, Inc. and its
affiliates manage assets on behalf of more than 3,300 institutions and
200,000 individuals worldwide, including nine of the 10 largest companies
in the U.S. as determined by Fortune Magazine, through a variety of equity,
fixed income, liquidity and alternative investment separate accounts and
mutual funds, including the company's flagship fund families, BlackRock
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Funds and BlackRock Provident Institutional Funds. BlackRock, Inc. is the
nation's 26th largest asset management firm according to Pensions &
Investments, May 14, 2001.

The BlackRock organization has over 12 years of experience
managing closed-end products and currently advises a closed-end family of
20 funds. BlackRock has 13 leveraged municipal closed-end funds and six
open-end municipal funds under management and approximately $16 billion in
municipal assets firm-wide. Clients are served from the company's
headquarters in New York City, as well as offices in Wilmington, Delaware,
San Francisco, California, Hong Kong, Edinburgh, Scotland and Tokyo, Japan.
BlackRock, Inc. is a member of The PNC Financial Services Group, Inc.
("PNC"), one of the largest diversified financial services organizations in
the United States, and is majority- owned by PNC and by BlackRock
employees.

Investment Philosophy. BlackRock's investment decision-making
process for the municipal bond sector is subject to the same discipline,
oversight and investment philosophy that the firm applies to other sectors
of the fixed income market.

BlackRock uses a relative value strategy that evaluates the
trade-off between risk and return to seek to achieve the Trust's investment
objective of generating current income exempt from Federal income tax and
California income taxes. This strategy is combined with disciplined risk
control techniques and applied in sector, sub-sector and individual
security selection decisions. BlackRock's extensive personnel and
technology resources are the key drivers of the investment philosophy.

BlackRock's Municipal Bond Team. BlackRock uses a team approach to
managing municipal portfolios. BlackRock believes that this approach offers
substantial benefits over one that is dependent on the market wisdom or
investment expertise of only a few individuals.

BlackRock's municipal bond team includes five portfolio managers
with an average experience of 14 years and five credit research analysts
with an average experience of 11 years. Kevin M. Klingert, a managing
director, senior portfolio manager and head of municipal bonds at
BlackRock, leads the team, a position he has held since joining BlackRock
in 1991. Mr. Klingert has over 17 years of experience in the municipal
market. Prior to joining BlackRock in 1991, Mr. Klingert was an Assistant
Vice President at Merrill Lynch, Pierce, Fenner & Smith Incorporated, which
he joined in 1985. The portfolio management team also includes Craig Kasap,
James McGinley, F. Howard Downs and Anthony Pino. Mr. Kasap, CFA, has been
a portfolio manager at BlackRock for over four years and is a member of
BlackRock's Investment Strategy Group. Prior to joining BlackRock in 1997,
Mr. Kasap spent the previous three years as a municipal bond trader with
Keystone Investments Inc. in Boston where he was involved in formulating
the firm's municipal bond investment strategies. Mr. McGinley has been a
portfolio manager and a member of the Investment Strategy Group at
BlackRock since 1999. Prior to joining BlackRock in 1999, Mr. McGinley was
Vice President of Municipal Trading from 1996 to 1999 and Manager of the
Municipal Strategy Group from 1995 to 1999 with Prudential Securities
Incorporated. Mr. McGinley joined Prudential Securities Incorporated in
1993 as an Associate in Municipal Research. F. Howard Downs has been a
portfolio manager since joining BlackRock in 1999. Prior to joining
BlackRock in 1999, Mr. Downs was a Vice President, Institutional Salesman
and Sales Manager from 1990 to 1999 at William E. Simon & Sons Municipal
Securities, Inc. Mr. Downs was one of the original employees of William E.
Simon & Sons Municipal Securities, Inc., founded in 1990, and was
responsible for sales of municipal bonds. Anthony Pino has been a portfolio
manager since joining BlackRock in 1999. Prior to joining BlackRock in
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1999, he was a Brokerage Coordinator at CPI Capital. From 1996 to 1999, Mr.
Pino was an Assistant Vice President and trader in the Municipal Strategy
Group at Prudential Securities Incorporated.

BlackRock's municipal bond portfolio managers are responsible for
over 70 municipal bond portfolios, valued at approximately $12 billion.
Municipal mandates include the management of open- and closed-end mutual
funds, municipal-only separate accounts or municipal allocations within
larger institutional mandates. In addition, BlackRock manages 14 municipal
liquidity accounts valued at approximately $4 billion. Currently, the team
manages 13 closed-end municipal funds with approximately $3.5 billion in
managed assets as of June 30, 2001.

BlackRock's Investment Process. BlackRock has in-depth expertise
in the fixed income market. BlackRock applies the same risk-controlled,
active sector rotation style to the management process for all of its fixed
income portfolios. BlackRock believes that it is unique in its integration
of taxable and municipal bond specialists. Both taxable and municipal bond
portfolio managers share the same trading floor and interact frequently for
determining the firm's overall investment strategy. This interaction allows
each portfolio manager to access the combined experience and expertise of
the entire portfolio management group at BlackRock.

BlackRock's portfolio management process emphasizes research and
analysis of specific sectors and securities, not interest rate speculation.
BlackRock believes that market-timing strategies can be highly volatile and
potentially produce inconsistent results. Instead, BlackRock thinks that
value over the long-term is best achieved through a risk- controlled
approach, focusing on sector allocation, security selection and yield curve
management .

In the municipal market, BlackRock believes one of the most
important determinants of value is supply and