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April 11, 2006

Dear Shareholders:

It is my  pleasure  to invite you to PAR  Technology  Corporation's  2006 Annual
Meeting of  Shareholders.  This year, we are proud to hold the meeting at one of
our PAR  Springer-Miller  customer  locations,  The New York Palace  Hotel;  455
Madison Avenue;  New York, New York 10022. The meeting will be held on Thursday,
May 11, 2006 at 10:00 AM. During the Annual  Meeting,  we will discuss each item
of business  described in the Notice of Annual  Meeting and Proxy  Statement and
give a report on the Company's business operations.  There will also be time for
questions.

This booklet  includes  the Notice of Annual  Meeting and Proxy  Statement.  The
Proxy  Statement  provides  information  about PAR in addition to describing the
business we will conduct at the meeting.

We hope you will be able to attend the Annual Meeting. Whether or not you expect
to attend,  please vote your shares by signing,  dating and  returning the proxy
card in the prepaid envelope;  taking advantage of telephone or Internet voting;
or voting in person at the meeting.

Sincerely,

John W. Sammon, Jr.

[GRAPHIC OMITTED]
PAR Technology Corporation
8383 Seneca Turnpike; New Hartford, NY  13413-4991
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                    NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
                      TO BE HELD ON THURSDAY, MAY 11, 2006

Dear PAR Technology Shareholder:

The  Annual  Meeting  of   Shareholders   (the   "Meeting")  of  PAR  Technology
Corporation,  a Delaware  corporation (the "Company") is scheduled to be held at
The New York Palace Hotel; 455 Madison Avenue; New York, New York 10022 (see map
on back cover) on  Thursday,  May 11,  2006,  at 10:00 AM,  local time,  for the
following purposes:

     1.   To elect two  Directors  of the Company for a term of office to expire
          at the third succeeding Annual Meeting of Shareholders;

     2.   To approve the PAR Technology Corporation 2005 Equity Incentive Plan;

     3.   To approve  the  amendment  of the  Certificate  of  Incorporation  to
          increase the authorized  shares of voting Common Stock from 19,000,000
          to 29,000,000.

     4.   To  ratify  the  selection  of KPMG LLP as the  Company's  independent
          registered  public accounting firm for the Company for the 2006 fiscal
          year; and

     5.   To  transact  such other  business  as may  properly  come  before the
          Meeting or any adjournments or postponements of the Meeting.

The Board of  Directors  set March 22, 2006 as the record date for the  Meeting.
This means that owners of the Company's Common Stock at the close of business on
March 22, 2006 are entitled to receive this notice and to vote at the Meeting or
any adjournments or postponements of the Meeting.  We will make available a list
of shareholders as of the close of business on March 22, 2006, for inspection by
any shareholder, for any purpose relating to the Meeting, during normal business
hours at our principal  executive offices,  8383 Seneca Turnpike;  New Hartford,
New York 13413,  for ten (10) days prior to the Meeting.  This list will also be
available to shareholders at the Meeting.

Every  shareholder's  vote is  important.  Whether or not you plan to attend the
Meeting, we request you complete,  sign, date and return the enclosed proxy card
promptly in the enclosed  postage  prepaid  envelope as soon as  possible.  Most
shareholders  also have the options of voting their shares on the Internet or by
telephone. If such methods are available to you, voting instructions are printed
on your proxy card or included with your proxy materials.

The proxy  solicited  hereby may be revoked at any time prior to its exercise by
executing  and  returning to the address set forth above a proxy bearing a later
date or later dated vote by  telephone  or on the  Internet,  by giving  written
notice of  revocation  to the  Secretary of the Company at the address set forth
above, or by attending the Meeting and voting in person.

                                             BY ORDER OF THE BOARD OF DIRECTORS

                                             Gregory T. Cortese
                                             Secretary

                                TABLE OF CONTENTS
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[GRAPHIC OMITTED]

PAR Technology Corporation
8383 Seneca Turnpike; New Hartford, NY  13413-4991

April 11, 2006

                                 PROXY STATEMENT
                                       FOR
                         ANNUAL MEETING OF SHAREHOLDERS

                               GENERAL INFORMATION

The enclosed  proxy is  solicited  by the Board of  Directors of PAR  Technology
Corporation (the "Board"), a Delaware corporation (the "Company") for use at the
Annual Meeting of Shareholders (the "Annual Meeting" or "Meeting") to be held at
10:00 AM, local time,  on Thursday,  May 11, 2006, at The New York Palace Hotel;
455  Madison  Avenue;  New York,  New York  10022,  and at any  postponement  or
adjournment of the Meeting.

Purpose of Meeting

At the  Meeting  the  Shareholders  will be  asked to  consider  and vote on the
following matters:

     1.   To elect two  Directors  of the Company for a term of office to expire
          at the third succeeding Annual Meeting of Shareholders;

     2.   To approve the PAR Technology Corporation 2005 Equity Incentive Plan;

     3.   To approve  the  amendment  of the  Certificate  of  Incorporation  to
          increase the authorized  shares of voting Common Stock from 19,000,000
          to 29,000,000.

     4.   To  ratify  the  selection  of KPMG LLP as the  Company's  independent
          registered  public accounting firm for the Company for the 2006 fiscal
          year; and

     5.   To  transact  such other  business  as may  properly  come  before the
          Meeting or any adjournments or postponements of the Meeting.

Each proposal is described in more detail in this Proxy Statement.

Record Date, Voting Rights, Methods of Voting

Only  shareholders of record at the close of business on March 22, 2006, will be
entitled  to  notice  of and to  vote at the  Meeting  or any  postponements  or
adjournments of the Meeting.  As of that date,  there were 14,157,620  shares of
the  Company's  Common  Stock,  par value $0.02 per share (the  "Common  Stock")
outstanding and entitled to vote. The holders of shares  representing  7,078,811
votes,  represented in person or by proxy,  shall constitute a quorum to conduct
business.

Each share of Common Stock  entitles the  shareholder to one vote on all matters
to come before the Meeting including the election of the Directors. Shareholders
may vote in person or by proxy. Shareholders of record can vote by telephone, on
the Internet,  by mail or by attending the Meeting and voting by ballot.  If you
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are a beneficial shareholder, please refer to your proxy card or the information

forwarded  by your  bank,  broker or other  holder of record to  identify  which
options are available to you. If you vote by telephone or on the Internet you do
not need to return your proxy card. Telephone and Internet voting facilities for
shareholders  of record will be available 24 hours a day, and will close at 3:00
AM on May 11, 2006. The method by which a shareholder  votes will not in any way
affect their right to attend the Meeting and vote in person.  If shares are held
in the name of a bank,  broker or other holder of record,  the shareholder  must
obtain a proxy, executed in their favor, from the holder of record to be able to
vote at the Meeting.  All shares that have been  properly  voted and not revoked
will be voted at the  Annual  Meeting.  When  proxies in the form  enclosed  are
returned properly executed,  the shares represented by the proxies will be voted
in accordance  with the  directions of the  shareholder.  If you sign and return
your  proxy  card  but do not  specify  your  voting  instructions,  the  shares
represented  by  that  proxy  will be  voted  as  recommended  by the  Board  of
Directors.  The proxy  solicited  hereby may be revoked at any time prior to its
exercise  by  executing  and  returning  to the  address set forth above a proxy
bearing a later date or later dated vote by  telephone  or on the  Internet,  by
giving  written  notice of  revocation  to the  Secretary  of the Company at the
address set forth above, or by attending the Meeting,  withdrawing the proxy and
voting in person.

Voting

A shareholder may, with respect to the election of the Directors: (i) vote "FOR"
the nominees named herein,  or (ii) "WITHHOLD  AUTHORITY" to vote for any or all
such nominees.  The election of the Directors  requires a plurality of the votes
cast. Accordingly, withholding authority to vote for a Director nominee will not
prevent the nominee from being elected.

With  respect to the  approval  of the PAR  Technology  Corporation  2005 Equity
Incentive Plan, a shareholder may: (i) vote "FOR"; (ii) vote "AGAINST"; or (iii)
"ABSTAIN"  from voting.  A "FOR" vote of a majority of votes cast by the holders
of capital stock present and  represented  by proxy and entitled to vote thereon
(a quorum being present) is required to approve the 2005 Equity  Incentive Plan.
A vote to  "ABSTAIN"  from voting on this matter has the legal  effect of a vote
"AGAINST" the matter. This is a "non-routine" proposal and therefore,  banks and
brokers that have not received  voting  instructions  from their clients  cannot
vote on their clients' behalf in connection with this proposal. These "non-voted
shares"  will be  considered  shares not  present  and  entitled to vote on this
matter,  although such shares may be considered present and entitled to vote for
other  purposes  and will count for  purposes of  determining  the presence of a
quorum.

With respect to the approval the amendment of the  Certificate of  Incorporation
to increase the  authorized  shares of voting  Common Stock from  19,000,000  to
29,000,000,  a shareholder  may: (i) vote "FOR";  (ii) vote "AGAINST";  or (iii)
"ABSTAIN" from voting.  A "FOR" vote of a majority of all outstanding  shares is
required  to approve  the  amendment  of the  Certificate  of  Incorporation  to
increase the authorized  shares of voting Common Stock. A vote to "ABSTAIN" from
voting on this matter has the legal effect of a vote "AGAINST" the matter.  This
is a  "non-routine"  proposal  and  therefore,  banks and brokers  that have not
received  voting  instructions  from their clients cannot vote on their clients'
behalf in  connection  with this  proposal.  These  "non-voted  shares"  will be
considered shares not present and entitled to vote on this matter, although such
shares may be  considered  present and  entitled to vote for other  purposes and
will count for purposes of determining the presence of a quorum.

A shareholder may, with respect to the ratification of the selection of KPMG LLP
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("KPMG") as the Company's  independent  registered  public  accounting firm: (i)
vote "FOR"; (ii) vote "AGAINST"; or (iii) "ABSTAIN" from voting. A "FOR" vote of
a majority of votes cast by the holders of capital stock present and represented
by proxy and entitled to vote  thereon (a quorum  being  present) is required to
ratify the selection of the Company's  independent  registered public accounting
firm. A vote to  "ABSTAIN"  from voting on this matter has the legal effect of a
vote "AGAINST" the matter.

Proxy Solicitation Costs

The Company will bear the cost of the  solicitation  of proxies,  including  the
charges and expenses of brokerage firms and others  forwarding the  solicitation
material  to  beneficial  owners of shares of the  Company's  Common  Stock.  In
addition  to the use of the mail,  directors,  officers,  employees  and certain
stockholders of the Company,  none of whom will receive additional  compensation
for doing so,  may  solicit  proxies  on behalf of the  Company  personally,  by
telephone or by facsimile transmission.

The Company's  Annual Report to its shareholders for the year ended December 31,
2005,  including audited  consolidated  financial  statements,  accompanies this
Proxy Statement.  Except as otherwise  expressly  provided herein, the Company's
Annual Report is not  incorporated  in this Proxy  Statement by  reference.  The
approximate  date on which this Proxy  Statement  and the  accompanying  form of
proxy are first being sent or given to shareholders is April 11, 2006.

Proposal 1:  Election of Directors

Under the Company's  Certificate of  Incorporation,  the members of the Board of
Directors  are divided into three  classes with  approximately  one-third of the
Directors  standing  for  election at each Annual  Meeting.  The  Directors  are
elected  for a  three-year  term of office,  and will hold  office  until  their
respective  successors  have been duly  elected  and  qualified  or until  their
earlier  resignation  or removal.  There were two Class II Directors  elected in
2003 and one Class II  Director  elected by the Board in  November  2005 to hold
office commencing January 1, 2006 until the 2006 Annual Meeting of Shareholders.
One of the Class II Directors,  Mr. Haney, has notified the Company that he does
not intend to stand for re-election.  Mr. Haney intends to serve on the Board of
Directors through the date of the Annual Meeting. The Company's By-Laws provides
for a Board  of not  less  than  three  nor  more  than  fifteen  Directors  and
authorizes the Board to determine the authorized number of Directors within that
range.  The  authorized  number  of  Directors  is  seven,  however,   effective
immediately prior to the annual meeting, the authorized number of Directors will
be reduced to six. Therefore, at this Meeting, two Directors will be elected for
a three-year  term expiring at the Annual  Meeting held in 2009. The nominees of
the Board for the Class II Director positions,  Mr. Sangwoo Ahn, and Dr. Paul D.
Nielsen are currently  members of the Board and have been nominated for election
by the Board upon  recommendation  of the  Nominating  and Corporate  Governance
Committee and each has decided to stand for re-election.

Each of the nominees for the Class II Director  positions,  have been determined
by the Board to be  "independent"  as this term is defined by the New York Stock
Exchange  ("NYSE")  in its  listing  standards  and  pursuant  to the  Company's
Corporate  Governance  Guidelines.  There is no family relationship among any of
the nominees,  Directors, or any of the Company's executive officers ("Executive
Officers"). The Executive Officers serve at the discretion of the Board.

The Board has no reason to believe  that any of the  nominees  will be unable or
unwilling  to serve if  elected.  In the event  that any of the  nominees  shall
become unable or unwilling to accept nomination or election as a Director, it is
intended  that such shares will be voted,  by the persons  named in the enclosed
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proxy, for the election of a substitute  nominee  selected by the Board,  unless
the Board should  determine  to reduce the number of  Directors  pursuant to the
By-Laws of the Company.

The names of the nominees and each of the Directors  continuing in office, their
ages as of April  11,  2006,  the year  each  first  became a  Director  and the
expiration of their current term in office are set forth in the following table.

                                   Director
Nominees for Director          Age  Since      Term Expires
--------------------------------------------------------------------------------

Sangwoo Ahn .................   67   1986   2006 Annual Meeting of Shareholders
Dr. Paul D. Nielsen .........   55   2006   2006 Annual Meeting of Shareholders

                                   Director
Continuing Directors           Age  Since       Term Expires
--------------------------------------------------------------------------------

Dr. John W. Sammon, Jr.......   67   1968   2007 Annual Meeting of Shareholders
Charles A. Constantino.......   66   1970   2007 Annual Meeting of Shareholders
Kevin R. Jost ...............   51   2004   2008 Annual Meeting of Shareholders
James A. Simms ..............   46   2001   2008 Annual Meeting of Shareholders

The Board of Directors  unanimously  recommends a vote FOR the proposal to elect
Mr.  Ahn and Dr.  Nielsen.  Unless a contrary  direction  is  indicated,  shares
represented by valid proxies and not so marked as to withhold  authority to vote
for the nominees will be voted FOR the election of the nominees.

           BIOGRAPHIES OF NOMINEES AND DIRECTORS CONTINUING IN OFFICE

Sangwoo  Ahn. Mr. Ahn, age 67, has held the position of Chairman of the Board of
Quaker  Fabric  Corporation  since  1993  and is also a member  of the  Board of
Directors of Xanser Corp. Mr. Ahn is a member of Class II of the Company's Board
and has been a Director of the Company since March 1986.

Charles  A.  Constantino.  Mr.  Constantino,  age 66, has held the  position  of
Executive   Vice  President   since  1974  and  holds  various   positions  with
subsidiaries  of the Company.  Mr.  Constantino is also a member of the Board of
Directors of Veramark  Technologies,  Inc. Mr.  Constantino is a member of Class
III of the Company's Board and has been a Director of the Company since 1970.

Kevin R. Jost.  Mr. Jost,  age 51, has been the  President  and Chief  Executive
Officer of Hand Held Products,  Inc. since its inception as a separate entity in
1999. From 1982 through 1999, Mr. Jost was Vice President and General Manager of
Welch Allyn Data  Collection,  a division of Welch  Allyn,  Inc. In 1999,  Welch
Allyn Data  Collection  division became a separate entity and acquired Hand Held
Products,  Inc. and continued  business under the acquired  company's  name. Mr.
Jost is a member of Class I of the  Company's  Board and has been a Director  of
the Company since May 2004.

Dr. Paul D.  Nielsen.  Dr.  Nielsen,  age 55, has been  Director  and CEO of the
Software Engineering Institute ("SEI") at Carnegie Mellon University since 2004.
Prior to joining  SEI,  Dr.  Nielsen  served as a major  general in the U.S. Air
Force,  where he was the  commander  of the Air Force  Research  Laboratory  and
Technology Executive Officer for the Air Force. Dr. Nielsen is a member of Class
II of the  Company's  Board and has been a Director of the Company since January
1, 2006.
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Dr. John W. Sammon,  Jr. Dr.  Sammon,  age 67, is the founder of the Company and
has been the  President,  Chief  Executive  Officer  and a  Director  since  its
incorporation  in 1968. He was elected Chairman of the Board in 1983. Dr. Sammon
is also a former President of the Company's subsidiary,  ParTech,  Inc., serving
in that  capacity  from 1978 to 1987 and again from  December  1997 through June
2000 and also currently holds various  positions with other  subsidiaries of the
Company. Dr. Sammon is a member of Class III of the Company's Board.

James A.  Simms.  Mr.  Simms,  age 46,  has been a Managing  Director  of Janney
Montgomery  Scott  LLC,  a  wholly  owned  subsidiary  of The Penn  Mutual  Life
Insurance  Company,  since November  2004.  For the prior seven years,  he was a
senior  executive  with Adams,  Harkness & Hill,  Inc.  Mr. Simms is a member of
Class I of the  Company's  Board and has been a Director  of the  Company  since
October 2001.

                        BOARD OF DIRECTORS AND COMMITTEES

The  business  of the  Company is under the  general  direction  of the Board as
provided by the  By-Laws of the  Company and the laws of the State of  Delaware,
the state of incorporation.  In 2005, the Board held six meetings and Committees
of the Board held a total of 18 meetings.  Each member of the Board  attended at
least 75% of the  aggregate of all meetings of the Board and the  committees  on
which they served.  It is the Company's policy to encourage  Directors to attend
the Annual Meeting but such attendance is not required. Last year, one member of
the Board attended the Annual Meeting.

All members of the Board are  non-management  directors  except for the Chairman
(Dr. Sammon) and Director  Constantino,  who are also Executive  Officers of the
Company. The non-management directors have chosen Director Ahn to preside at the
regularly  scheduled  executive sessions of the non-management  directors of the
Company.  Interested  parties  may send  written  communication  to the Board of
Directors as a group,  the  non-management  directors as a group,  the presiding
director of executive sessions of non-management directors, or to any individual
director by sending the  communication  c/o Gregory T. Cortese,  Secretary,  PAR
Technology Corporation; PAR Technology Park; 8383 Seneca Turnpike, New Hartford,
NY 13413. Upon receipt, the communication will be relayed to the Chairman, if it
is addressed to the Board as a whole, to Director Ahn, if it is addressed to the
presiding director of executive  sessions of the non-management  directors or to
the  non-management  directors as a group, or to the individual  Director if the
communication  is  addressed  to  an  individual  Director.  All  communications
regarding accounting, internal controls and audits will be referred to the Audit
Committee. Interested parties may communicate anonymously if they so desire.

The Board has five  standing  committees:  (i) Executive  Committee,  (ii) Audit
Committee,  (iii)  Compensation  Committee,  (iv) Stock Option Committee and (v)
Nominating and Corporate Governance Committee. The members of each committee and
the  number  of  meetings  held by each  committee  in 2005 are set forth in the
following table.

---------------------- ------------ -------- ----------------- ---------------- --------------
                                                                                   Nominating
                                                                                 and Corporate
Name                    Executive    Audit     Compensation     Stock Option       Governance
----                    ---------    -----     ------------     ------------       ----------

Mr. Ahn (F1)                X        Chair                                             X
Mr. Constantino             X                                         X
Mr. Haney (F1)                         X            X                                  X
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Mr. Jost (F1)                                     Chair
Dr. Nielsen (F1)(F2)                   X            X                                  X
Dr. Sammon                Chair                                     Chair
Mr. Simms (1)                          X            X                                Chair
---------------------- ------------ -------- ----------------- ---------------- --------------
2005 Meetings               2          9            3                 2                2
---------------------- ------------ -------- ----------------- ---------------- --------------

In its annual  review of Director  independence,  the Board has  determined  all
Directors  to be  independent  except  Mr.  Constantino  and Dr.  Sammon.  For a
Director to be considered "independent",  the Board must affirmatively determine
that the Director has no material relationship with the Company, either directly
or  as a  partner,  shareholder  or  officer  of  an  organization  that  has  a
relationship with the Company.  The Board observes all criteria for independence
established by the NYSE and other governing laws and regulations.

Executive Committee

The  Executive  Committee  has the  delegated  authority  to exercise all of the
powers of the Board in the  management and direction of the business and affairs
of the Corporation in all cases in which specific directions shall not have been
given by the Board and subject to the limitations of the General Corporation Law
of the State of Delaware;  the Company's  Certificate of Incorporation;  and the
Company's By-Laws.  The Executive  Committee meets when required on short notice
during intervals between meetings of the Board.

Audit Committee

In accordance with its Charter,  the Audit Committee  consists of at least three
members,  each of whom has been determined by the Board to meet the independence
standards  adopted by the Board. The standards  adopted by the Board incorporate
the independence requirements of the NYSE Corporate Governance Standards and the
independence  requirements  set forth by the Securities and Exchange  Commission
("SEC").  The Board has  determined  the  members  of the  Audit  Committee  are
"independent"  as this term is defined by the NYSE in its listing  standards and
meet SEC  standards  for  independence  of audit  committee  members and that no
member of the Audit Committee has a material  relationship with the Company that
would  render  that member not to be  "independent".  At least one member of the
Committee shall, in the assessment of the Board, qualify and be identified as an
audit committee financial expert as defined by the SEC. The Board has determined
that Sangwoo Ahn is an "audit committee  financial  expert".  All members of the
Committee  are  financially  literate  at the time of their  appointment  to the
Committee or within a reasonable time thereafter.  Pursuant to its charter,  the
Audit  Committee  assists the Board in  oversight  of  management's  conduct and
representations of the Company's  reporting  processes,  its systems of internal
control,  the audit process,  and its processes for monitoring  compliance  with
laws and regulations and the Company's code of ethics and conduct.  There were 9
meetings of the Audit Committee  during 2005 including  meetings held separately
with management, and separate Executive Sessions with independent Directors, the
internal  auditor  and  the  independent   registered   public  accounting  firm
respectively.  The Report of the Audit Committee  begins on page 8 of this Proxy
Statement.  The Audit Committee  operates under a written charter adopted by the
Board.  The Charter of the Audit Committee was updated during 2005 and a copy is
attached to this Proxy Statement as Appendix A.
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Compensation Committee

The Compensation  Committee,  which meets as required (but no less than once per
year),  reviews and makes  recommendations  to those  identified  in its charter
regarding the compensation,  benefits, stock options and incentive plans for all
Executive  Officers of the Company,  and in connection with the compensation for
outside  Directors  for service on the Board and  committees  of the Board.  The
Compensation  Committee Report set forth below describes the responsibilities of
this  committee,  and  discloses  the  basis for the  compensation  of the Chief
Executive   Officer,   including  the  factors  and  criteria  upon  which  that
compensation  was  based;  compensation  policies  applicable  to the  Company's
Executive Officers;  and the specific  relationship of corporate  performance to
executive  compensation  for 2005. The  Compensation  Committee Report begins on
page 16 of this Proxy Statement.

Stock Option Committee

The Stock Option Committee,  which meets as required,  makes  recommendations to
the  Compensation  Committee for stock option awards and otherwise serves as the
administrative body for the Company's 1995 Stock Option Plan and the 2005 Equity
Incentive  Plan. Both members of the Stock Option  Committee are  "disinterested
persons" in compliance with the Company's 1995 Stock Option Plan.

Nominating and Corporate Governance Committee

The Nominating and Corporate  Governance  Committee assists the Board in meeting
its responsibilities in connection with the identification and recommendation of
qualified  nominees  for  election  to the  Board,  developing,  monitoring  the
compliance with, and making recommendations to the Board regarding the Company's
governing  principles  and Code of Business  Conduct  and Ethics.  The Board has
determined  that each of the members of this committee has met the  independence
standards adopted by the Board which  incorporate the independence  requirements
under the NYSE listing standards.

The  Nominating and Corporate  Governance  Committee  considers all  shareholder
recommendations  for candidates for the Board. Such shareholder  recommendations
should be sent to: Nominating and Corporate Governance Committee; c/o Gregory T.
Cortese, Secretary; PAR Technology Corporation; PAR Technology Park; 8383 Seneca
Turnpike;  New Hartford,  NY 13413. The committee's  minimum  qualifications and
specific  qualities and skills required for Directors are set forth in Company's
Corporate   Governance   Guidelines  and  Nominating  and  Corporate  Governance
Committee  Charter.  The  Company's  Corporate  Governance  guidelines  and  the
committee's  charter are posted on the  Company's  website and a printed copy of
both documents may be obtained  without charge by written  request.  The website
and address to send such  requests  may be found  under the  heading  "Available
Information"  on page 25 of this Proxy  Statement.  In addition  to  considering
candidates   suggested  by  shareholders,   the  committee  considers  potential
candidates  recommended by current  Directors,  company officers,  employees and
others.  The committee may sometimes use the services of a third party executive
search firm to assist it in  identifying  and evaluating  possible  nominees for
Director.  The  committee  screens all  potential  candidates in the same manner
regardless of the source of the  recommendation.  In identifying and considering
candidates for nomination to the Board, this committee considers, in addition to
the requirements set out in the Company's  Corporate  Governance  Guidelines and
Nominating and Corporate  Governance  Committee Charter,  quality of experience,
the needs of the Company and the range of talent and  experience  represented on
the Board.  When considering a candidate,  the committee will determine  whether
requesting additional information or an interview is appropriate.
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Director Nielsen is the only nominee for Director proposed to be elected for the
first time by the  shareholders  at the Annual  Meeting.  Director  Nielsen  was
appointed  by the Board in 2005  with an  effective  date of  January  1,  2006.
Director Nielsen's name was first recommended by the Chief Executive Officer.

Committee Charters

Each  of the  Audit,  Compensation,  and  Nominating  and  Corporate  Governance
Committees  operate  under a  written  charter  approved  by the  Board  that is
reviewed regularly by the respective  committees which may recommend appropriate
changes  for  approval  by the  Board.  Copies of the  charters  for the  Audit,
Compensation,  and Nominating and Corporate Governance  Committees are posted on
the  Company's  website and a printed  copy of these  documents  may be obtained
without charge by written  request.  Requests can be made via the internet or by
mail.  The  respective  website and address for making such requests for printed
copies of these and other  available  documents  may be found  under the heading
"Available Information" on page 25 of this Proxy Statement.

                              DIRECTOR COMPENSATION

Directors who are employees of the Company are not  separately  compensated  for
serving on the Board. In 2005,  non-employee Directors received annual retainers
of $25,000 for  membership on the Board and an attendance  fee of $1,000 per day
for in person  attendance at Board  meetings and any committee  meetings held on
the same day and $500 per day for any committee meetings held on days other than
Board meeting days.  The  attendance fee is $200 if attendance is via telephone.
All  Directors  are also  reimbursed  for all  reasonable  expenses  incurred in
attending meetings. In addition, any non-employee Director elected or re-elected
to the Board of Directors will annually  receive a number of Non-Qualified Stock
Options  or grants of  restricted  stock  based on a formula  for so long as the

status of non-employee Director is maintained.  The formula aims to provide that
number of stock options for the Company's Common Stock, which on the date of the
grant, have a fair market value ("FMV"),  comparable to the FMV of stock options
and/or  stock  granted to  non-employee  directors  of  comparable  companies as
reported in the most recent  survey by The  Conference  Board,  Inc.  and/or any
other  nationally  recognized  research  firm(s)  determined  by the Board to be
appropriate(1).  Such stock options shall vest on the first  anniversary date of
the grant provided that, as of the anniversary date the Director's  position had
not been  vacated by reason of  resignation  or removal for cause.  In addition,
from time to time,  at the Board's  discretion,  non-employee  Directors  may be
granted  additional  Non-Qualified  Stock Options under the then existing  stock
option plan(s).

(1) The  formula  is  expressed:  A/B = C where A = FMV of grants by  comparable
companies to their non-employee directors; B = per share FMV of PAR Common Stock
on the date of the  grant;  and C = the  number of shares  of PAR  Common  Stock
represented by Non-Qualified  Stock Options to be granted. By way of example, if
the FMV of  comparable  companies is determined to be $20,000 and, on the day of
the grant,  the FMV of PAR Common Stock is $20 per share,  the Director would be
granted  Non-Qualified  Stock  Options  representing  1,000 shares of PAR Common
Stock.

                          REPORT OF THE AUDIT COMMITTEE

The information  contained in the following  report is subject to the disclaimer
regarding  "soliciting  material" and "filed" information  immediately following
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the Compensation Committee Report contained in this Proxy Statement.

For the fiscal year ending December 31, 2005, the Audit  Committee  consisted of
three  members,  Directors  Ahn,  Haney and Simms,  and operated under a written
charter that was updated during the year. A copy of the current Audit  Committee
Charter as approved by the Committee and the Board is set forth in Appendix A to
this Proxy  Statement.  Director Nielsen was appointed to the Committee in 2006.
The Audit  Committee  reports  to, and acts on behalf of the Board by  providing
oversight of the financial management,  independent registered public accounting
firm and financial  reporting process of the Company.  The Company's  management
has the primary responsibility for the preparation of the Company's consolidated
financial statements in accordance with generally accepted accounting principles
("U.S. GAAP"). The Company's management also has the primary  responsibility for
the financial  reporting process,  including the system of internal controls and
procedures  designed to ensure compliance with applicable laws,  regulations and
accounting  standards.  The Company's  independent  registered public accounting
firm, KPMG LLP ("KPMG"), is responsible for auditing the Company's  consolidated
financial  statements and expressing an opinion as to whether those consolidated
financial statements fairly present, in all material respects,  the consolidated
financial  position,  results  of  operations,  cash  flows  of the  Company  in
conformity with U.S. GAAP and on management's assessment of the effectiveness of
the Company's internal control over financial reporting.  In addition, KPMG will
express its own opinion on the  effectiveness of the Company's  internal control
over financial reporting.

In fulfilling its oversight  responsibilities,  the Audit Committee reviewed and
discussed with management and KPMG the audited consolidated financial statements
in the  Annual  Report  for the  year  ended  December  31,  2005  (including  a
discussion  of the  quality,  not  just  the  acceptability,  of the  accounting
principles,  the  reasonableness  of significant  judgments,  and the clarity of
disclosures in the consolidated financial statements);  management's  assessment
of the effectiveness of the Company's internal control over financial reporting;
and  KPMG's  evaluation  of  the  Company's   internal  control  over  financial
reporting. In addition, the Audit Committee has reviewed and discussed with KPMG
such other matters as are required to be discussed  with the Audit  Committee by
Statement on Auditing Standards No. 61 (Communication with Audit Committee),  as
amended.  In addition,  the Audit  Committee  has received from KPMG the written
disclosures  required  by  the  Independence  Standards  Board  Standard  No.  1
(Independence  Discussions with Audit Committees) and held discussions with KPMG
with  respect  to KPMG's  independence  from the  Company's  management  and the
Company itself.

The Audit Committee fully considered any non-audit services provided by KPMG and
the fees and  costs  billed  and  expected  to be  billed by such firm for those
services  (described  in the next  section).  In addition,  the Audit  Committee
considered whether those non-audit services provided by KPMG are compatible with
maintaining  auditor  independence.  In reliance on the reviews and  discussions
with the Company's  management and the independent  registered public accounting
firm, the Committee is satisfied that non-audit services provided to the Company
by KPMG are compatible with and did not impair the independence of KPMG.

Access to the Audit Committee by the Company's  internal auditors and by KPMG is
unrestricted.  The Audit Committee met and discussed with the Company's internal
auditors and KPMG the overall scope and plans for their respective  audits.  The
Audit Committee met with the Company's  internal auditors to discuss the results
of their examinations, their evaluations of the Company's internal controls, and
their  assessment of the overall quality of the Company's  financial  reporting.
These  meetings  were held both  within  and  outside  the  presence  of Company
management.

In  reliance  on the  reviews  and  discussions  referred  to  above,  the Audit
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Committee recommended to the Board, and the Board has approved, the inclusion of
the audited consolidated  financial statements in the Annual Report on Form 10-K
for the year ended December 31, 2005 for filing with the Securities and Exchange
Commission.

The Audit  Committee has selected KPMG as the Company's  independent  registered
public accounting firm for fiscal 2006. One or more  representatives of KPMG are
expected to be in attendance at the Annual Shareholder Meeting,  where they will
have  the  opportunity  to  make a  statement  if they so  desire,  and  will be
available to answer appropriate questions.

                        Members of the Audit Committee

Sangwoo Ahn       J. Whitney Haney      Paul D. Nielsen, Ph.D.    James A. Simms
(Chairman)

Fees Paid to Independent Registered Public Accountants

The following table presents fees paid by the Company for professional  services
by KPMG during the years ended December 31, 2005 and December 31, 2004.

------------------------- --------------- ---------------
   Type of Fees                 2005            2004
------------------------- --------------- ---------------
Audit Fees                $      731,000  $      264,000

Audit-Related Fees                     0  $       17,000

Tax Fees                  $      125,000  $       89,000

All Other Fees                         0               0
------------------------- --------------- ---------------
Total:                    $      856,000  $      370,000
------------------------- --------------- ---------------

The  categories of fees in the  preceding  table,  in accordance  with the SEC's
rules and definitions, are defined as follows:

     Audit Fees are fees for professional services rendered for the audit of the
     Company's  consolidated  financial  statements  and  review of the  interim
     consolidated   financial  statements  included  in  quarterly  reports  and
     services  that are  normally  provided  by the auditor in  connection  with
     statutory and regulatory filings or engagements.

     Audit-Related   Fees  are  fees  principally  for  audits  of  consolidated
     financial statements of employee benefit plans and due diligence services.

     Tax  Fees are  fees  for  professional  services  for  federal,  state  and
     international tax compliance, tax advice and tax planning.

     All  Other  Fees are for any  services  not  included  in the  first  three
     categories.

The Audit  Committee has concluded that the provision of the non-audit  services
listed above is compatible with  maintaining  the  independence of the Company's
independent  registered  public  accounting  firm.  Consistent with SEC policies
regarding auditor independence,  the Audit Committee has established a policy to
pre-approve all auditing services and permitted  non-audit  services,  including
the fees and terms  thereof,  performed  by the  independent  registered  public
accounting firm.
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                      CODE OF BUSINESS CONDUCT AND ETHICS

All of the Company's  Directors  and  employees,  including the Chief  Executive
Officer and the Chief Financial Officer ("and all other Executive Officers") are
required  to abide by the  Company's  Code of  Business  Conduct and Ethics (the
"Code") to ensure the Company's  business is conducted in a  consistently  legal
and ethical manner. A printed copy of the Code may be obtained without charge by
making a written  request  to the  Company.  Information  regarding  where  such
requests  should be  directed  can be found in this  Proxy  Statement  under the
heading  "Available  Information".  The full text of the Company's  Code is also
available          on         the          Company's          website         at
http://www.partech.com/ptc/ptc-ir-front2.cfm.  The  Code is  designed  to  deter
wrongdoing and to promote: (a) honest and ethical conduct, including the ethical
handling  of actual or  apparent  conflicts  of interest  between  personal  and
professional  relationships;  (b) full, fair, accurate timely and understandable
disclosure  in reports and  documents  that the Company files with or submits to
the  SEC  and  other  public  communications;  (c)  compliance  with  applicable
governmental  laws, rules and regulations;  (d) the prompt internal reporting of
violations of the Code to the appropriate  person(s) identified in the Code; and
(e)  accountability  for adherence to the Code. The Company  intends to disclose
future amendments to, or waivers from,  provisions of the Code that apply to the
Executive  Officers and  Directors  and relate to the above  elements by posting
such  information on our website within five calendar days following the date of
such amendment or waiver.

                     CERTAIN TRANSACTIONS AND RELATIONSHIPS

John W. Sammon, III and Karen E. Sammon,  members of the immediate family of Dr.
John W. Sammon,  Jr., the Company's  Chairman of the Board,  President and Chief
Executive Officer,  are principals in Sammon and Sammon,  LLC, doing business as
Paragon  Racquet Club.  Paragon  Racquet Club currently  leases a portion of the

Company's facilities at New Hartford, New York at a monthly base rate of $9,775.
The Company provides membership to this facility to all local employees.

During the Company's 1996 secondary  offering,  Mr.  Charles A.  Constantino,  a
Director  and a  named  Executive  Officer  of the  Company,  desired  to sell a
significant  portion of his stock in the Company to generate liquid assets to be
used for a personal purchase of property.  The Company,  however,  believed that
the sale of the quantity of shares Mr. Constantino desired to sell would have an
adverse  impact  on the  market  price of the  Company's  stock,  and  therefore
requested that Mr.  Constantino not participate in the sale of shares during the
secondary offering at the level he had proposed. Instead, the Company offered to
extend Mr.  Constantino  loans  which  would  allow him to go  forward  with his
personal purchase.  Consequently,  during 1999, the Company's  subsidiary,  Rome
Research  Corporation,  granted  loans to Mr.  Constantino  for the  purpose  of
purchasing a home,  with annual  interest at the prime rate adjusted  quarterly.
Mr. Constantino's home served as collateral for these loans.  Subsequent to July
30, 2002 the  Company  has not made any  material  changes to these  loans.  The
largest aggregate amount outstanding  (principal and interest) under these loans
to Mr. Constantino  throughout 2005 was $250,902.  The principal and interest of
these  loans  were due on demand  from the  Company.  Mr.  Constantino  paid all
outstanding principal and interest on this note in May, 2005.

John  Springer-Miller,  the President and CEO of the Company's  subsidiary,  PAR
Springer-Miller  Systems,  Inc., is the owner of the building in Stowe, Vermont,
in  which  the  subsidiary  maintains  its  principal  offices.  The  subsidiary
currently  leases the majority of the  building  from Mr.  Springer-Miller  at a
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monthly base rate of $30,000.

             SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section  16(a) of the  Securities  Exchange Act of 1934  requires the  Company's
Executive  Officers  and  Directors,  and  persons  who own  more  than 10% of a
registered  class  of the  Company's  equity  securities,  to  file  reports  of
ownership and changes in ownership  with the SEC and the NYSE.  Such persons are
required by  regulations  of the SEC to furnish  the Company  with copies of all
such filings.  Based solely on its review of the copies of such reports received
by the Company and written  representations  from reporting persons, the Company
believes  that all  ownership  filing  requirements  were timely met during 2005
except that: a Form 4 in  connection  with a sale of stock was filed late by Mr.
J. Whitney Haney, a director;  Mr. Albert Lane, Jr., an Executive  Officer,  was
late in filing two Form 4's in connection  with two sales of stock;  Mr. Gregory
T. Cortese, an Executive Officer, was late in filing a Form 4 in connection with
a  cashless  exercise  of  stock  options  and was  late in  filing  a Form 4 in
connection with a gift of stock;  and a Form 4 was filed late in connection with
a sale of stock by Mr. Ronald J. Casciano, an Executive Officer.

         SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following  table sets forth certain  information  regarding the ownership of
the Company's Common Stock as of February 28, 2006, by each Director, by each of
the named  Executive  Officers and by all Directors and Executive  Officers as a
group.

                                                  Amount and Nature
                                                    of Beneficial       Percent
Name of Beneficial Owner or Group(1)                 Ownership (2)  of Class (3)
--------------------------------------------------------------------------------

Dr. John W. Sammon, Jr.                               5,708,550 (4)    40.33%
Charles A. Constantino.............................     277,050         1.96%
Gregory T. Cortese ................................     333,310 (5)     2.30%
J. Whitney Haney...................................      28,500            *
Sangwoo Ahn........................................      84,000 (6)        *
Ronald J. Casciano ................................     116,850 (7)        *
Albert Lane, Jr.                                         45,949 (8)        *
James A. Simms.....................................      13,500 (9)        *
Kevin R. Jost......................................       3,534 (10)       *
Dr. Paul D. Nielsen................................           0            *
All Directors and Executive Officers
as a Group (10 persons)............................   6,611,243        45.13%
-----------------------------
*    Represents less than 1%

(1)  Except as otherwise  noted,  the address for each  beneficial  owner listed
     above is c/o PAR Technology  Corporation;  PAR Technology Park; 8383 Seneca
     Turnpike; New Hartford, NY 13413-4991.

(2)  Except as otherwise  noted,  each individual has sole voting and investment
     power with respect to all shares.

(3)  Percent of Class is calculated  utilizing 14,650,504 which is the number of
     the Company's  outstanding shares as of February 28, 2006 and the number of
     options  held  by  the  named  beneficial  owners,  if  any,  which  become
     exercisable within 60 days thereafter.
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(4)  Includes 150 shares held jointly with Dr. Sammon's wife,  Deanna D. Sammon.
     Does not include 286,500 shares  beneficially owned by Mrs. Sammon in which
     Dr. Sammon disclaims beneficial ownership.

(5)  Includes  333,250  shares  which Mr.  Cortese has or will have the right to
     acquire  pursuant to the  Company's  1995 Stock Option Plan as of April 29,
     2006.

(6)  Includes  24,000 shares which Mr. Ahn has or will have the right to acquire
     pursuant to the Company's 1995 Stock Option Plan as of April 29, 2006.

(7)  Includes  116,850  shares which Mr.  Casciano has or will have the right to
     acquire  pursuant to the  Company's  1995 Stock Option Plan as of April 29,
     2006.

(8)  Does not include 1500 shares  beneficially owned by Mr. Lane's wife, Linda,
     in which Mr. Lane disclaims beneficial ownership.

(9)  Includes  13,500  shares  which  Mr.  Simms  has or will  have the right to
     acquire  pursuant to the  Company's  1995 Stock Option Plan as of April 29,
     2006.

(10) Includes  3,524 shares which Mr. Jost has or will have the right to acquire
     pursuant to the Company's 1995 Stock Option Plan as of April 29, 2006.

                             EXECUTIVE COMPENSATION

The following table sets forth information  concerning  compensation for each of
the last  three  fiscal  years  awarded  to,  earned  by,  or paid to the  Chief
Executive Officer and the four other most highly compensated  Executive Officers
of the Company other than the Chief Executive Officer.

                           Summary Compensation Table

                                                                                Long Term
                                                                                Compensation
                                                  Annual Compensation             Awards
---------------------------------------------------------------------------------------------
                                                                                Securities
                                                                                Underlying
Name and                                                                        Options/          All Other
Principal Position                       Year      Salary       Bonus(1)        SAR's (#)(2)      Compensation(3)
------------------                       -----------------------------------------------------------------------

Dr. John W. Sammon, Jr.                     2005    $337,886         $244,000            0               $14,384
Chairman of the Board, President            2004    $309,837         $124,035            0                $9,963
and Chief Executive Officer                 2003    $300,500         $104,400            0                $7,691

Charles A. Constantino                      2005    $207,987         $101,200            0               $14,036
Executive Vice President                    2004    $245,864          $84,400            0                $9,916
and Director                                2003    $236,408          $73,200            0                $7,691

Gregory T. Cortese                          2005    $257,629         $135,000            0               $14,384
CEO & President, ParTech, Inc.              2004    $232,717          $75,413            0                $9,963
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                                            2003    $231,750          $56,400            0                $7,720

Albert Lane, Jr.                            2005    $233,458         $216,434            0               $14,360
President, Rome Research                    2004    $239,519         $160,900       20,000                $9,958
Corporation and PAR Government              2003    $224,014         $157,900            0                $7,691
Systems Corporation

Ronald J. Casciano                          2005    $182,943          $86,100            0               $14,384
Vice President, C.F.O. & Treasurer          2004    $173,090          $49,483       40,000                $9,963
__________________                          2003    $161,952          $40,200            0                $7,024

The policies and practices of the Corporation pursuant to which the compensation
set forth in the  Summary  Compensation  Table was paid or awarded is  described
under  "Compensation  Committee  Report"  set  forth  elsewhere  in  this  Proxy
Statement.

         Aggregated Option Exercises in 2005 and Year-End Option Values

The table which  follows sets forth  information  concerning  exercises of stock
options  during  2005 by each of the  Executive  Officers  named in the  Summary
Compensation  Table and the value of his unexercised  options as of December 31,
2005 based on a fair market  value of $18.63 per share of the  Company's  Common
Stock on such date:

                                                                      Number of Unexercised      Value of Unexercised in the
                                        Shares                          Options at 12/31/05      Money Options at 12/31/05(2)
                                      Acquired on     Value(1)    --------------- -------------- -------------- --------------
               Name                    Exercise       Realized      Exercisable     Unexercisable  Exercisable    Unexercisable
----------------------------------- -------------- -------------- --------------- -------------- -------------- --------------

Ronald J. Casciano                        22,500        $382,360         100,000        53,250      $1,649,003       $672,191

Charles A. Constantino                     -----           -----           -----         -----           -----          -----

Gregory T. Cortese                       146,550      $2,349,467         335,250         -----      $5,435,771          -----

Albert Lane, Jr.                          30,682        $294,100          12,267        17,733        $164,378       $237,622

Dr. John W. Sammon, Jr.                    -----           -----           -----         -----           -----          -----
----------------------------------- -------------- -------------- --------------- -------------- -------------- --------------

                          COMPENSATION COMMITTEE REPORT

The information  contained in the following  report is subject to the disclaimer
regarding  "soliciting  material" and "filed" information  immediately following
this Compensation Committee Report.

Committee Membership and Process

For the fiscal  year  ending  December  31,  2005,  the  Compensation  Committee
consisted of three members,  Directors Jost,  Haney and Simms,  all of whom have
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been determined by the Board to be "independent".  The  responsibilities  of the
Compensation  Committee are set forth in the Committee's charter and include the
review and evaluation of the Chief Executive Officer's compensation;  review and
approval  of  compensation  packages,  as  recommended  by the  Chief  Executive
Officer,  for the Executive  Officers of the Company;  the review and discussion
with the Company's Chief Executive Officer,  on at least an annual basis, of the
incentive  compensation  programs  for the fiscal year as well as the  corporate
goals and objectives  related to such programs;  oversight of the administration
of the  Company's  incentive,  equity based and other  compensatory  plans;  the
recommendation  of changes  and/or the  adoption  of new plans to the Board,  as
appropriate;  and the  annual  review  of the  Company's  retirement  and  other
compensation programs that involve significant cost to the Company.

Executive Compensation Policy

In developing its compensation policies, the Committee has sought to further the
Company's  objectives  of  attracting,  motivating,  retaining and rewarding the
management  talent  necessary  to achieve the  Company's  performance  goals and
maintaining  its  leadership  position in the  industries  in which it competes.
Accordingly, the Committee has adopted the following overriding policies:

     o    Executive   compensation   must  be  tied  to  the  Company's  general
          performance and achievement of financial and strategic goals;

     o    Executive compensation  opportunities should be competitive with those
          provided by other  companies  of  comparable  size  engaged in similar
          businesses; and

     o    Executive  compensation  should  provide  incentives  that  align  the
          long-term financial interests of the Company's Executive Officers with
          those of its shareholders.

Compensation  for the Company's  Executive  Officers in 2005 was consistent with
the above policies.  The primary responsibility of the Company's Chief Executive
Officer and its other Executive Officers is the enhancement of shareholder value
through  balancing the  requirements of long term growth with the achievement of
short term  performance.  The  contribution  an  Executive  Officer  has made to
achieve the Company's  short term  strategic  performance  objectives as well as
that Executive  Officer's  anticipated  contribution toward long term objectives
provide the basis upon which the officer's  individual  compensation  awards are
established.

Elements of Executive Compensation

To meet its policy objectives for Executive Officer compensation,  the Company's
Executive  Officers  are  compensated  through  a  combination  of Base  Salary,
Bonuses,  Stock Options,  Deferred Compensation and various benefits,  including
medical and 401(k) plans generally available to employees of the Company.

Base Salary.  In setting the annual base salary of the Chief  Executive  Officer
and in reviewing and  approving the annual base salaries of the other  Executive
Officers,  the  Compensation  Committee  considered  the  salaries  of  relative
executives  in  similar  positions,  the  level  and  scope  of  responsibility,
experience and performance of the Executive Officer,  the financial  performance
of the Company;  and other overall general  economic  factors.  The Compensation
Committee   believes  the  companies   with  which  the  Company   competes  for
compensation  purposes  are  not  necessarily  the  same  companies  with  which
shareholder  cumulative  returns  are  compared.  The  peer  groups  used in the
Performance  Graph below include the Standard & Poor's 500 Stock Index and those
companies deemed most comparable to the Company's  businesses for the purpose of
measuring stock performance. In contrast, the salary information utilized by the
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Company and the Compensation Committee includes national third party survey data
for  salaries in the high  technology  group within the durable  goods  industry
sector as reported in a nationally recognized report on executive  compensation.
An  objective  of the  Compensation  Committee  is to  approve a salary for each
Executive  Officer within a range with a midpoint near the average  midpoint for
similar  positions at comparable  companies taking into account variables of the
comparable companies,  such as the size and industry,  geographic location,  and

comparison of duties.  Consideration is also given to the individual performance
of that Executive  Officer,  the performance of the organization  over which the
Executive Officer has responsibility, the performance of the Company and general
economic  conditions  (with  each  factor  being  weighted  as the  Compensation
Committee deems appropriate).

Bonuses. The purpose of the Company's bonus program for Executive Officers is to
provide  incentive  based  compensation  to  Executive  Officers for meeting and
exceeding   pre-established  financial  performance  goals  for  the  respective
business units under their control. In general, the financial  performance goals
of the Executive  Officers (other than the Chief Executive Officer) are approved
by the Chief Executive Officer. For 2005, for Executive Officers of all business
units, the financial  performance measures taken into consideration to determine
an appropriate bonus included profit before tax, revenue and accounts receivable
collection  cycle.  Bonuses for  Executive  Officers  overseeing  the  Company's
Hospitality business segment,  ParTech, Inc., included the additional element of
inventory turns.

Stock Options.  In furtherance of the objective of providing long-term financial
incentives  that relate to  improvement  in  long-term  shareholder  value,  the
Company awards stock options to its key employees  (including Executive Officers
other than Dr. Sammon and Mr. Constantino) under the Company's 1995 Stock Option
Plan (" 1995 Option  Plan").  Stock options  ("Options")  granted under the 1995
Option Plan may be either  Incentive  Stock  Options as defined by the  Internal
Revenue Code  ("Incentive  Stock  Options") or Options  which are not  Incentive
Stock Options  ("Non-Qualified  Stock Options").  Upon review of recommendations
from the Compensation  Committee,  the Stock Option Committee determines the key
employees of the Company and its subsidiaries who shall be granted Options,  the
type of Options to be  granted,  the terms of the grant and the number of shares
to be subject thereto.  Option grants become exercisable no less than six months
after the grant and typically expire ten (10) years after the date of the grant.
Option  grants  are  discretionary  and  are  reflective  of  the  value  of the
recipient's  position,  as  well  as  the  current  performance  and  continuing
contribution of that individual to the Company.

Deferred  Compensation.  The Company sponsors an unfunded Deferred  Compensation
Plan for a select  group of  highly  compensated  employees  that  includes  the
Executive Officers.  The Deferred  Compensation Plan was adopted effective March
4, 2004.  Participants may make voluntary  deferrals of their salary to the plan
in excess of tax code  limitations  that apply to the Company's  qualified plan.
The Company also has the sole discretion to make employer  contributions  to the
plan on  behalf  of the  participants,  though  it did  not  make  any  employer
contributions  in 2005.  Contributions  to the  plan  are held in a  rabbi-trust
established  by the Company  and  invested in a group  variable  universal  life
insurance  contract insuring the lives of the  participants.  The group variable
universal  life  insurance  contract  is owned by the Company and subject to the
claims of its creditors.  Contributions  to the plan are allocated to a separate
account  established  in each  participant's  name.  Each  separate  account  is
credited with the participant's elective deferrals and Company contributions, if
any. The value of each participant's  account is credited or debited with deemed
earnings,  gains  or  losses  based  on the cash  surrender  value of the  group
variable  universal life insurance  contract.  Distribution  of a  participant's
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account balance is permitted upon that participant's  termination of employment,
death,  disability or financial  hardship.  Payment of a  participant's  account
balance  will be made in a lump sum  payment  or in annual  installments  over a
period  of two to 15  years,  as  selected  by the  participant.  The plan  also
provides that if a  participant  dies, a death benefit equal to $10,000 shall be
paid in  addition  to the  account  balance as of the time of the  participant's
death.

Benefits and Perquisites.  The Company makes available to its Executive Officers
the  medical,  dental,  profit  sharing  plan,  401(k)  plan and life  insurance
benefits that are  generally  available to Company  employees.  Under the 401(k)
plan, all participants  receive a matching  contribution at the rate of 10% from

the Company.  The amount of any perquisites  received by the Company's Executive
Officers,  as  determined  in  accordance  with the rules of the SEC relating to
executive compensation, did not exceed 10% of the respective Executive Officer's
salary for fiscal 2005.

Compliance  with Internal  Revenue Code Section  162(m).  Section  162(m) of the
Internal Revenue Code of 1986, as amended,  provides that compensation in excess
of $1,000,000  paid to the Chief  Executive  Officer or to any of the other four
most highly  compensated  executive officers of a publicly held company will not
be deductible for federal income tax purposes  unless such  compensation is paid
pursuant to one of the enumerated  exceptions set forth in Section  162(m).  The
Company's  primary  objective in designing and  administering  its  compensation
policies is to support and encourage the achievement of the Company's  long-term
strategic  goals and to enhance  stockholder  value.  In general,  stock options
granted under the Company's  2005 Equity  Incentive Plan are intended to qualify
under and comply with the "performance  based  compensation"  exemption provided
under  Section  162(m),  thus  excluding  from the Section  162(m)  compensation
limitation  any income  recognized by executives at the time of exercise of such
stock options.  Because salary and bonuses paid to our Chief  Executive  Officer
and four  most  highly  compensated  executive  officers,  have  been  below the
$1,000,000  threshold,  the  Committee  has  elected,  at this  time,  to retain
discretion  over bonus  payments,  rather than to ensure that payments of salary
and bonus in excess of  $1,000,000  are  deductible.  The  Committee  intends to
review  periodically the potential  impacts of Section 162(m) in structuring and
administering the Company's compensation programs.

Chief Executive Officer Compensation for Fiscal 2005

The Compensation  Committee reviews,  on at least an annual basis, the goals and
objectives relevant to the compensation of the Company's Chief Executive Officer
and evaluates the Chief Executive Officer's  performance in light of those goals
and objectives. Based on this evaluation, either as a committee or together with
the  other  independent  Directors  directed  by  the  Board,  the  Compensation
Committee  determines  and  approves  the  compensation  of the Chief  Executive
Officer. The Compensation  Committee's  recommendation to the Board for the 2005
compensation  of the  Chief  Executive  Officer  was based on the  policies  and
practices  described above for Executive  Compensation in general.  Dr. Sammon's
2005  base  salary  was  established  after  review of his  performance  and the
comparative  information  from the third party salary survey data. Dr.  Sammon's
base  salary  in  2005  was  $337,886,  which  is  below  the  midpoint  of  the
compensation  peer group  contained  in the third party  survey and  reflects an
increase of 9% over Dr. Sammon's base salary for 2004.

In  establishing  Dr.  Sammon's total  compensation  package,  the  Compensation
Committee also  considered the financial  performance of the Company in 2005 and
compared  this  performance  to the 2005 goals the  Compensation  Committee  had
established  for Dr.  Sammon  a year  earlier  during  the  course  of his  2004
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performance review. The Compensation Committee noted the Company exceeded all of
the pre-established financial performance goals to the extent that would entitle
the  Chief  Executive  Officer  to  payment  of a 2005  bonus in the  amount  of
$244,000.

Dr.  Sammon,  the Company's  founder,  became a  shareholder  before the Company
became  publicly-owned  and has not, to date,  been  granted  options  under the
Option Plan or any of the Company's  previous  stock option plans in view of his
already existing  substantial  interest in maximizing the value of the Company's
Common Stock. In addition, as Chairman of the Stock Option Committee, Dr. Sammon
is considered a "disinterested person" and therefore was not eligible to receive
stock option grants under the 1995 Option Plan.

                      Members of the Compensation Committee

Kevin R. Jost     J. Whitney Haney      Dr. Paul D. Nielsen      James A. Simms
(Chairman)

Notwithstanding  anything  to the  contrary  set  forth in any of the  Company's
previous  filings under the  Securities Act of 1933, as amended (the "1933 Act")
or the Securities  Exchange Act of 1934 (the "1934 Act") that might  incorporate
by reference this Proxy Statement,  in whole or in part, the Report of the Audit
Committee  found  earlier  in  this  Proxy  Statement,  the  above  Compensation
Committee  Report and the Performance  Graph set forth below shall not be deemed
to be  incorporated  by reference into any filing under the 1933 Act or the 1934
Act,  except  to the  extent  the  Company  specifically  incorporates  them  by
reference  into a filing  under  the 1933 Act or the 1934 Act,  nor  shall  such
Report of the Audit  Committee,  Compensation  Committee  Report or  Performance
Graph be deemed to be  "soliciting  material"  or to be "filed"  with the SEC or
subject to  Regulation  14A or 14C under the 1934 Act or to the  liabilities  of
Section  18 of the 1934  Act,  except to the  extent  the  Company  specifically
incorporates them by reference into a filing under the 1933 Act or the 1934 Act.
As of  the  date  of  this  Proxy  Statement,  the  Company  has  made  no  such
incorporation by reference or request.

                                PERFORMANCE GRAPH

The following performance graph compares the cumulative total shareholder return
on the  Company's  Common  Stock  with the  Standard  & Poor's 500 Index and the
common  stock  of a self  constructed  peer  group  made up of  companies  on an
industry  basis,  which  companies'  returns  are  weighted  according  to their
respective  market  capitalizations  at the beginning of each year for which the
return is calculated.  The graph is constructed on the assumption  that $100 was
invested in each of the Company's Common Stock, the S&P 500 Stock Index, and the
peer group on December 31,  2000.  The year-end  values of each  investment  are
based on share price appreciation and the reinvestment of dividends.

                                         Cumulative Total Return ($)
--------------------------------------------------------------------------------
                             12/00   12/01   12/02    12/03    12/04    12/05
--------------------------------------------------------------------------------

PAR TECHNOLOGY CORPORATION  100.00  138.67  368.00   426.13    603.73   1482.53
S & P 500                   100.00   88.12   68.64    88.33     97.94    102.75
PEER GROUP                  100.00   84.96   77.78   114.98    178.98    246.56
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[GRAPH OMITTED]

* $100  invested  on  12/31/00  in  stock  or  index-including  reinvestment  of
dividends. Fiscal year ending December 31.

Graph and  Chart:  Copyright  (C) 2006,  Standard & Poor's,  a  division  of The
McGraw-Hill        Companies,        Inc.       All       rights       reserved.
www.researchdatagroup.com/S&P.htm

The  following  companies are included in the Company's  self  constructed  Peer
Group:  Aspeon, Inc. (formerly known as Javelin Systems,  Inc.); Micros Systems,
Inc.; Radiant Systems, Inc. and PAR Technology Corporation.

Proposal 2: Approval of the PAR  Technology  Corporation  2005 Equity  Incentive
Plan

At the Annual Meeting,  the  stockholders  will be requested to consider and act
upon a proposal to approve the  Corporation's  2005 Equity  Incentive  Plan,  as
amended  (the  "Stock  Plan").  On December  28,  2005,  the Board of  Directors
approved, subject to stockholder approval at the Annual Meeting, the adoption of
the Stock Plan, and further amended the Stock Plan on March 29, 2006 to increase
the number of shares subject to issuance  there under to 1,000,000,  all subject
to stockholder approval.

The  stockholders  will be requested  at the Annual  Meeting to consider and act
upon a proposal to approve the Stock Plan,  as amended.  The Board of  Directors
believes  that the  Corporation's  ability to  continue  to  attract  and retain
qualified employees is in large part dependent upon the Corporation's ability to
provide such employees long-term,  equity-based  incentives in the form of stock
options as part of their compensation.  The Corporation's 1995 Stock Option Plan
terminated according to its terms in April 2005. The Board of Directors believes
that  the  approval  of  the  Stock  Plan,  as  amended,  would  allow  for  the
continuation  of the  Corporation's  current  equity  compensation  program  for
employees,  directors  and  other  service  providers  to  the  Corporation.  An
affirmative   majority  of  the  votes  cast  by  the  stockholders  present  or
represented  by proxy and entitled to vote at the Annual  Meeting is required to
approve the amendment.

The maximum  aggregate  number of shares of Common Stock  available for issuance
under the Stock Plan is 1,000,000  shares.  The shares of Common Stock available
for  issuance  under the Stock  Plan are  subject  to  adjustment  for any stock
dividend,  recapitalization,  stock split,  stock  combination  or certain other
corporate  reorganizations.  Shares  issued  may  consist in whole or in part of
authorized but unissued  shares or treasury  shares.  Shares subject to an award
that expires or is  terminated  unexercised  or is  forfeited  for any reason or
settled in a manner that results in fewer shares outstanding than were initially
awarded  will again be  available  for award under the Stock  Plan.  The maximum
number of shares which may be granted to an  individual  in a fiscal year is the
number of shares of Common Stock that are  authorized  for issuance  pursuant to
the Stock Plan.

On the record date for the Annual Meeting,  the market price, as reported by the
New York Stock  Exchange,  of Common Stock,  the class of stock  underlying  all
options, awards and purchases subject to the Stock Plan was $17.91 per share. As
of the record  date for the Annual  Meeting,  no options to  purchase  shares of
Common  Stock  under  the Plan  were  issued  to  non-officer  employees  of the
Corporation.
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As described under Director Compensation  elsewhere in this Proxy Statement,  it
is the Company's  policy to annually  grant  non-employee  Directors a number of
Non-Qualified Stock Options based on a formula. The formula aims to provide that
number of stock options for the Company's Common Stock, which on the date of the
grant, have a fair market value ("FMV"),  comparable to the FMV of stock options
and/or  stock  granted to  non-employee  directors  of  comparable  companies as
reported in the most recent  survey by The  Conference  Board,  Inc.  and/or any
other  nationally  recognized  research  firm(s)  determined  by the Board to be
appropriate.  Such stock options vest on the first anniversary date of the grant
provided that, as of the anniversary  date the Director's  position had not been
vacated by reason of resignation or removal for cause.

Other than the planned  awards to  non-employee  Directors as  described  above,
there are  currently  no plans in place to make any  specific  awards  under the
Stock Plan.

A summary of the Stock Plan is set forth below. The full text of the Stock Plan
is attached to this Proxy Statement as Appendix B.

The Stock Plan

The Stock Plan was adopted by the Board of  Directors  on December  28, 2005 and
was  amended  on March 29,  2006.  The Stock  Plan  currently  provides  for the
issuance of a maximum of 1,000,000  shares of Common Stock pursuant to the grant
to employees of Incentive  Stock Options  ("ISOs") within the meaning of Section
422 of the Code and the grant of  Non-Qualified  Stock  Options  (the  "NQSOs"),
stock awards  ("Awards") or  opportunities  to make direct purchases of stock in
the Corporation ("Purchases") to employees, consultants, directors and executive
officers of the  Corporation.  As of March 1, 2006,  1,591 employees  (including
directors who are also employees of the Corporation and executive  officers) and
4 non-employee directors are eligible to participate in the Stock Plan.

The Stock Plan is administered by the Board of Directors.  The Board may, to the
extent permitted by applicable law,  delegate any or all of its powers under the
Stock Plan to the Corporation's  Compensation  Committee.  Each grant of an ISO,
NQSO,  Award or right to  Purchase  shall be  evidenced  by a  written  document
delivered to the  participant  specifying the terms and  conditions  thereof and
containing such other terms and conditions not inconsistent  with the provisions
of the Stock Plan as the Board of Directors  considers  necessary or  advisable.
Each type of grant may be made  alone,  in  addition  to, or in  relation to any
other type of grant.  The terms of each type of award need not be identical  and
the Board need not treat participants uniformly.  The Board may amend, modify or
terminate any outstanding grant,  including substituting therefor another award,
changing the date of exercise or realization  and converting an Incentive  Stock
Option to a Non-Qualified Stock Option,  provided that the participant's consent
to such action  shall be required  unless the Board  determines  that the action
would not materially and adversely affect the participant.

The Board of Directors will determine  whether grants pursuant to the Stock Plan
are settled in whole or in part in cash,  Common Stock,  other securities of the
Company, other property or such other methods as the Board of Directors may deem
appropriate.  In the Board's discretion, tax obligations required to be withheld
in  respect  of an award  may be paid in whole or in part in  shares  of  Common
Stock,  including  shares retained from such award. The Board will determine the
effect on an award of the death, disability,  retirement or other termination of
employment of a participant  and the extent to which and period during which the
participant's  legal  representative,  guardian or  designated  beneficiary  may
receive payment of an award or exercise rights  thereunder.  Except as otherwise
provided by the Board,  grants under the Stock Plan are not  transferable  other
than as  designated  by the  participant  by will or by the laws of descent  and
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distribution  or, in the case of NQSOs and Purchase  rights only,  pursuant to a
valid domestic  relations  order or to certain  trusts or other estate  planning
vehicles.

The Board of Directors in its  discretion  may take certain  actions in order to
preserve  a  participant's  rights in the event of a change  in  control  of the
Company,  including  (i)  providing  for the  acceleration  of any  time  period
relating to the exercise or  realization  of the grant,  (ii)  providing for the
purchase  of the grant for an amount of cash or other  property  that could have
been received upon the exercise or  realization  of the grant had the award been
currently  exercisable  or payable,  (iii)  adjusting  the terms of the award in
order to reflect the change in control, (iv) causing the award to be assumed, or
new rights  substituted  therefor,  by another entity,  or (v) making such other
provision as the Board may consider  equitable  and in the best  interest of the
Corporation,  provided  that,  in the case of an action taken with respect to an
outstanding  award, the  participant's  consent to such action shall be required
unless the Board  determines  that the action,  taking into  account any related
action, would not materially and adversely affect the participant.

The Board of Directors of the  Corporation  may amend,  suspend or terminate the
Stock Plan or any portion thereof at any time;  provided that no amendment shall
be made  without  stockholder  approval if such  approval is necessary to comply
with any applicable law, rules or regulations.

Options
Subject to the  provisions  of the Stock Plan,  the Board of  Directors  has the
authority  to select  the  optionees  and  determine  the  terms of the  options
granted,  including:  (i) the number of shares subject to each option, (ii) when
the option becomes exercisable, (iii) the exercise price of the option, (iv) the
duration  of the  option  and (v) the  time,  manner  and form of  payment  upon
exercise of an option. The Board of Directors  determines the exercise price per
share for NQSOs,  Awards and  Purchases  under the Stock  Plan,  so long as such
exercise price is no less than the minimum legal consideration required therefor
under the laws of any jurisdiction in which the Corporation may be organized. As
provided under the Plan, the number of shares of Common Stock underlying a stock
option  and the  exercise  price  thereof  will  continue  to  adjust  when  the
Corporation effects a stock split, stock dividend,  merger or similar event. The
exercise  price per share  for each ISO and NQSO to be  granted  under the Stock
Plan may not be less than the fair market value per share of Common Stock on the
date of such grant.  In the case of an ISO to be granted to an  employee  owning
stock  possessing more than ten percent (10%) of the total combined voting power
of all  classes  of stock of the  Corporation,  the price per share for such ISO
shall not be less than one hundred ten percent  (110%) of the fair market  value
per share of Common Stock on the date of grant.  Each option granted will expire
on the date specified by the Board of Directors, but not more than (i) ten years
from the date of grant in the case of options generally and (ii) five years from
the date of  grant  in the case of ISOs  granted  to an  employee  owning  stock
possessing more than ten percent (10%) of the total combined voting power of all
classes of stock of the  Corporation.  Generally,  no ISO may be exercised  more
than 90 days following  termination of  employment.  However,  in the event that
termination  is due to death or  disability,  the  option is  exercisable  for a
maximum of 180 days after such termination.

Purchases
Subject to provisions  of the 2005 Stock Plan,  the Board of Directors may grant
shares of restricted  stock to  participants,  with such restricted  periods and
other  conditions as the Board may determine  and for no cash  consideration  or
such other  consideration  as may be required by applicable  law or the Board of
Directors.  During the restricted  period,  unless  otherwise  determined by the
Board, stock  certificates  evidencing the restricted shares will be held by the
Company  and  may not be  sold,  assigned,  transferred,  pledged  or  otherwise
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encumbered,  except  as  permitted  by  the  Board.  At  the  expiration  of the
restricted period, the Company will deliver such certificates to the participant
or, if the participant has died, to the beneficiary designed by the participant.

Awards
Subject to the  provisions  of the 2005 Plan,  the Board of Directors  may award
stock awards,  which may be  designated as award shares by the Board.  Shares of
Common Stock or other rights  awarded in connection  with a stock award shall be
issued for no cash consideration.

United States Federal Income Tax Consequences

The following discussion of United States federal income tax consequences of the
issuance and exercise of options,  Awards and Purchases  granted under the Stock
Plan is based upon the  provisions  of the Code as in effect on the date of this
Proxy Statement,  current regulations and existing administrative rulings of the
Internal  Revenue  Service,  all of which are  subject to change  (perhaps  with
retroactive  effect).  It is not intended to be a complete  discussion of all of
the United  States  federal  income tax  consequences  of these  plans or of the
requirements  that  must  be met in  order  to  qualify  for the  described  tax
treatment.  In addition there may be foreign,  state, and local tax consequences
that are not discussed herein.

Incentive Stock Options:  The following  general rules will be applicable  under
current  United  States  federal  income tax law to ISOs granted under the Stock
Plan:

     1.   In general,  no taxable  income results to the optionee upon the grant
          of an ISO or upon  the  issuance  of  shares  to him or her  upon  the
          exercise of the ISO, and the  Corporation is not entitled to a federal
          income tax  deduction  upon  either the grant or  exercise  of an ISO.
          However,  under certain circumstances there may be alternative minimum
          tax, as described above.

     2.   If shares  acquired upon exercise of an ISO are not disposed of within
          (i) two years  following the date the ISO was granted or (ii) one year
          following  the date the shares are issued to the optionee  pursuant to
          the ISO exercise (the "Holding  Periods"),  the difference between the
          amount  realized on any  subsequent  disposition of the shares and the
          exercise  price will  generally  be treated as capital gain or loss to
          the optionee.

     3.   If shares  acquired  upon  exercise of an ISO are  disposed of and the
          optionee   does  not  satisfy  the   requisite   Holding   Periods  (a
          "Disqualifying Disposition"), then in most cases the lesser of (i) any
          excess of the fair market  value of the shares at the time of exercise
          of the ISO  over  the  exercise  price  or  (ii)  the  actual  gain on
          disposition,  will be treated as compensation to the optionee and will
          be taxed as ordinary income in the year of such disposition.

     4.   In  any  year  that  an  optionee  recognizes  ordinary  income  on  a
          Disqualifying  Disposition of stock acquired by exercising an ISO, the
          Corporation  generally will be entitled to a  corresponding  deduction
          for federal income tax purposes,  provided the Corporation reports the
          income on a timely  provided and filed Form W-2 or 1099,  whichever is
          applicable.

     5.   The  difference  between the amount  realized  by the  optionee as the
          result of a Disqualifying  Disposition and the sum of (i) the exercise
          price and (ii) the  amount of  ordinary  income  recognized  under the
          above rules will be treated as capital gain or loss.
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     6.   Capital gain or loss  recognized  by an optionee on a  disposition  of
          shares  will be  long-term  capital  gain  or  loss if the  optionee's
          holding period for the shares exceeds 12 months.

     7.   An optionee may be entitled to exercise an ISO by delivering shares of
          the  Corporation's  Common Stock to the  Corporation in payment of the
          exercise  price,  if the optionee's  ISO agreement so provides.  If an
          optionee exercises an ISO in such fashion, special rules will apply.

     8.   In addition to the tax  consequences  described above, the exercise of
          ISOs may result in a further "alternative minimum tax" under the Code.
          The Code provides that an "alternative minimum tax" (at a maximum rate
          of 28%)  will be  applied  against a  taxable  base  which is equal to
          "alternative   minimum  taxable   income,"   reduced  by  a  statutory
          exemption.  In  general,  the  amount by which the value of the Common
          Stock  received upon exercise of the ISO exceeds the exercise price is
          included in the  optionee's  alternative  minimum  taxable  income.  A
          taxpayer is required to pay the higher of his regular tax liability or
          the alternative  minimum tax. A taxpayer who pays alternative  minimum
          tax  attributable  to the  exercise of an ISO may be entitled to a tax
          credit against his or her regular tax liability in later years.

     9.   Special rules apply if the Common Stock acquired  through the exercise
          of an ISO is subject to vesting, or is subject to certain restrictions
          on resale under  federal  securities  laws  applicable  to  directors,
          officers or 10% stockholders.

Non-Qualified  Stock Options:  The following  general rules are applicable under
current federal income tax law to NQSOs to be granted under the Stock Plan.

     1.   The optionee  generally does not recognize any taxable income upon the
          grant of a NQSO,  and the  Corporation  is not  entitled  to a federal
          income tax deduction by reason of such grant.

     2.   The optionee generally will recognize ordinary  compensation income at
          the time of exercise of the NQSO in an amount equal to the excess,  if
          any,  of the fair  market  value of the shares on the date of exercise
          over the exercise  price.  The Corporation may be required to withhold
          income tax on this amount.

     3.   When the optionee sells the shares acquired  through the exercise of a
          NQSO, he or she generally  will recognize a capital gain or loss in an
          amount equal to the  difference  between the amount  realized upon the
          sale of the shares and his or her basis in the stock  (generally,  the
          exercise  price  plus the amount  taxed to the  optionee  as  ordinary
          income).  If the  optionee's  holding period for the shares exceeds 12
          months, such gain or loss will be a long-term capital gain or loss.

     4.   The Corporation  generally  should be entitled to a federal income tax
          deduction when ordinary income is recognized by the optionee  pursuant
          to the exercise of a NQSO, provided the Corporation reports the income
          on a  timely  provided  and  filed  Form  W-2 or  1099,  whichever  is
          applicable.

     5.   An optionee may be entitled to exercise a NQSO by delivering shares of
          the  Corporation's  Common Stock to the  Corporation in payment of the
          exercise  price.  If an  optionee  exercises  a NQSO in such  fashion,
          special rules will apply.

     6.   Special rules apply if the Common Stock acquired  through the exercise
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          of a NQSO is subject to vesting, or is subject to certain restrictions
          on resale under  federal  securities  laws  applicable  to  directors,
          officers or 10% stockholders.

Awards and Purchases:  The following  general rules are applicable under current
federal  income  tax law to the grant of Awards  and  Purchases  under the Stock
Plan:

     1.   Persons  receiving  Common Stock  pursuant to an award of Common Stock
          ("Award")  or a grant  of an  opportunity  to  purchase  Common  Stock
          ("Purchase")  generally  recognize  ordinary  income equal to the fair
          market value of the shares  received,  reduced by any  purchase  price
          paid.

     2.   The Corporation  generally will be entitled to a corresponding federal
          income tax deduction.  When such stock is sold,  the seller  generally
          will recognize capital gain or loss.

Special  rules apply if the stock  acquired  pursuant to an Award or Purchase is
subject  to  vesting,  or is subject to  certain  restrictions  on resale  under
federal securities laws applicable to directors, officers or 10% stockholders.

The Board of Directors unanimously recommends a vote FOR the proposal to approve
the 2005 Equity Incentive Plan.  Proxies solicited by the Board will be so voted
unless shareholders specify otherwise in their proxies.

Proposal 3: Approval of the amendment of the  Certificate  of  Incorporation  to
increase  the  authorized  shares of voting  Common  Stock  from  19,000,000  to
29,000,000.

The Corporation's  Certificate of Incorporation  (the  "Certificate")  presently
authorizes the issuance of 20,000,000 shares, consisting of 19,000,000 shares of
Common Stock,  par value $.02 per share and 1,000,000 shares of Preferred Stock,
par  value  $.02 per  share.  The Board of  Directors  has  determined  that the
Certificate  should be amended to increase  the number of  authorized  shares of
Common  Stock from  19,000,000  to  29,000,000,  and has  unanimously  approved,
subject to stockholder  approval, an amendment to the Certificate to effect this
increase.

As of March 22, 2006,  there were  14,157,620  shares of Common Stock issued and
outstanding;  1,778,304  shares of Common Stock held in treasury;  and 1,237,000
shares of Common Stock reserved for issuance upon the award of restricted  stock
or the  exercise of options or other equity  awards  under  equity  compensation
plans.  This leaves a total of 1,827,076  shares of Common Stock  available  for
future  issuance  or  reservation.  There  are  no  shares  of  Preferred  Stock
outstanding.

The Board of  Directors  believes  that an increase in the number of  authorized
shares of Common Stock is necessary to provide the  Corporation  with additional
financial  flexibility  to meet  its  future  business  needs.  If the  proposed
amendment is approved by the stockholders,  the Corporation will have additional
shares  available  for  acquisitions,  financings,  stock  option  plans,  stock
dividends or stock splits, and other corporate  purposes.  The additional shares
would be available for issuance without further stockholder approval,  except as
may be required by applicable  law or the rules of the New York Stock  Exchange.
Other than as permitted or required under the Corporation's  equity compensation
plans,  there are no current plans or other  existing or proposed  agreements or
understandings to issue or reserve for further issuance the additional shares of
Common Stock.
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If and when issued,  the newly authorized  shares of Common Stock would have the
same rights and privileges as the shares of Common Stock  currently  authorized.
The number of authorized  shares of Preferred Stock would not be affected by the
proposed amendment.

The issuance of additional  shares of Common Stock could have a dilutive  effect
on earnings per Common Share and on the equity and voting power of those holding
shares of Common  Stock at the time of  issuance,  as  stockholders  do not have
preemptive   rights.  In  addition,   the  proposed   amendment  could  have  an
anti-takeover  effect,  as additional  shares of Common Stock could be issued to
dilute the stock  ownership  and  voting  power of, or  increase  the cost to, a
person  seeking to obtain  control of the  Corporation.  However,  the  proposed
amendment is not being  proposed for such purposes and is not in response to any
known  effort to  accumulate  shares of Common  Stock or obtain  control  of the
Corporation.

The text of the proposed amendment to the Certificate is attached as Appendix C.

Pursuant to Sections 242 and 245 of the Delaware General Corporations Law, the
amendments to the Certificate must be approved also by the holders of a majority
of the Corporation's issued and outstanding shares of Common Stock. If approved,
this proposed amendment will become effective upon the filing of the Certificate
with the Secretary of State of the State of Delaware.

The Board of Directors unanimously recommends a vote FOR the proposal to approve
the amendment of the  Certificate  of  Incorporation  to increase the authorized
shares of voting Common Stock from 19,000,000 to 29,000,000.  Proxies  solicited
by the Board will be so voted  unless  shareholders  specify  otherwise in their
proxies.

Proposal 4:  Ratification  of the  selection of  Independent  Registered  Public
Accounting Firm

On the recommendation of the Audit Committee, the Board has selected KPMG as the
independent   registered  public  accounting  firm  to  audit  the  consolidated
financial  statements  of the Company and its  subsidiaries  for the 2006 fiscal
year. KPMG has been employed to perform this function since October 9, 2003.

Although  this  appointment  is not  required to be  submitted  to a vote of the
shareholders,   the  Board  generally  requests  the  shareholders   ratify  the
appointment.  If the  shareholders  do not  ratify  the  appointment,  the Audit
Committee will  investigate  the reasons for their  rejection and the Board will
reconsider the appointment.

The Board of Directors unanimously  recommends a vote FOR the proposal to ratify
the  selection of KPMG.  Proxies  solicited by the Board will be so voted unless
shareholders specify otherwise in their proxies.

                                  OTHER MATTERS

Other than the  foregoing,  the Board knows of no matters that will be presented
at the Annual Meeting for action by shareholders.  However, if any other matters
properly come before the Meeting,  or any  postponement or adjournment  thereof,
the  persons  acting  by  authorization  of the  proxies  will vote  thereon  in
accordance with their judgment.

                              AVAILABLE INFORMATION
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The  Company's  Annual  Report on Form  10-K,  Quarterly  Reports  on Form 10-Q,
Current  Reports  on Form 8-K and  amendments  to  reports  filed  or  furnished
pursuant to Sections 13(a) and 15(d) of the Securities  Exchange Act of 1934, as
amended,   are   available   under  the  SEC   Filings   link  on  our   website
http://www.partech.com/ptc/ptc-ir-front2.cfm  as soon as reasonably  practicable
after PAR electronically files such reports with, or furnishes those reports to,
the Securities and Exchange Commission.  PAR's Corporate Governance  Guidelines,
Board of  Directors  committee  charters  (including  the  charters of the Audit
Committee,  Compensation  Committee,  and  Nominating  and Corporate  Governance
Committee)  and code of ethics  entitled  "Code of Business  Conduct and Ethics"
also are  available  at that same  location  on our  website.  Stockholders  can
receive  free printed  copies of these  documents by directing a written or oral
request to: PAR  Technology  Corporation;  Attention:  Investor  Relations;  PAR
Technology   Park;   8383  Seneca   Turnpike;   New  Hartford,   NY  13413-4991;
315-738-0600; http://www.partech.com/ptc/rfi-form.cfm.

                  SHAREHOLDER PROPOSALS FOR 2007 ANNUAL MEETING

Shareholders may submit proposals on matters  appropriate for shareholder action
at the Company's annual meetings  consistent with the regulations adopted by the
SEC and the By-Laws of the  Company.  To be  considered  for  inclusion  in next
year's Proxy  Statement and form of proxy  relating to the 2007 Annual  Meeting,
any shareholder  proposals must be received at the Company's  general offices no
later than the close of business on December 13,  2006.  If a matter of business
is  received  by  February  26,  2007,  the  Company may include it in the Proxy
Statement  and  form of proxy  and,  if it  does,  it may use its  discretionary
authority  to vote on the matter.  For matters that are not received by February
26, 2007 the Company may use its discretionary  voting authority when the matter
is raised at the Annual  Meeting,  without  inclusion of the matter in its Proxy
Statement.  Proposals should be addressed to Gregory T. Cortese,  Secretary; PAR
Technology Corporation; PAR Technology Park; 8383 Seneca Turnpike; New Hartford,
New York  13413-4991.  The Company  recommends  all such  submissions be sent by
Certified Mail - Return Receipt Requested.

                                              BY ORDER OF THE BOARD OF DIRECTORS

                                              Gregory T. Cortese
                                              Secretary
April 11, 2006

                                   Appendix A

                           PAR TECHNOLOGY CORPORATION
                             AUDIT COMMITTEE CHARTER

Membership

The  Audit  Committee  (the  "Committee")  of PAR  Technology  Corporation  (the
"Company")  shall  consist of at least three  members of the Board of  Directors
(the  "Board").  Members  shall  be  appointed  upon the  recommendation  of the
Nominating and Corporate Governance Committee and may be removed by the Board in
its  discretion.  All members of the Committee  will meet the  independence  and
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other requirements of the Audit Committee Policy of the New York Stock Exchange,
Section  10A(m)(3) of the Securities  Exchange Act of 1934 (the "Exchange  Act")
and the rules and  regulations of the Securities  and Exchange  Commission  (the
"Commission").  At least one member of the Committee shall, in the assessment of
the Board,  qualify and be identified as an audit committee  financial expert as
defined by the  Commission.  All members of the Committee  shall be  financially
literate  at the  time  of  their  appointment  to the  Committee  or  within  a
reasonable time  thereafter.  Members of the Committee shall not  simultaneously
serve on the audit committees of more than two other public companies unless the
Board determines that  simultaneous  service would not impair the ability of the
member  to  effectively  serve on the  Committee  and the Board  discloses  this
determination in the Company's annual proxy statement.

Purpose

The Company's  management is responsible  for preparing the Company's  financial
statements and the Company's  independent  auditor is  responsible  for auditing
those financial statements. The Audit Committee's purpose shall be to:

     1.   Prepare  an  audit  committee  report  as  required  by the  SEC to be
          included in the Company's annual proxy statement.

     2.   Assist the Board in its oversight of:

          a.   the integrity of the Company's financial statements;

          b.   the Company's compliance with legal and regulatory requirements;

          c.   the   Company's   independent   auditor's    qualifications   and
               independence; and

          d.   the  performance  of the Company's  internal  audit  function and
               independent auditors

The financial  management and the independent  auditors of the Company have more
time,  knowledge and more detailed  information on the Company than do Committee
members.  Therefore, in carrying out its responsibilities to assist the Board in
the above  oversight  functions,  the  Committee is not  providing any expert or
special assurance as to the Company's financial  statements or any certification
as to the work of the independent auditors.

Meetings

The Committee  will meet at least four times a year,  with  authority to convene
additional  meetings,  as  circumstances  require.  All  Committee  members  are
expected  to  attend  each  meeting,   in  person  or  via   teleconference   or
video-conference.  The Committee will invite members of management,  auditors or
others to attend  meetings  and provide  pertinent  information,  as  necessary.
Meeting agendas will be prepared and provided to members in advance,  along with
appropriate briefing materials. Minutes will be prepared.

In addition to meetings with Company officers and employees, the independent
auditor or outside counsel or other advisers as necessary to fulfill its
responsibilities, the Committee shall, on a regular basis, hold separate private
meetings with the following to discuss any matters either party believes should
be discussed privately:
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               o    Company management;
               o    the Company's independent auditors; and
               o    the Company's internal auditor

Authority & Responsibilities

In carrying out its purpose,  the Committee  shall have the following  authority
and responsibilities:

A.   Oversight of Independent Auditor

1.   The  independent  auditor is  ultimately  accountable  to the Board and the
     Committee.  Therefore,  the  Committee,  subject to any action  that may be
     taken  by the  full  Board,  has the  ultimate  authority  and is  directly
     responsible  for  the  appointment,  compensation,  evaluation,  retention,
     oversight of the work and when  appropriate  termination  of any registered
     public  accounting  firm engaged for the purpose of preparing or issuing an
     audit report or performing  other audit,  review or attest services for the
     Company. The oversight  responsibility includes resolution of disagreements
     between  management  and  the  independent   auditor  regarding   financial
     reporting.  Each  such  registered  public  accounting  firm  shall  report
     directly to the Committee.

2.   To assist the Board in its oversight of the independence, qualifications
     and performance of the independent auditor the Committee shall:

     a.   assess the auditor's  independence by at least annually  obtaining and
          reviewing  a  report  from the  independent  auditor  delineating  all
          relationships   between  the  Company  and  the  independent  auditor,
          including non-audit services,  consistent with Independence  Standards
          Board Standard Number 1;

     b.   discuss with the independent auditor any such disclosed  relationships
          and their impact or potential impact on the auditor's independence and
          objectivity,  taking into account the opinions of  management  and the
          internal auditors;

     c.   set clear policies for the hiring of employees or former  employees of
          the Company's independent auditors who participated in any capacity in
          the audit of the Company  taking into account the  pressures  that may
          exist for auditors seeking a job with the company they audit;

     d.   at least  annually  obtain  and review a report  from the  independent
          auditor that describes:

          i.   the audit firm's internal quality-control procedures;

          ii.  any  material  issues  raised by the firm's most recent  internal
               quality  control  review,  or peer  review,  or by any inquiry or
               investigation by governmental or professional  authorities within
               the most  recent five years  relating to one or more  independent
               audits carried out by the firm; and

          iii. any steps taken to deal with any such issues;

     e.   (after reviewing the independent  auditor's report and the independent
          auditor's   work   throughout   the  year)  review  and  evaluate  the
          qualifications,   performance  and  independence  of  the  independent
          auditor and lead partner of the  independent  auditor team taking into
          account the  opinions of the  Company's  management  and the  internal
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          auditors;

     f.   discuss with  management the timing and process for  implementing  the
          rotation  of the  lead  audit  partner,  and the  concurring  (review)
          partner and any other active audit engagement team partner;

     g.   consider  and discuss with  management  whether it is  appropriate  to
          adopt a policy of  rotating  the  independent  audit firm on a regular
          basis;

     h.   review and approve the independent  auditor's proposed audit scope and
          approach,  including  staffing of the audit and  coordination of audit
          effort with internal audit.

3.   The  Committee  shall  regularly  report to the full Board about  Committee
     activities,  issues and related recommendations and present the Committee's
     conclusions   with   respect  to  the  audit   firm's   quality   controls,
     independence,  qualifications  and  performance  and review any issues that
     arise with respect to the performance  and  independence of the independent
     auditors.

4.   The Committee shall have the sole authority to approve all audit engagement
     fees and  terms  and the  Committee,  or a member  of the  Committee,  must
     pre-approve  any  auditing  services  and  permitted   non-audit  services,
     including the fees and terms thereof provided by the Company's  independent
     auditor,  subject  to the  de  minimus  exception  for  non-audit  services
     described in Section  10A(i)(1)(B) of the Exchange Act that are approved by
     the Committee prior to the completion of the audit.

B.   Oversight of Internal Audit Function

1.   The  Committee  shall review and discuss with the  independent  auditor the
     responsibilities,  budget and  staffing  of the  Company's  internal  audit
     function.

2.   The Committee shall review and discuss with management,  the internal audit
     director and the independent auditor:

     a.   the effectiveness of the internal audit function, including compliance
          with established internal auditing practice standards;

     b.   the  audit  risk  assessment  process  and the  proposed  scope of the
          Internal Audit  department for the upcoming year and  coordination  of
          that scope with the independent auditor; and

     c.   the  results of the  internal  auditors'  examination  of  significant
          internal audit department findings and management responses.

3.   The  Committee  shall  assess  and  confirm  there are no  restrictions  or
     limitations placed on the performance of internal audit.

4.   The  Committee  shall review the  appointment  and, when  appropriate,  the
     replacement of the senior internal auditing executive.

5.   The  Committee  shall  regularly   report  to  the  Board  about  Committee
     activities,   issues  and  related  recommendations  with  respect  to  the
     performance of the internal audit function.

C.   Oversight of Management's Conduct of Financial Reporting Process

1.   Financial  Reporting  Practices.   The  responsibility  for  the  Company's
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     financial statements and disclosures rest with the Company's management. In
     providing  oversight of the Company's financial  reporting  practices,  the
     Committee shall:

     a.   regularly  review with the  independent  auditor any audit problems or
          difficulties and management's  response.  The review shall include any
          restrictions on the scope of the independent  auditor's  activities or
          on the access the independent auditor had to requested information and
          any  significant   disagreements   with  management;   any  accounting
          adjustments  noted or proposed by the auditor  that were  "passed" (as
          immaterial or otherwise);  any  communications  between the audit team
          and the audit firm's national office regarding  auditing or accounting
          issues presented by the engagement;  and any "management" or "internal
          control" letter or schedule of differences  issued,  or proposed to be
          issued, by the audit firm to the Company;

     b.   review and discuss with the independent  auditor, and with management,
          major issues regarding  accounting  principals and financial statement
          presentations,  including  any  significant  changes in the  Company's
          selection or application of accounting principles;

     c.   review and discuss with  management  and the  independent  auditor any
          major issues as to the quality and adequacy of the Company's  internal
          controls and any special  steps  adopted in light of material  control
          deficiencies,  if any;

     d.   review and discuss any analyses  prepared by the Company's  management
          and/or  independent   auditor  setting  forth  significant   financial
          reporting issues and judgments made in connection with the preparation
          of the financial statements,  including any analyses of the effects of
          alternative GAAP methods on the financial statements; and

     e.   review the effect of recent  accounting  professional  and  regulatory
          initiatives,  complex or unusual  transactions  and highly  judgmental
          areas, material off-balance sheet transactions or structures and other
          similar relationships on the financial statements of the Company.

2.   Audited Financial Statements.  With respect to the Company's annual audited
     financial statements, the Committee shall:

     a.   meet with Company management and the independent auditor to review and
          discuss  the  Company's  annual  audited  financial  statements  to be
          included in SEC Form 10-K (or in the Annual Report to  Shareholders if
          distributed  prior to filing  Form  10-K) and the  Company's  specific
          disclosures under  "Management's  Discussion and Analysis of Financial
          Condition and Results of Operations";

     b.   review and discuss with the independent  auditor the matters  required
          to be discussed  by the  applicable  Statement  of Auditing  Standards
          ("SAS"); and

     c.   based on these  discussions,  the  Committee  will  advise  the  Board
          whether it recommends the audited financial  statements to be included
          in the  Annual  Report  on  Form  10-K  (or in the  Annual  Report  to
          Shareholders if distributed prior to filing Form 10-K).

3.   Interim  Financial  Statements.  With  respect  to  the  Company's  interim
     financial statements the Committee shall:

     a.   meet with Company management and the independent auditor to review and
          discuss the Company's quarterly financial  statements to the SEC (e.g.
          Form 10-Q) including the results of the independent  auditor's  review
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          of such  financials,  prior to the filing  thereof  and the  Company's
          specific  disclosures under  "Management's  Discussion and Analysis of
          Financial Condition and Results of Operations";

     b.   review and discuss with the  independent  auditor and  management  the
          matters required to be discussed by the applicable SAS.

4.   Disclosure of Financial Information. The Committee shall review and discuss
     in a general  manner (e.g.  the type of information to be disclosed and the
     type of  presentation  to be made) the Company's  earnings  press  releases
     (paying  particular  attention  to any use of  "pro  forma"  or  "adjusted"
     non-GAAP  information)  as well as the  financial  information  and earning
     guidance  provided to analysts and rating  agencies.  The  Committee is not
     required to discuss in advance each  earnings  release or each  instance in
     which the Company provides earnings guidance.

5.   Risk Assessment.  It is the  responsibility of the Company's CEO and senior
     management  to assess  and  manage  the  Company's  exposure  to risk.  The
     Committee  shall discuss with the Company's  management  the guidelines and
     policies to govern the process by which the Company's management undertakes
     to assess and manage the Company's exposure to risk. Discussion should also
     include  the  Company's  major  financial  risk  exposures  and  the  steps
     management has taken to monitor and control such exposures.

6.   The  Committee  shall  regularly   report  to  the  Board  about  Committee
     activities,  issues and related recommendations with respect to the quality
     or integrity of the Company's financial statements.

D.   Assist the Board in Oversight of the Company's Compliance with Policies and
     Procedures Addressing Legal and Ethical Concerns.

1.   The Committee  shall  establish  procedures for the receipt,  retention and
     treatment  of  complaints  received  by the Company  regarding  accounting,
     internal accounting controls or auditing matters, and for the confidential,
     anonymous  submission  by  employees  of the Company of concerns  regarding
     questionable accounting or auditing matters.

2.   The Committee has authority to conduct or authorize investigations into any
     matter brought to its attention. Within this scope of responsibility, the
     Committee has full access to all books, records, facilities and personnel
     of the Company and is empowered to:

     a.   engage  independent   counsel  or  other  advisers  as  it  determines
          necessary to carry out its duties;

     b.   seek any information  from any employees - all of whom are directed to
          cooperate with the Committee's requests - or external parties; and

     c.   meet with Company officers, independent auditor or outside counsel, as
          necessary to fulfill its responsibilities.

3.   The  Committee  shall  regularly   report  to  the  Board  about  Committee
     activities,  issues and related recommendations with respect to the quality
     or  integrity  of  the  Company's   compliance  with  legal  or  regulatory
     requirements.

E.   General

1.   The Committee shall have the power to authorize  Company funding  necessary
     and  appropriate  to carry out its duties,  in particular it shall have the
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     power to authorize funding for:

     a.   the compensation of any registered  public accounting firm engaged for
          the  purpose of  preparing  or issuing an audit  report or  performing
          other audit, review or attest services for the Company;

     b.   the  compensation of any  independent  counsel or other advisers as it
          determines necessary to carry out its duties; and

     c.   the payment of the Committee's ordinary  administrative  expenses that
          are necessary and appropriate in carrying out its duties.

2.   The Committees  functions are the sole  responsibility of the Committee and
     may not be allocated to a different committee of the Board.

3.   Review and assess the adequacy of this charter  annually,  requesting Board
     approval for proposed changes.

4.   Confirm  annually that all  responsibilities  outlined in this charter have
     been carried out.

5.   Evaluate the Committee's and individual  members'  performance on an annual
     basis.

6.   Perform  other  activities  related  to areas  covered  by this  charter as
     requested by the Board.

7.   Institute and oversee special investigations as needed.

                                   Appendix B

                           PAR TECHNOLOGY CORPORATION
                           2005 EQUITY INCENTIVE PLAN

                       (Effective Date: December 28, 2005)

                           PAR TECHNOLOGY CORPORATION
                           2005 EQUITY INCENTIVE PLAN

1. Purpose and Eligibility.  The purpose of this 2005 Equity Incentive Plan (the
"Plan") of PAR Technology Corporation, a Delaware corporation (the "Company") is
to provide stock  options,  stock  issuances  and other equity  interests in the
Company  (each,  an  "Award")  to  (a)  key  employees,   officers,   directors,
consultants and advisors of the Company and its Subsidiaries,  and (b) any other
Person  who is  determined  by the Board to have made (or is  expected  to make)
contributions to the Company. Any person to whom an Award has been granted under
the Plan is called a  "Participant".  Additional  definitions  are  contained in
Section 10.

2. Administration.

     a.  Administration by Board of Directors.  The Plan will be administered by
the Board of  Directors  of the Company (the  "Board").  The Board,  in its sole
discretion,  shall have the authority to grant and amend Awards, to adopt, amend
and  repeal  rules  relating  to the  Plan  and to  interpret  and  correct  the
provisions of the Plan and any Award. The Board shall have authority, subject to
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the  express  limitations  of  the  Plan,  (i) to  construe  and  determine  the
respective Stock Option Agreement, Awards and the Plan, (ii) to prescribe, amend
and rescind rules and regulations  relating to the Plan and any Awards, (iii) to
determine the terms and provisions of the respective Stock Option Agreements and
Awards,  which  need not be  identical,  (iv) to  initiate  an  Option  Exchange
Program,  and (v) to make all other  determinations in the judgment of the Board
of Directors necessary or desirable for the administration and interpretation of
the Plan.  The Board may correct any defect or supply any  omission or reconcile
any  inconsistency  in the Plan or in any Stock Option Agreement or Award in the
manner and to the extent it shall deem  expedient  to carry the Plan,  any Stock
Option  Agreement  or Award into effect and it shall be the sole and final judge
of such expediency. All decisions by the Board shall be final and binding on all
interested  persons.  Neither  the  Company nor any member of the Board shall be
liable for any action or determination relating to the Plan.

     b. Appointment of Committee. To the extent permitted by applicable law, the
Board may delegate  any or all of its powers under the Plan to the  Compensation
Committee  (the  "Committee").  All  references in the Plan to the "Board" shall
mean such  Committee or the Board.  The Committee may consult with the Company's
Stock  Option  Committee,  which  shall make  recommendations,  with  respect to
Participants  eligible to receive Awards and the number of shares subject to the
Award, to the Committee for its review and final approval.

     c. Delegation to Executive Officers.  To the extent permitted by applicable
law, the Board may delegate to one or more executive officers of the Company the
power to grant Awards and exercise such other powers under the Plan as the Board
may determine, provided that the Board shall fix the maximum number of Awards to
be granted and the  maximum  number of shares  issuable  to any one  Participant
pursuant to Awards granted by such executive officers.

     d.  Applicability  of Section  Rule 16b-3.  Anything to the contrary in the
foregoing notwithstanding if, or at such time as, the Common Stock is or becomes
registered  under  Section  12 of the  Exchange  Act of 1934,  as  amended  (the
"Exchange Act"), or any successor  statute,  the Plan shall be administered in a
manner consistent with Rule 16b-3 promulgated  thereunder,  as it may be amended
from  time to  time,  or any  successor  rules  ("Rule  16b-3"),  such  that all
subsequent  grants of Awards  hereunder to  Reporting  Persons,  as  hereinafter
defined,  shall be exempt under such rule.  Those  provisions  of the Plan which
make express  reference to Rule 16b-3 or which are required in order for certain
option  transactions  to qualify for exemption under Rule 16b-3 shall apply only
to such  persons as are  required to file  reports  under  Section 16 (a) of the
Exchange Act (a "Reporting Person").

     e.  Applicability  of Section 162 (m). Any  provisions  in this Plan to the
contrary  notwithstanding,  whenever  the Board is  authorized  to exercise  its
discretion  in the  administration  or  amendment  of  this  Plan  or any  Award
hereunder or otherwise,  the Board may not exercise such  discretion in a manner
that  would  cause  any  outstanding  Award  that  would  otherwise  qualify  as
performance-based  compensation  under Section 162 (m) of the Code to fail to so
qualify under Section 162 (m).

3.   Stock Available for Awards.

     a.  Number of  Shares.  Subject  to  adjustment  under  Section  3(c),  the
aggregate  number of shares of Common Stock of the Company (the "Common  Stock")
that may be issued pursuant to the Plan is 1,000,000.  If any Award expires,  or
is  terminated,  surrendered  or  forfeited,  in whole or in part,  the unissued
Common  Stock  covered by such Award shall again be  available  for the grant of
Awards  under the Plan.  If an Award  granted  under  the Plan  shall  expire or
terminate for any reason without having been exercised in full, the  unpurchased
shares  subject to such Award shall again be  available  for  subsequent  Awards
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under the Plan,  and if shares of Common Stock  issued  pursuant to the Plan are
repurchased  by, or are surrendered or forfeited to, the Company at no more than
the price paid for such  shares,  such  shares of Common  Stock  shall  again be
available  for the grant of Awards under the Plan.  Shares issued under the Plan
may consist in whole or in part of  authorized  but unissued  shares or treasury
shares.

     b.  Per-Participant  Limit.  Subject to  adjustment  under Section 3(c), no
Participant  may be granted  Awards  during any one fiscal year to purchase more
than the  number of shares of Common  Stock  that are  authorized  for  issuance
pursuant to the Plan.

     c.  Adjustment to Common  Stock.  Subject to Section 7, in the event of any
stock split,  reverse stock split stock dividend,  extraordinary  cash dividend,
recapitalization,  reorganization, merger, consolidation,  combination, exchange
of  shares,  liquidation,   spin-off,  split-up,  or  other  similar  change  in
capitalization  or  similar  event,  (i) the  number  and  class  of  securities

available for Awards under the Plan and the  per-Participant  share limit,  (ii)
the number and class of  securities,  vesting  schedule and  exercise  price per
share  subject  to each  outstanding  Option,  (iii)  the  repurchase  price per
security  subject to  repurchase,  and (iv) the terms of each other  outstanding
Award shall be adjusted  by the  Company (or  substituted  Awards may be made if
applicable) to the extent the Board shall determine, in good faith, that such an
adjustment (or substitution) is appropriate.

4. Stock Options.

     a. General.  The Board may grant options to purchase Common Stock (each, an
"Option")  and  determine  the number of shares of Common Stock to be covered by
each  Option,  the  exercise  price  of  each  Option  and  the  conditions  and
limitations  applicable  to the exercise of each Option and the shares of Common
Stock issued upon the exercise of each  Option,  including,  but not limited to,
vesting  provisions,   repurchase   provisions  and  restrictions   relating  to
applicable  federal or state securities laws. Each Option will be evidenced by a
Stock Option Agreement, consisting of a Notice of Stock Option Award and a Stock
Option Award Agreement (collectively, a "Stock Option Agreement").

     b.  Incentive  Stock  Options.  An Option  that the Board  intends to be an
incentive  stock option (an "Incentive  Stock Option") as defined in Section 422
of the Code, as amended,  or any successor  statute  ("Section  422"),  shall be
granted  only to an employee of the Company and shall be subject to and shall be
construed  consistently  with the  requirements  of Section 422 and  regulations
thereunder.  The Board and the Company  shall have no  liability if an Option or
any part  thereof  that is intended  to be an  Incentive  Stock  Option does not
qualify  as such.  An Option or any part  thereof  that does not  qualify  as an
Incentive Stock Option is referred to herein as a "Nonstatutory Stock Option" or
"Non-Qualified Stock Option".

c. Dollar Limitation.  For so long as the Code shall so provide, Options granted
to any employee  under the Plan (and any other  incentive  stock option plans of
the Company) which are intended to qualify as Incentive  Stock Options shall not
qualify as  Incentive  Stock  Options to the extent  that such  Options,  in the
aggregate,  become  exercisable  for the first time in any one calendar year for
shares of Common Stock with an aggregate fair market value (determined as of the
respective  date or dates  of  grant)  of more  than  $100,000.  The  amount  of
Incentive Stock Options which exceed such $100,000 limitation shall be deemed to
be  Non-Qualified  Stock  Options.  For the purpose of this  limitation,  unless
otherwise required by the Code or regulations of the Internal Revenue Service or
determined  by the  Board,  Options  shall be taken  into  account  in the order
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granted,  and the Board may designate that portion of any Incentive Stock Option
that shall be treated as  Non-Qualified  Option in the event that the provisions
of this paragraph apply to a portion of any Option. The designation described in
the  preceding  sentence  may be made at such  time as the  Committee  considers
appropriate,  including  after the  issuance of the Option or at the time of its
exercise.

     d.  Exercise  Price.  The Board  shall  establish  the  exercise  price (or
determine  the method by which the exercise  price shall be  determined)  at the
time each Option is granted and specify  the  exercise  price in the  applicable
Stock  Option  Agreement,  provided,  however,  in no  event  may the per  share
exercise  price be less than the Fair  Market  Value (as  defined  below) of the
Common Stock.  In the case of an Incentive Stock Option granted to a Participant
who, at the time of grant of such Option,  owns stock representing more than ten
percent  (10%) of the voting power of all classes of stock of the Company or any
parent or subsidiary,  then the exercise price shall be no less than 110% of the
fair  market  value of the Common  Stock on the date of grant.  In the case of a
grant of an Incentive Stock Option to any other Participant,  the exercise price
shall be no less than 100% of the fair market  value of the Common  Stock on the
date of grant.

     e. Duration of Options.  Each Option shall be exercisable at such times and
subject to such terms and  conditions as the Board may specify in the applicable
Stock Option  Agreement;  provided,  that the term of any Incentive Stock Option
may not be more than ten (10)  years  from the date of grant.  In the case of an
Incentive  Stock Option  granted to a  Participant  who, at the time of grant of
such Option,  owns stock  representing more than ten percent (10%) of the voting
power of all  classes of stock of the Company or any parent or  subsidiary,  the
term of the  Option  shall be no longer  than  five (5)  years  from the date of
grant.

     f.  Exercise of Option.  Options may be  exercised  only by delivery to the
Company of a written  notice of exercise  signed by the proper  person  together
with payment in full as specified in Section 4(g) and the Stock Option Agreement
for the number of shares for which the Option is exercised.

     g. Payment Upon  Exercise.  Common Stock  purchased upon the exercise of an
Option shall be paid for by one or any  combination  of the  following  forms of
payment as permitted by the Board in its sole and absolute discretion:

          i.   by check payable to the order of the Company;

          ii.  only if the Common Stock is then publicly traded,  by delivery of
               an irrevocable  and  unconditional  undertaking by a creditworthy
               broker to deliver promptly to the Company sufficient funds to pay
               the exercise price, or delivery by the Participant to the Company
               of a copy of  irrevocable  and  unconditional  instructions  to a
               creditworthy  broker to deliver promptly to the Company cash or a
               check sufficient to pay the exercise price;

          iii. to the extent explicitly  provided in the applicable Stock Option
               Agreement,  by  delivery  of shares of Common  Stock owned by the
               Participant  valued at fair market  value (as  determined  by the
               Board or as determined  pursuant to the  applicable  Stock Option
               Agreement); or

          iv.  payment  of such  other  lawful  consideration  as the  Board may
               determine.

The Board shall  determine  in its sole and absolute  discretion  and subject to
securities laws and its Insider  Trading Policy whether to accept  consideration
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other than cash.  The fair market  value of any shares of the  Company's  Common
Stock or other non-cash consideration which may be delivered upon exercise of an
Option shall be determined in such manner as may be prescribed by the Board.

     h. Acceleration, Extension, Etc. The Board may, in its sole discretion, and
in all instances subject to any relevant tax and accounting considerations which
may adversely impact or impair the Company,  (i) accelerate the date or dates on
which all or any  particular  Options  or Awards  granted  under the Plan may be

exercised,  or (ii) extend the dates during which all or any particular  Options
or Awards  granted under the Plan may be  exercised;  provided,  however,  in no
event may any  extension  exceed the lesser of the option term  permitted  under
Section  4(e)  herein  or the  term  set  forth in the  governing  Stock  Option
Agreement.

     i. Determination of Fair Market Value. If, at the time an Option is granted
under the Plan, the Company's Common Stock is publicly traded under the Exchange
Act,  "fair  market  value"  shall mean (i) if the Common Stock is listed on any
established  stock  exchange,  its fair market value shall be the last  reported
sales price for such stock (on that date) or the  closing  bid, if no sales were
reported  as quoted on such  exchange  or system as  reported in The Wall Street
Journal or such other source as the Board deems reliable; or (ii) the average of
the  closing bid and asked  prices last quoted (on that date) by an  established
quotation service for  over-the-counter  securities,  if the Common Stock is not
reported on a national  market system.  In the absence of an established  market
for the Common Stock,  the fair market value thereof shall be determined in good
faith by the Board after taking into  consideration  all factors  which it deems
appropriate.

5. Restricted Stock.

     a.  Grants.  The Board may grant  Awards  entitling  recipients  to acquire
shares  of  Common  Stock,  subject  to  (i)  delivery  to  the  Company  by the
Participant  of a check  in an  amount  at least  equal to the par  value of the
shares purchased, and (ii) the right of the Company to repurchase all or part of
such  shares at their  issue  price or other  stated or  formula  price from the
Participant  in  the  event  that  conditions  specified  by  the  Board  in the
applicable  Award  are  not  satisfied  prior  to  the  end  of  the  applicable
restriction  period or periods  established by the Board for such Award (each, a
"Restricted Stock Award").

     b. Terms and Conditions. The Board shall determine the terms and conditions
of any such Restricted Stock Award. Any stock certificates  issued in respect of
a Restricted Stock Award shall be registered in the name of the Participant and,
unless otherwise determined by the Board, deposited by the Participant, together
with a stock power endorsed in blank, with the Company (or its designee).  After
the  expiration  of the  applicable  restriction  periods,  the Company (or such
designee) shall deliver the certificates no longer subject to such  restrictions
to the  Participant  or,  if  the  Participant  has  died,  to  the  beneficiary
designated by a  Participant,  in a manner  determined by the Board,  to receive
amounts  due  or  exercise  rights  of  the  Participant  in  the  event  of the
Participant's  death  (the  "Designated  Beneficiary").  In  the  absence  of an
effective  designation by a Participant,  Designated  Beneficiary shall mean the
Participant's estate.

6. Other  Stock-Based  Awards.  The Board  shall  have the right to grant  other
Awards based upon the Common Stock having such terms and conditions as the Board
may determine,  including,  without  limitation,  the grant of shares based upon
certain  conditions,  the grant of securities  convertible into Common Stock and
the grant of stock appreciation rights, phantom stock awards or stock units.
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7. General Provisions Applicable to Awards.

     a.  Transferability of Awards.  Except as the Board may otherwise determine
or provide in an Award, Awards shall not be sold, assigned, transferred, pledged
or  otherwise  encumbered  by the  person  to  whom  they  are  granted,  either
voluntarily  or by operation  of law,  except by will or the laws of descent and
distribution, and, during the life of the Participant, shall be exercisable only
by the  Participant;  provided,  however,  except  as the  Board  may  otherwise
determine or provide in an Award, that Nonstatutory Options and Restricted Stock
Awards may be transferred  pursuant to a qualified  domestic relations order (as
defined in Employee  Retirement Income Security Act of 1974, as amended) or to a
grantor-retained annuity trust or a similar estate-planning vehicle in which the
trust is bound by all  provisions of the Stock Option  Agreement and  Restricted
Stock  Award,  which  are  applicable  to  the  Participant.   References  to  a
Participant,  to the extent relevant in the context, shall include references to
authorized transferees.

     b. Documentation. Each Award under the Plan shall be evidenced by a written
instrument  in such form as the  Board  shall  determine  or as  executed  by an
officer of the Company pursuant to authority  delegated by the Board. Each Award
may  contain  terms and  conditions  in addition to those set forth in the Plan,
provided that such terms and  conditions do not contravene the provisions of the
Plan or  applicable  law.

     c. Board Discretion. The terms of each type of Award need not be identical,
and the Board need not treat Participants uniformly.

     d.  Additional  Award  Provisions.  The Board may, in its sole  discretion,
include  additional  provisions in any Stock Option Agreement,  Restricted Stock
Award or other  Award  granted  under the  Plan,  including  without  limitation
restrictions on transfer, repurchase rights, commitments to pay cash bonuses, to
make,   arrange  for  or  guaranty  loans  or  to  transfer  other  property  to
Participants upon exercise of Awards, or transfer other property to Participants
upon exercise of Awards,  or such other provisions as shall be determined by the
Board;  provided that such additional  provisions shall not be inconsistent with
any other term or condition of the Plan or applicable law.

     e. Termination of Status.  The Board shall determine the effect on an Award
of the  disability  (as defined in Code Section  22(e)(3)),  death,  retirement,
authorized leave of absence or other change in the employment or other status of
a  Participant  and the  extent to  which,  and the  period  during  which,  the
Participant, or the Participant's legal representative, conservator, guardian or
Designated  Beneficiary,  may  exercise  rights  under  the  Award,  subject  to
applicable  law and the  provisions  of the  Code  related  to  Incentive  Stock
Options.

     f. Change of Control of the Company.

          i.   Unless  otherwise  expressly  provided  in the  applicable  Stock
               Option  Agreement or  Restricted  Stock Award or other Award,  in
               connection with the occurrence of a Change in Control (as defined
               below),  the  Board  shall,  in  its  sole  discretion  as to any
               outstanding  Award  (including any portion  thereof;  on the same
               basis or on different  bases, as the Board shall  specify),  take
               one or any combination of the following actions:

               A.   make  appropriate  provision  for the  continuation  of such
                    Award by the Company or the  assumption of such Award by the
                    surviving  or  acquiring  entity and by  substituting  on an
                    equitable  basis for the shares  then  subject to such Award
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                    either (x) the  consideration  payable  with  respect to the
                    outstanding  shares of Common Stock in  connection  with the
                    Change of Control,  (y) shares of stock of the  surviving or
                    acquiring  corporation  or (z) such other  securities as the
                    Board deems appropriate,  the fair market value of which (as
                    determined  by the Board in its sole  discretion)  shall not
                    materially  differ from the fair market  value of the shares
                    of Common Stock subject to such Award immediately  preceding
                    the Change of Control;

               B.   accelerate the date of exercise or vesting of such Award; or

               C.   permit  the   exchange  of  such  Award  for  the  right  to
                    participate  in any stock option or other  employee  benefit
                    plan of any successor corporation.

               D.   For the  purpose of this  Agreement,  a "Change of  Control"
                    shall mean:

                    (a)  The  acquisition  by any  individual,  entity  or group
                         (within the meaning of Section  13(d)(3) or 14(d)(2) of
                         the  Securities  Exchange Act of 1934,  as amended (the
                         "Exchange  Act")) of beneficial  ownership  (within the
                         meaning of Rule 13d-3  promulgated  under the  Exchange
                         Act) of 50% or more of the then  outstanding  shares of
                         voting  stock of the Company (the  "Outstanding  Voting
                         Stock"); provided, however, that any acquisition by the
                         Company or its  subsidiaries,  or any employee  benefit
                         plan  (or   related   trust)  of  the  Company  or  its
                         subsidiaries of 50% or more of Outstanding Voting Stock
                         shall not constitute a Change in Control; and provided,
                         further,  that any  acquisition  by a corporation  with
                         respect to which, following such acquisition, more than
                         50% of the then  outstanding  shares of common stock of
                         such corporation,  is then beneficially owned, directly
                         or  indirectly,  by  all  or  substantially  all of the
                         individuals and entities who were the beneficial owners
                         of the Outstanding  Voting Stock  immediately  prior to
                         such acquisition in  substantially  the same proportion
                         as   their   ownership,   immediately   prior  to  such
                         acquisition, of the Outstanding Voting Stock, shall not
                         constitute a Change in Control; or

                    (b)  Individuals  who, as of the Effective Date,  constitute
                         the Board  (the  "Incumbent  Directors")  cease for any
                         reason to  constitute a majority of the members of this
                         Board;  provided  that any  individual  who  becomes  a
                         director  after the  Effective  Date whose  election or
                         nomination  for election by the Company's  Shareholders
                         was  approved  by a  majority  of  the  members  of the
                         Incumbent   Directors   (other   than  an  election  or
                         nomination of an individual whose initial assumption of
                         office is in  connection  with an actual or  threatened
                         "election  contest"  relating  to the  election  of the
                         Directors  of the  Company  (as such  terms are used in
                         Rule 14a-11 under the Exchange Act), "tender offer" (as
                         such term is used in Section 14(d) of the Exchange Act)
                         or a proposed Merger (as defined below) shall be deemed
                         to be members of the Incumbent Directors; or
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                    (c)  The  consummation  of (i) a  reorganization,  merger or
                         consolidation  (any of the foregoing,  a "Merger"),  in
                         each case,  with respect to which all or  substantially
                         all  of the  individuals  and  entities  who  were  the
                         beneficial  owners  of  the  Outstanding  Voting  Stock
                         immediately prior to such Merger do not, following such
                         Merger,  beneficially own, directly or indirectly, more
                         than 50% of the then outstanding shares of common stock
                         of  the  corporation  resulting  from  Merger,  (ii)  a
                         complete  liquidation  or dissolution of the Company or
                         (iii)  the  sale  or  other   disposition   of  all  or
                         substantially   all  of  the  assets  of  the  Company,
                         excluding  a sale or other  disposition  of assets to a
                         subsidiary of the Company.

     g. Dissolution or Liquidation.  In the event of the proposed dissolution or
liquidation of the Company,  the Board shall notify each  Participant as soon as
practicable prior to the effective date of such proposed transaction.  The Board
in its sole  discretion  may  provide  for a  Participant  to have the  right to
exercise his or her Award until fifteen (15) days prior to such  transaction  as
to all of the shares of Common Stock  covered by the Option or Award,  including
shares as to which the Option or Award would not otherwise be exercisable, which
exercise  may in the  sole  discretion  of the  Board,  be made  subject  to and
conditioned upon the consummation of such proposed transaction. In addition, the
Board may provide that any Company repurchase option applicable to any shares of
Common Stock purchased upon exercise of an Option or Award shall lapse as to all
such shares of Common Stock,  provided the proposed  dissolution and liquidation
takes place at the time and in the manner contemplated. To the extent it has not
been previously exercised, an Award will terminate upon the consummation of such
proposed action.

     h. Assumption of Options Upon Certain  Events.  In connection with a merger
or consolidation of an entity with the Company or the acquisition by the Company
of property or stock of an entity,  the Board may grant Awards under the Plan in
substitution  for  stock and  stock-based  awards  issued  by such  entity or an
affiliate thereof.

     i. The  substitute  Awards shall be granted on such terms and conditions as
the Board considers appropriate in the circumstances.

     j. Parachute Payments and Parachute Awards.  Notwithstanding the provisions
of Section 7(f), if, in connection with a Change of Control described therein, a
tax under  Section 4999 of the Code would be imposed on the  Participant  (after
taking  into  account  the  exceptions  set  forth in  Sections  280G(b)(4)  and
280G(b)(5)  of the Code, if  applicable),  then the number of Awards which shall
become  exercisable,  realizable  or vested as provided in such Section shall be
reduced (or delayed), to the minimum extent necessary, so that no such tax would
be  imposed  on  the  Participant  (the  Awards  not  becoming  so  accelerated,
realizable or vested, the "Parachute Awards");  provided,  however,  that if the
"aggregate present value" of the Parachute Awards would exceed the tax that, but
for this sentence, would be imposed on the Participant under Section 4999 of the
Code in  connection  with the Change of Control,  then the Awards  shall  become
immediately exercisable,  realizable and vested without regard to the provisions
of this sentence. For purposes of the preceding sentence, the "aggregate present
value" of an Award shall be calculated  on an after-tax  basis (other than taxes
imposed by Section  4999 of the Code) and shall be based on economic  principles
rather  than the  principles  set forth under  Section  280G of the Code and the
regulations promulgated thereunder. All determinations required to be made under
this Section 7(j) shall be made by the Company.

     k.  Amendment  of Awards.  The Board may  amend,  modify or  terminate  any
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outstanding Award including,  but not limited to, substituting  therefor another
Award  of the  same or a  different  type,  changing  the  date of  exercise  or
realization,  and converting an Incentive  Stock Option to a Nonstatutory  Stock
Option, provided that the Participant's consent to such action shall be required
unless the Board  determines  that the action,  taking into  account any related
action, would not materially and adversely affect the Participant.

     l.  Conditions  on Delivery of Stock.  The Company will not be obligated to
deliver  any  shares  of  Common  Stock  pursuant  to  the  Plan  or  to  remove
restrictions  from  shares  previously  delivered  under the Plan  until (i) all
conditions  of the Award  have been met or removed  to the  satisfaction  of the
Company,  (ii) in the opinion of the Company's counsel,  all other legal matters
in connection with the issuance and delivery of such shares have been satisfied,
including any applicable  securities  laws and any applicable  stock exchange or
stock market rules and  regulations,  and (iii) the Participant has executed and
delivered to the Company such  representations  or agreements as the Company may
consider  appropriate to satisfy the  requirements of any applicable laws, rules
or regulations.

     m.  Acceleration.  The Board may at any time provide that any Options shall
become  immediately  exercisable in full or in part,  that any Restricted  Stock
Awards shall be free of some or all restrictions,  or that any other stock-based
Awards  may  become  exercisable  in  full  or in  part  or  free of some or all
restrictions or conditions,  or otherwise  realizable in full or in part, as the
case may be,  despite  the fact  that the  foregoing  actions  may (i) cause the
application  of Sections 280G and 4999 of the Code if a change in control of the
Company  occurs,  or (ii)  disqualify  all or part of the Option as an Incentive
Stock Option.

8. Withholding.  The Company shall have the right to deduct from payments of any
kind  otherwise due to the optionee or recipient of an Award any federal,  state
or local taxes of any kind  required by law to be withheld  with  respect to any
shares  issued upon exercise of Options under the Plan or the purchase of shares
subject to the Award.  Subject to the prior  approval of the Company,  including
without  limitation,  its  determination  that such  withholding  complies  with
applicable tax and securities  laws, which may be withheld by the Company in its
sole discretion, the optionee or recipient of an Award may elect to satisfy such
obligation,  in whole or in part, (a) by causing the Company to withhold  shares
of Common Stock otherwise  issuable pursuant to the exercise of an Option or the
purchase  of shares  subject  to an Award or (b) by  delivering  to the  Company
shares of Common Stock  already  owned by the optionee or Award  recipient of an
Award. The shares so delivered or withheld shall have a fair market value of the
shares used to satisfy such withholding obligation as shall be determined by the
Company  as of  the  date  that  the  amount  of  tax  to be  withheld  is to be
determined.  An  optionee  or  recipient  of an Award  who has made an  election
pursuant to this Section may only satisfy his or her withholding obligation with
shares of Common  Stock  which are not  subject to any  repurchase,  forfeiture,
unfulfilled vesting or other similar requirements.

9. No Exercise of Option if Engagement or Employment  Terminated  for Cause.  If
the employment or engagement of any  Participant is terminated  "for Cause," the
Award may  terminate,  upon a  determination  of the Board,  on the date of such
termination  and the Option shall  thereupon  not be  exercisable  to any extent
whatsoever  and the  Company  shall have the right to  repurchase  any shares of
Common Stock subject to a Restricted Stock Award whether or not such shares have
vested. For purposes of this Section 9, "for Cause" shall be defined as follows:
(i) if the Participant has executed an employment  agreement,  the definition of
"Cause" contained therein,  if any, shall govern, or (ii) conduct, as determined
by the Board of  Directors,  involving one or more of the  following:  (a) gross
misconduct;  or (b) the  commission of an act of  embezzlement,  fraud or theft,
which  results in economic  loss,  damage or injury to the  Company;  or (c) the
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unauthorized  disclosure of any trade secret or confidential  information of the
Company  (or any  client,  customer,  supplier  or other  third  party who has a
business  relationship with the Company) or the violation of any  noncompetition
or  nonsolicitation  covenant or assignment of  inventions  obligation  with the
Company;  or (d) the commission of an act which constitutes  unfair  competition
with the Company or which  induces any customer or  prospective  customer of the

Company to breach a contract  with the Company or to decline to do business with
the Company;  or (e) the indictment of the  Participant  for a felony or serious
misdemeanor  offense,  either in connection  with the  performance of his or her
obligations  to the Company or which shall  adversely  affect the  Participant's
ability to perform such obligations; or (f) the commission of an act of fraud or
breach of fiduciary duty which results in loss, damage or injury to the Company;
or (g) the failure of the  Participant  to perform in a material  respect his or
her employment,  consulting or advisory obligations without proper cause; or (h)
intentional  violation  of  securities  laws or the  Company's  Insider  Trading
Policy. In making such  determination,  the Board shall act fairly and in utmost
good faith.  The Board may in its  discretion  waive or modify the provisions of
this  Section  at a  meeting  of  the  Board  with  respect  to  any  individual
Participant  with  regard  to the  facts  and  circumstances  of any  particular
situation involving a determination under this Section.

10. Miscellaneous.

     a.   Definitions.

     i.   "Company", for purposes of eligibility  under the Plan,  shall include
          any  present  or  future  subsidiary  corporations  of PAR  Technology
          Corporation,   as   defined   in   Section   424(f)  of  the  Code  (a
          "Subsidiary"),  and any present or future  parent  corporation  of the
          Company,  as defined in Section  424(e) of the Code.  For  purposes of
          Awards other than Incentive  Stock Options,  the term "Company"  shall
          include any other  business  venture in which the Company has a direct
          or indirect  significant  interest,  as determined by the Board in its
          sole discretion.

     ii.  "Code" means the Internal  Revenue Code of 1986,  as amended,  and any
          regulations promulgated thereunder.

     iii."Employee" for purposes of  eligibility  under the Plan shall include a
          person  to whom an  offer  of  employment  has  been  extended  by the
          Company.

     iv.  "Option Exchange Program" means a program whereby  outstanding options
          are exchanged for options with a lower exercise price.

     b. No Right To Employment  or Other Status.  No person shall have any claim
or right to be  granted  an  Award,  and the  grant  of an  Award  shall  not be
construed as giving a Participant the right to continued employment or any other
relationship with the Company.  The Company expressly  reserves the right at any
time to dismiss or otherwise  terminate its relationship with a Participant free
from any liability or claim under the Plan.

     c. No Rights As  Stockholder.  Subject to the  provisions of the applicable
Award,  no  Participant  or  Designated  Beneficiary  shall have any rights as a
stockholder  with respect to any shares of Common Stock to be  distributed  with
respect to an Award until becoming the record holder thereof.

     d. Effective Date and Term of Plan. The Plan shall become  effective on the
date on which it is adopted by the Board (the "Effective  Date". No Awards shall

Edgar Filing: PAR TECHNOLOGY CORP - Form DEF 14A

45



be  granted  under the Plan after the  completion  of ten years from the date on
which the Plan was  adopted by the  Board,  but Awards  previously  granted  may
extend beyond that date.

     e. Amendment of Plan. The Board may amend, suspend or terminate the Plan or
any portion thereof at any time.

     f.  Settlement of Awards.  Any other  provision of the Plan to the contrary
notwithstanding,  if any provisions of the Plan permits a Participant, at his or
her election,  to receive a cash settlement of Options or other Awards under the
Plan,  or  requires  the Company to pay a cash  settlement  of Options or Awards
under  the  Plan,  the  Participant  shall  be  entitled  to  receive  the  cash
settlement, and the Company shall be obligated to pay the cash settlement,  only
if the Company  determines,  in its sole and absolute  discretion,  to make such
payment.

     g.  Governing Law. The provisions of the Plan and all Awards made hereunder
shall be governed by and interpreted in accordance with the laws of the state of
incorporation  of  the  Company  Delaware,  without  regard  to  any  applicable
conflicts of law.

Approvals
Original Plan:
Adopted by the Board of Directors on:
         December 28, 2005

Modified Plan:
Adopted by the Board of Directors on:
         March 29, 2006

Approved by the stockholders on:

                                   Appendix C

                    AMENDMENT TO CERTIFICATE OF INCORPORATION

     PAR Technology Corporation (the "Corporation"), a corporation organized and
existing  under  and by virtue of the  General  Corporation  Law of the State of
Delaware, DOES HEREBY CERTIFY:

     FIRST:  That at a meeting  of the Board of  Directors  of the  Corporation,
resolutions  were  duly  adopted  setting  forth  a  proposed  amendment  to the
Certificate of Incorporation of the Corporation,  declaring said amendment to be
advisable and subject to  consideration at a meeting of the stockholders of said
corporation for consideration thereof. The proposed amendment is as follows:

     RESOLVED,  that the  Certificate  of  Incorporation  of the  Corporation be
amended by changing Section 1 of Article FOURTH thereof so that, as amended said
Section 1 shall be and read as follows:

     The total  number of shares of capital  stock which the  Corporation  shall
     have the authority to issue is thirty million (30,000,000) shares of stock,
     par value $0.02 per share, consisting of twenty-nine  million  (29,000,000)
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     shares of Common  Stock,  and one million  (1,000,000)  shares of Preferred
     Stock.

     SECOND: That thereafter,  pursuant to resolution of its Board of Directors,
an annual meeting of the  stockholders  of said  corporation was duly called and
held, upon notice in accordance with Section 222 of the General  Corporation Law
of the State of Delaware  at which  meeting  the  necessary  number of shares as
required by statute were voted in favor of the amendment.

     THIRD:  That  said  amendment  was  duly  adopted  in  accordance  with the
provisions  of  Section  242 of the  General  Corporation  Law of the  State  of
Delaware.

     IN WITNESS  WHEREOF,  the  Corporation  has caused this  certificate  to be
signed by Gregory T. Cortese, its Secretary, this ___ day of May, 2006.

By:  Gregory T. Cortese
     ------------------
Its:  Secretary
      ---------

New Hartford, New York
April 11, 2006

                     Directions to The New York Palace Hotel
                     455 Madison Avenue; New York, NY 10022
                                  212-888-7000

From Westchester: Take the Saw Mill River Parkway South. Follow the signs to the
Henry Hudson Parkway South. Follow the Henry Hudson Parkway South to 50th Street
(Manhattan). Exit onto 50th Street and follow across town to Madison Avenue. The
New York Palace is located on 50th Street between Madison and Park Avenues.

From New Jersey Turnpike (Lincoln Tunnel):
Go North on the New Jersey  Turnpike  (Interstate 95 North) to Exit 16 E for the
Lincoln Tunnel (pay toll). Follow directions into the Lincoln Tunnel (pay toll).
Upon  exiting the tunnel bear left for  "Uptown"  and proceed two blocks to 42nd
Street. Turn left onto 42nd Street. Turn right on 10th Avenue. Continue North to
50th  Street;  turn right onto 50th  Street.  Follow  50th  Street  across  town
traveling East to Madison Avenue.  The New York Palace is located on 50th Street
between Madison and Park Avenues.

From New England Via Triboro Bridge/95 South/Hutchinson River Parkway:
Follow signs to the Triboro  Bridge.  Follow all signs for  Manhattan/FDR  South
(pay toll). Take the FDR South. Exit onto 49th Street. Follow 49th Street to 6th
Avenue.  Turn right on 6th  Avenue.  Turn right onto 50th  Street.  The New York
Palace is located on 50th Street between Madison and Park Avenues.

From Midtown Tunnel / Long Island Expressway:
Enter the Queens Midtown Tunnel (pay toll). Upon exiting the tunnel bear right
to 37th Street (Uptown sign). Upon exiting the tunnel bear right to 37th Street
(Uptown sign). Follow 37th Street to 3rd Ave. Turn right onto 3rd Avenue to 51st
Street and turn left onto 51st Street. The New York Palace is located on 51st
Street between Park and Madison Avenues.
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                                [GRAPHIC OMITTED]

                                 REVOCABLE PROXY
                           PAR TECHNOLOGY CORPORATION
                         ANNUAL MEETING OF SHAREHOLDERS
                                  May 11, 2006
                                   10:00 AM

     THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
     The undersigned  shareholder of PAR TECHNOLOGY  CORPORATION hereby appoints
JOHN W. SAMMON,  JR.,  CHARLES A.  CONSTANTINO  and JAMES A. SIMMS or any one of
them, jointly or severally, proxies with full power of substitution, to vote all
shares of Common Stock of the Company which the  undersigned is entitled to vote
at the 2006 Annual Meeting of Shareholders to be held on Thursday,  May 11, 2006
at 10:00 AM, Local Time, at The New York Palace Hotel;  455 Madison Avenue,  New
York, NY 10022,  and at any adjournment  thereof,  for the election of Directors
and  upon  the  proposals  set  forth  and more  particularly  described  in the
accompanying  Notice of Annual  Meeting and Proxy  Statement and upon such other
matters that may properly come before the meeting.

  PLEASE COMPLETE, DATE, SIGN, AND MAIL THIS INSTRUCTION CARD PROMPTLY IN THE
  ENCLOSED POSTAGE-PAID ENVELOPE OR PROVIDE YOUR INSTRUCTIONS TO VOTE VIA THE
                           INTERNET OR BY TELEPHONE.

       (Continued, and to be marked, dated and signed, on the other side)
                              FOLD AND DETACH HERE
--------------------------------------------------------------------------------
           PAR TECHNOLOGY CORPORATION - ANNUAL MEETING, MAY 11, 2006:

                            YOUR VOTE IS IMPORTANT!
                   Proxy Materials are available on-line at:
                      http://www.partech.com/ir-front.cfm

                       You can vote in one of three ways:

1.   Call  toll  free  1-866-213-1445  on a  Touch-Tone  Phone  and  follow  the
     instructions on the reverse side. There is NO CHARGE to you for this call.

                                       or

2.   Via  the  Internet  at  https://www.proxyvotenow.com/ptc   and  follow  the
     instructions.

                                       or

3.   Mark,  sign and date your proxy card and return it promptly in the enclosed
     envelope.

                PLEASE SEE REVERSE SIDE FOR VOTING INSTRUCTIONS

                                 REVOCABLE PROXY
                           PAR TECHNOLOGY CORPORATION

ANNUAL MEETING OF SHAREHOLDERS
May 11, 2006
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Please mark as
indicated in this
example [ X ]

1. ELECTION OF DIRECTORS

[ ]  For
[ ]  Withhold All
[ ]  For All Except

Nominees for a 3 year term:
(01) Mr. Sangwoo Ahn
(02) Dr. Paul Nielsen

INSTRUCTION:  To withhold  authority to vote for any  nominee(s),  mark "For All
Except" and write that  nominee(s')  name(s) or number(s) in the space  provided
below.

___________________________________________________________________

2.   To approve the PAR Technology Corporation 2005 Equity Incentive Plan.

[ ]  For
[ ]  Against
[ ]  Abstain

3.   To approve the amendment of the  Certificate of  Incorporation  to increase
     the authorized shares of voting Common Stock from 19,000,000 to 29,000,000.

[ ]  For
[ ]  Against
[ ]  Abstain

4.   To  ratify  the  appointment  of  KPMG  LLP  as the  Company's  independent
     registered public accounting firm for the Company for the 2006 fiscal year.

[ ]  For
[ ]  Against
[ ]  Abstain

The Board of  Directors  recommends  a vote "FOR"  proposals  1,2,3 and 4 listed
above.

Mark here if you plan to attend the meeting  [  ]
Mark here for address change and note change  [  ]

___________________________________________________________________

___________________________________________________________________

___________________________________________________________________

UNLESS OTHERWISE  INSTRUCTED ABOVE, THE SHARES  REPRESENTED HEREBY WILL BE VOTED
IN  ACCORDANCE  WITH THE  RECOMMENDATIONS  OF THE BOARD OF  DIRECTORS  SET FORTH
ABOVE.

ELECTRONIC  DELIVERY OF PROXY  MATERIALS:  If you wish to receive  future annual
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reports and proxy materials via the internet, please send an email with "On-Line
Proxy Materials" in the subject line to: investor_relations@partech.com.

If signing as attorney,  executor,  administrator,  trustee or guardian,  please
give full  title as such and if  signing  for a  corporation,  please  give your
title.

Please be sure to date and sign this instruction card in the box below.

--------------------------------------------------------------------------------
Sign above                                       Date

x x x IF YOU WISH TO PROVIDE YOUR INSTRUCTIONS TO VOTE BY TELEPHONE OR INTERNET,
                    PLEASE READ THE INSTRUCTIONS BELOW x x x

                 FOLD AND DETACH HERE IF YOU ARE VOTING BY MAIL
--------------------------------------------------------------------------------
                            PROXY VOTING INSTRUCTIONS

Shareholders of record have three ways to vote:
1. By Mail; or
2. By Telephone (using a Touch-Tone Phone); or
3. By Internet.

A telephone or Internet vote authorizes the named proxies to vote your shares in
the same manner as if you marked,  signed, dated and returned this proxy. Please
note telephone and Internet votes must be cast prior to 3 a.m., May 11, 2006. It
is not necessary to return this proxy if you vote by telephone or Internet.

Vote by Telephone

Call  Toll-Free on a Touch-Tone  Phone  anytime  prior to 3 a.m.,  May 11, 2006.
1-866-213-1445

Vote by Internet
anytime prior to 3 a.m., May 11, 2006 go to https://www.proxyvotenow.com/ptc

 Please note that the last vote received, whether by telephone, Internet or by
                        mail, will be the vote counted.

         ON-LINE PROXY MATERIALS : http://www.partech.com/ir-front.cfm

                            Your vote is important!

th="10">  1.02 % 1.03 % 1.06 % 1.07 % 1.08 % .99 % .95 % .95 % .98 % 1.01 %
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Total investment

   income � net***6.70 %* 7.00 % 7.17 % 7.26 % 7.36 % 8.04 % 7.31 % 7.21 % 7.50 % 7.88 % 8.42 %

15

For the Six
Months
Ended

April 30, 2005

For the Year Ended October 31,
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(unaudited) 2004 2003 2002 2001� 2000� 1999� 1998� 1997 1996 1995

Amount of
dividends to
  Preferred
Stock
Shareholders .87%* .51% .50% .78% 1.74% 2.21% 1.30% 1.12% 1.55% 1.67% 1.81%

Investment
income � net,
   to Common
Stock
Shareholders 5.83%* 6.49% 6.67% 6.48% 5.62% 5.83% 6.01% 6.09% 5.95% 6.21% 6.61%

Ratios Based
on Average
Net
Assets of
Preferred
Stock
Dividends to
Preferred
   Stock
Shareholders 1.78%* 1.04% 1.00% 1.51% 3.31% 4.02% 2.75% 2.53% 3.48% 3.61% 3.68%

Supplemental
Data
Net assets
applicable
   to Common
Stock,
   end of
period
   (in
thousands) $306,582 $306,764 $300,502 $296,847 $295,457 $277,229 $275,281 $342,496 $341,230 $327,881 $323,033

Preferred
Stock
   outstanding,
end
   of period
   (in
thousands) $150,000 $150,000 $150,000 $150,000 $150,000 $150,000 $150,000 $150,000 $150,000 $150,000 $150,000

Portfolio
turnover 10.58% 32.30% 42.06% 42.89% 98.99% 142.46% 164.45% 154.08% 201.87% 95.49% 79.27%

Leverage
Asset
coverage per
$1,000 $3,044 $3,045 $3,003 $2,979 $2,970 $2,848 $2,835 $3,283 $3,275 $3,186 $3,154

Liquidation
preference
   per share $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000

Average
market value
   per share# $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000 $25,000

Dividends
Per Share on
Preferred
Shares
Outstanding
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Series A�
   Investment
income � net $210 $271 $276 $390 $855 $1,017 $706 $629 $869 $897 $885

Series B�
   Investment
income � net $231 $253 $240 $388 $853 $1,024 $702 $634 $868 $899 $942

Series C�
   Investment
income � net $223 $252 $235 $351 $777 $986 $650 $634 $872 $910 $934

* Annualized.

** Total investment returns based on market value, which can be significantly greater or lesser than the net asset value, may result in substantially different
returns. Total investment returns exclude the effects of sales charges.

*** Do not reflect the effect of dividends to Preferred Stock shareholders.

� Based on average shares outstanding.

# Based on monthly market value per share.

+ Amount is less than $.01 per share.

++ Aggregate total investment return.

� Certain prior year amounts have been reclassified to conform to current year presentation.

�� Amount is less than ($.01) per share.
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THE FUND

        MuniYield Quality Fund II, Inc. (the �Fund�) is a non-diversified, closed-end fund. The Fund was incorporated under the laws of the State of
Maryland on July 9, 1992, and has registered under the Investment Company Act of 1940, as amended (�1940 Act�). The Fund�s principal
executive office is located at 800 Scudders Mill Road, Plainsboro, New Jersey 08536, and its telephone number is (609) 282-2800.

        The Board of Directors of the Fund may at any time consider a merger, consolidation or other form of reorganization of the Fund with one
or more other investment companies advised by Fund Asset Management, L.P. (the �Investment Adviser�) that have similar investment objectives
and policies as the Fund. Any such merger, consolidation or other form of reorganization would require the prior approval of the Board of
Directors and, if the Fund is the acquired fund, the stockholders of the Fund. See �Description of Capital Stock � Certain Provisions of the Charter
and By-laws.�

USE OF PROCEEDS

        The net proceeds of this offering will be approximately $9,755,000 after payment of offering expenses (estimated to be approximately
$145,000) and the deduction of the underwriting discount.

        The net proceeds of the offering will be invested in accordance with the Fund�s investment objective and policies within approximately three
months after completion of this offering, depending on market conditions and the availability of appropriate securities. Pending such investment,
it is anticipated that the proceeds will be invested in short term, tax exempt securities. See �Investment Objective and Policies.�

CAPITALIZATION

        The following table sets forth the unaudited capitalization of the Fund as of April 30, 2005 and as adjusted to give effect to the issuance of
the shares of AMPS offered hereby.
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Actual As Adjusted

Preferred Stock (6,000 shares of Other AMPS authorized,
   issued and outstanding at $25,000 per share liquidation preference, plus
   accumulated but unpaid dividends; 6400 shares of AMPS and Other AMPS
   authorized, issued and outstanding, as adjusted, at $25,000 per share liquidation
   preference, plus accumulated but unpaid dividends)

$150,023,040 $160,023,040

Common stock, par value $.10 per share (199,994,000 shares authorized, 22,366,930
   shares issued and outstanding; 199,993,600 shares authorized, 22,366,930 shares
   issued and outstanding, as adjusted)

$   2,236,693 $   2,236,693

Paid-in capital in excess of par value 311,763,292 311,518,292
Undistributed investment income�net 4,835,663 4,835,663
Accumulated realized capital losses�net (39,087,186) (39,087,186)
Unrealized appreciation�net 26,833,656 26,833,656

Net assets applicable to outstanding common stock $306,582,118 $306,337,118

PORTFOLIO COMPOSITION

        As of April 30, 2005, approximately 99.21% of the market value of the Fund�s portfolio was invested in long term and intermediate term
municipal obligations and approximately 0.79% of the market value of the Fund�s portfolio was invested in short term tax exempt securities. The
following table sets forth certain information with respect to the composition of the Fund�s long term and intermediate term municipal obligations
investment portfolio as of April 30, 2005.

Moody�s* S&P*
Number of
Issues

Value
(in thousands) Percent

      Aaa AAA 105 $400,110 88.38%
      Aa AA 6 14,757 3.26
       A A 7 26,398 5.83
      Baa BBB 2 1,669 0.37
      Ba BBB 1 8,606 1.90
     NR** NR** 1 1,160 0.26

Total 122 $452,700 100.00%

* Ratings: Using the higher of Moody�s or S&P ratings on the Fund�s investments. Moody�s rating categories may be modified further by a 1, 2 or 3 in Aa,
A, Baa, Ba, B and Caa ratings. S&P rating categories may be modified further by a plus (+) or minus (-) in AA, A, BBB, BB, B and CCC ratings.

** Not Rated.
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INVESTMENT OBJECTIVE AND POLICIES

        The Fund�s investment objective is to provide shareholders with as high a level of current income exempt from Federal income taxes as is
consistent with its investment policies and prudent investment management. The Fund seeks to achieve its investment objective by investing, as
a fundamental policy, at least 80% of an aggregate of the Fund�s net assets (including proceeds from the issuance of preferred stock), and the
proceeds of any borrowings for investment purposes, in a portfolio of municipal obligations issued by or on behalf of states, territories and
possessions of the United States and their political subdivisions, agencies or instrumentalities, each of which pays interest that, in the opinion of
bond counsel to the issuer, is excludable from gross income for Federal income tax purposes (except that the interest may be includable in
taxable income for purposes of the Federal alternative minimum tax) (�Municipal Bonds�). The Fund invests in Municipal Bonds which are rated
in the three highest quality rating categories (A or better) or, if unrated, are considered by the Investment Adviser to be of comparable quality.
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The Fund�s investment objective and its policy of investing at least 80% of an aggregate of the Fund�s net assets (including proceeds from the
issuance of preferred stock), and the proceeds of any borrowings for investment purposes, in Municipal Bonds are fundamental policies that may
not be changed without a vote of a majority of the outstanding voting securities of the Fund (as defined in the 1940 Act). There can be no
assurance that the Fund�s investment objective will be realized.

        The Fund may invest in certain tax exempt securities classified as �private activity bonds� (or industrial development bonds, under pre-1986
law) (�PABs�) (in general, bonds that benefit non-governmental entities) that may subject certain investors in the Fund to an alternative minimum
tax. See �Taxes.� The percentage of the Fund�s total assets invested in PABs will vary from time to time. The Fund will not invest more than 25%
of its total assets (taken at market value) in Municipal Bonds whose issuers are located in the same state.

        The Municipal Bonds in which the Fund invests are those Municipal Bonds rated at the date of purchase in the three highest quality ratings
as determined by either Moody�s Investors Service, Inc. (�Moody�s�) (currently Aaa, Aa and A), Standard & Poor�s (�S&P�) (currently AAA, AA and
A) or Fitch Ratings (�Fitch�) (currently AAA, AA and A). In the case of short term notes, these quality rating categories are SP-1+ through SP-2
for S&P, MIG-1 through MIG-3 for Moody�s and F-1+ through F-2 for Fitch. In the case of tax exempt commercial paper, these quality rating
categories are A-1+ through A-2 for S&P, Prime-1 through Prime-2 for Moody�s and F-1+ through F-2 for Fitch. There may be sub-categories or
gradations indicating relative standing within the rating categories set forth above. In assessing the quality of Municipal Bonds with respect to
the foregoing requirements, the Investment Adviser takes into account the nature of any letters of credit or similar credit enhancement to which
particular Municipal Bonds are entitled and the creditworthiness of the financial institution that provided such credit enhancement. See
Appendix A � �Description of Municipal Bond Ratings� to the statement of additional information. If unrated, such securities will possess
creditworthiness comparable, in the opinion of the Investment Adviser, to other obligations in which the Fund may invest.

        All percentage and ratings limitations on securities in which the Fund may invest apply at the time of making an investment and shall not be
considered violated if an investment rating is subsequently downgraded to a rating that would have precluded the Fund�s initial investment in
such security. In the event that the Fund disposes of a portfolio security subsequent to its being downgraded, the Fund may experience a greater
risk of loss than if such security had been sold prior to such downgrade.

        The net asset value of the shares of common stock of a closed-end investment company, such as the Fund, which invests primarily in fixed
income securities, changes as the general levels of interest rates fluctuate. When interest rates decline, the value of a fixed income portfolio can
be expected to rise. Conversely, when interest rates rise, the value of a fixed income portfolio can be expected to decline. Prices of longer term
securities in which the Fund primarily invests generally fluctuate more in response to interest rate changes than do shorter term securities. These
changes in net asset value are likely to be greater in the case of a fund having a leveraged capital structure, such as the Fund.

        The Fund intends to invest primarily in long term Municipal Bonds with maturities of more than ten years. However, the Fund also may
invest in intermediate term Municipal Bonds with maturities of between three years and ten years. The Fund also may invest from time to time
in short term Municipal Bonds with maturities of less than three years. The average maturity of the Fund�s portfolio securities will vary based
upon the Investment Adviser�s assessment of economic and market conditions. As of April 30, 2005, the weighted average maturity of the Fund�s
portfolio was approximately 19.89 years.

18

        For temporary periods or to provide liquidity, the Fund has the authority to invest as much as 20% of its total assets in tax exempt and
taxable money market obligations with a maturity of one year or less (such short term obligations being referred to herein as �Temporary
Investments�). In addition, the Fund reserves the right as a defensive measure to invest temporarily a greater portion of its assets in Temporary
Investments, when, in the opinion of the Investment Adviser, prevailing market or financial conditions warrant. Taxable money market
obligations will yield taxable income. The Fund also may invest in variable rate demand obligations (�VRDOs�) and VRDOs in the form of
participation interests (�Participating VRDOs�) in variable rate tax exempt obligations held by a financial institution. See �Other Investment
Policies�Temporary Investments.� The Fund�s hedging strategies, which are described in more detail under �Hedging Transactions�Financial Futures
Transactions and Options,� are not fundamental policies and may be modified by the Board of Directors of the Fund without the approval of the
Fund�s stockholders. The Fund is also authorized to invest in indexed and inverse floating rate obligations for hedging purposes and to seek to
enhance return.

        The Fund may invest in securities not issued by or on behalf of a state or territory or by an agency or instrumentality thereof, if the Fund
receives an opinion of counsel to the issuer that such securities pay interest that is excludable from gross income for Federal income tax
purposes (�Non-Municipal Tax Exempt Securities�). Non-Municipal Tax Exempt Securities could include trust certificates, partnership interests or
other instruments evidencing interest in one or more long term municipal securities. Non-Municipal Tax Exempt Securities also may include
securities issued by other investment companies that invest in Municipal Bonds, to the extent such investments are permitted by the Fund�s
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investment restrictions and applicable law. Non-Municipal Tax Exempt Securities are subject to the same risks associated with an investment in
Municipal Bonds as well as many of the risks associated with investments in derivatives. While the Fund receives opinions of legal counsel to
the effect that the income from the Non-Municipal Tax Exempt Securities in which the Fund invests is excludable from gross income for Federal
income tax purposes to the same extent as the underlying municipal securities, the Internal Revenue Service (�IRS�) has not issued a ruling on this
subject. Were the IRS to issue an adverse ruling or take an adverse position with respect to the taxation of these types of securities, there is a risk
that the interest paid on such securities would be deemed taxable at the Federal level.

        The Fund ordinarily does not intend to realize significant investment income not exempt from Federal income tax. From time to time, the
Fund may realize taxable capital gains.

        Federal tax legislation has limited the types and volume of bonds the interest on which qualifies for a Federal income tax exemption. As a
result, this legislation and legislation that may be enacted in the future may affect the availability of Municipal Bonds for investment by the
Fund.

Risk Factors and Special Considerations Relating to Municipal Bonds

        The risks and special considerations involved in investment in Municipal Bonds vary with the types of instruments being acquired.
Investments in Non-Municipal Tax Exempt Securities may present similar risks, depending on the particular product. Certain instruments in
which the Fund may invest may be characterized as derivative instruments. See �� Description of Municipal Bonds� and �� Hedging Transactions �
Financial Futures Transactions and Options.�

        The value of Municipal Bonds generally may be affected by uncertainties in the municipal markets as a result of legislation or litigation,
including legislation or litigation that changes the taxation of Municipal Bonds or the rights of Municipal Bond holders in the event of a
bankruptcy. Municipal bankruptcies are rare, and certain provisions of the U.S. Bankruptcy Code governing such bankruptcies are unclear.
Further, the application of state law to Municipal Bond issuers could produce varying results among the states or among Municipal Bond issuers
within a state. These uncertainties could have a significant impact on the prices of the Municipal Bonds in which the Fund invests.
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Description of Municipal Bonds

        Set forth below is a detailed description of the Municipal Bonds and Temporary Investments in which the Fund may invest. Information
with respect to ratings assigned to tax exempt obligations that the Fund may purchase is set forth in Appendix A � �Description of Municipal Bond
Ratings� to the statement of additional information. Obligations are included within the term Municipal Bonds if the interest paid thereon is
excluded from gross income for Federal income tax purposes in the opinion of bond counsel to the issuer.

        Municipal Bonds include debt obligations issued to obtain funds for various public purposes, including the construction of a wide range of
public facilities, refunding of outstanding obligations and obtaining funds for general operating expenses and loans to other public institutions
and facilities. In addition, certain types of bonds are issued by or on behalf of public authorities to finance various privately owned or operated
facilities, including certain facilities for the local furnishing of electric energy or gas, sewage facilities, solid waste disposal facilities and other
specialized facilities. Other types of industrial development bonds or private activity bonds, the proceeds of which are used for the construction,
equipment or improvement of privately operated industrial or commercial facilities, may constitute Municipal Bonds, although the current
Federal tax laws place substantial limitations on the size of such issues. The interest on Municipal Bonds may bear a fixed rate or be payable at a
variable or floating rate. The two principal classifications of Municipal Bonds are �general obligation� and �revenue� bonds, which latter category
includes PABs.

        The Fund has not established any limit on the percentage of its portfolio that may be invested in PABs. The Fund may not be a suitable
investment for investors who are already subject to the Federal alternative minimum tax or who would become subject to the Federal alternative
minimum tax as a result of an investment in the Fund�s common stock. See �Taxes.�

General Obligation Bonds. General obligation bonds are secured by the issuer�s pledge of its faith, credit and taxing power for the payment
of principal and interest. The taxing power of any governmental entity may be limited, however, by provisions of its state constitution or laws,
and an entity�s creditworthiness will depend on many factors, including potential erosion of its tax base due to population declines, natural
disasters, declines in the state�s industrial base or inability to attract new industries, economic limits on the ability to tax without eroding the tax
base, state legislative proposals or voter initiatives to limit ad valorem real property taxes and the extent to which the entity relies on Federal or
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state aid, access to capital markets or other factors beyond the state�s or entity�s control. Accordingly, the capacity of the issuer of a general
obligation bond as to the timely payment of interest and the repayment of principal when due is affected by the issuer�s maintenance of its tax
base.

Revenue Bonds. Revenue bonds are payable only from the revenues derived from a particular facility or class of facilities or, in some cases,
from the proceeds of a special excise tax or other specific revenue sources such as payments from the user of the facility being financed.
Accordingly, the timely payment of interest and the repayment of principal in accordance with the terms of the revenue or special obligation
bond is a function of the economic viability of such facility or such revenue source.

PABs. The Fund may purchase PABs. PABs are, in most cases, tax exempt securities issued by states, municipalities or public authorities to
provide funds, usually through a loan or lease arrangement, to a private entity for the purpose of financing construction or improvement of a
facility to be used by the entity. Such bonds are secured primarily by revenues derived from loan repayments or lease payments due from the
entity which may or may not be guaranteed by a parent company or otherwise secured. PABs generally are not secured by a pledge of the taxing
power of the issuer of such bonds. Therefore, an investor should be aware that repayment of such bonds generally depends on the revenues of a
private entity and be aware of the risks that such an investment may entail. Continued ability of an entity to generate sufficient revenues for the
payment of principal and interest on such bonds will be affected by many factors including the size of the entity, capital structure, demand for its
products or services, competition, general economic conditions, government regulation and the entity�s dependence on revenues for the operation
of the particular facility being financed.

Moral Obligation Bonds. The Fund also may invest in �moral obligation� bonds, which are normally issued by special purpose public
authorities. If an issuer of moral obligation bonds is unable to meet its obligations, the repayment of such bonds becomes a moral commitment
but not a legal obligation of the state or municipality in question.
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Municipal Lease Obligations. Also included within the general category of Municipal Bonds are certificates of participation (�COPs�) issued
by government authorities or entities to finance the acquisition or construction of equipment, land and/or facilities. COPs represent participations
in a lease, an installment purchase contract or a conditional sales contract (hereinafter collectively called �lease obligations�) relating to such
equipment, land or facilities. Although lease obligations do not constitute general obligations of the issuer for which the issuer�s unlimited taxing
power is pledged, a lease obligation is frequently backed by the issuer�s covenant to budget for, appropriate and make the payments due under the
lease obligation. However, certain lease obligations contain �non-appropriation� clauses which provide that the issuer has no obligation to make
lease or installment purchase payments in future years unless money is appropriated for such purpose on a yearly basis. Although
�non-appropriation� lease obligations are secured by the leased property, disposition of the property in the event of foreclosure might prove
difficult and the value of the property may be insufficient to issue lease obligations. Certain investments in lease obligations may be illiquid.

Indexed and Inverse Floating Rate Securities. The Fund may invest in Municipal Bonds (and Non- Municipal Tax Exempt Securities) that
yield a return based on a particular index of value or interest rates. For example, the Fund may invest in Municipal Bonds that pay interest based
on an index of Municipal Bond interest rates. The principal amount payable upon maturity of certain Municipal Bonds also may be based on the
value of the index. To the extent the Fund invests in these types of Municipal Bonds, the Fund�s return on such Municipal Bonds will be subject
to risk with respect to the value of the particular index. Interest and principal payable on the Municipal Bonds may also be based on relative
changes among particular indices. Also, the Fund may invest in so-called �inverse floating obligations� or �residual interest bonds� on which the
interest rates vary inversely with a short term floating rate (which may be reset periodically by a dutch auction, a remarketing agent, or by
reference to a short term tax exempt interest rate index). The Fund may purchase synthetically created inverse floating rate bonds evidenced by
custodial or trust receipts. Generally, income on inverse floating rate bonds will decrease when short term interest rates increase, and will
increase when short term interest rates decrease. Such securities have the effect of providing a degree of investment leverage, since they may
increase or decrease in value in response to changes, as an illustration, in market interest rates at a rate which is a multiple (typically two) of the
rate at which fixed rate long term tax exempt securities increase or decrease in response to such changes. As a result, the market values of such
securities will generally be more volatile than the market values of fixed rate tax exempt securities. To seek to limit the volatility of these
securities, the Fund may purchase inverse floating obligations with shorter-term maturities or which contain limitations on the extent to which
the interest rate may vary. Certain investments in such obligations may be illiquid.

When Issued Securities, Delayed Delivery Securities and Forward Commitments. The Fund may purchase or sell securities that it is entitled
to receive on a when issued basis. The Fund may also purchase or sell securities on a delayed delivery basis. The Fund may also purchase or sell
securities through a forward commitment. These transactions involve the purchase or sale of securities by the Fund at an established price with
payment and delivery taking place in the future. The purchase will be recorded on the date the Fund enters into the commitment and the value of
the securities will thereafter be reflected in the Fund�s net asset value. The Fund enters into these transactions to obtain what is considered an
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advantageous price to the Fund at the time of entering into the transaction. The Fund has not established any limit on the percentage of its assets
that may be committed in connection with these transactions. When the Fund purchases securities in these transactions, the Fund segregates
liquid securities in an amount equal to the amount of its purchase commitments.

        There can be no assurance that a security purchased on a when issued basis will be issued or that a security purchased or sold through a
forward commitment will be delivered. A default by a counterparty may result in the Fund missing the opportunity of obtaining a price
considered to be advantageous. The value of securities in these transactions on the delivery date may be more or less than the Fund�s purchase
price. The Fund may bear the risk of a decline in the value of the security in these transactions and may not benefit from an appreciation in the
value of the security during the commitment period.

Call Rights. The Fund may purchase a Municipal Bond issuer�s right to call all or a portion of such Municipal Bond for mandatory tender
for purchase (a �Call Right�). A holder of a Call Right may exercise such right to require a mandatory tender for the purchase of related Municipal
Bonds, subject to certain conditions. A
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Call Right that is not exercised prior to maturity of the related Municipal Bond will expire without value. The economic effect of holding both
the Call Right and the related Municipal Bond is identical to holding a Municipal Bond as a non-callable security. Certain investments in such
obligations may be illiquid.

Yields. Yields on Municipal Bonds are dependent on a variety of factors, including the general condition of the money market and of the
municipal bond market, the size of a particular offering, the financial condition of the issuer, the maturity of the obligation and the rating of the
issue. The ability of the Fund to achieve its investment objective is also dependent on the continuing ability of the issuers of the securities in
which the Fund invests to meet their obligations for the payment of interest and principal when due. There are variations in the risks involved in
holding Municipal Bonds, both within a particular classification and between classifications, depending on numerous factors. Furthermore, the
rights of owners of Municipal Bonds and the obligations of the issuer of such Municipal Bonds may be subject to applicable bankruptcy,
insolvency and similar laws and court decisions affecting the rights of creditors generally and to general equitable principles, which may limit
the enforcement of certain remedies.

Hedging Transactions

        The Fund may hedge all or a portion of its portfolio investments against fluctuations in interest rates through the use of options and certain
financial futures contracts and options thereon. While the Fund�s use of hedging strategies is intended to reduce the volatility of the net asset
value of the Fund�s shares of common stock, the net asset value of the Fund�s shares of common stock will fluctuate. No assurance can be given
that the Fund�s hedging transactions will be effective. The Fund only may engage in hedging activities from time to time and may not necessarily
be engaging in hedging activities when movements in interest rates occur. The Fund has no obligation to enter into hedging transactions and may
choose not to do so. Furthermore, for so long as the AMPS are rated by Moody�s and S&P, the Fund�s use of options and certain financial futures
and options thereon will be subject to the limitations described under �Rating Agency Guidelines.�

Financial Futures Transactions and Options. The Fund is authorized to purchase and sell certain exchange traded financial futures
contracts (�financial futures contracts�) in order to hedge its investments in Municipal Bonds against declines in value, and to hedge against
increases in the cost of securities it intends to purchase or to seek to enhance the Fund�s return. However, any transactions involving financial
futures or options (including puts and calls associated therewith) will be in accordance with the Fund�s investment policies and limitations. A
financial futures contract obligates the seller of a contract to deliver and the purchaser of a contract to take delivery of the type of financial
instrument covered by the contract, or in the case of index-based futures contracts to make and accept a cash settlement, at a specific future time
for a specified price. To hedge its portfolio, the Fund may take an investment position in a futures contract which will move in the opposite
direction from the portfolio position being hedged. A sale of financial futures contracts may provide a hedge against a decline in the value of
portfolio securities because such depreciation may be offset, in whole or in part, by an increase in the value of the position in the financial
futures contracts. A purchase of financial futures contracts may provide a hedge against an increase in the cost of securities intended to be
purchased because such appreciation may be offset, in whole or in part, by an increase in the value of the position in the futures contracts.

        Distributions, if any, of net long term capital gains from certain transactions in futures or options are taxable at long term capital gains rates
for Federal income tax purposes. See �Taxes.�

Futures Contracts. A futures contract is an agreement between two parties to buy and sell a security or, in the case of an index-based
futures contract, to make and accept a cash settlement for a set price on a future date. A majority of transactions in futures contracts, however, do
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not result in the actual delivery of the underlying instrument or cash settlement, but are settled through liquidation, i.e., by entering into an
offsetting transaction. Futures contracts have been designed by boards of trade which have been designated �contracts markets� by the Commodity
Futures Trading Commission (�CFTC�).

        The purchase or sale of a futures contract differs from the purchase or sale of a security in that no price or premium is paid or received.
Instead, an amount of cash or securities acceptable to the broker and the relevant contract market, which varies, but is generally about 5% of the
contract amount, must be deposited with the broker. This amount is known as �initial margin� and represents a �good faith� deposit assuring the
performance of both the purchaser and seller under the futures contract. Subsequent payments to and from the broker, called
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�variation margin,� are required to be made on a daily basis as the price of the futures contract fluctuates making the long and short positions in the
futures contract more or less valuable, a process known as �marking to the market.� At any time prior to the settlement date of the futures contract,
the position may be closed out by taking an opposite position that will operate to terminate the position in the futures contract. A final
determination of variation margin is then made, additional cash is required to be paid to or released by the broker and the purchaser realizes a
loss or gain. In addition, a nominal commission is paid on each completed sale transaction.

        The Fund deals in financial futures contracts based on a long term municipal bond index developed by the Chicago Board of Trade (�CBT�)
and The Bond Buyer (the �Municipal Bond Index�). The Municipal Bond Index is comprised of 40 tax exempt municipal revenue and general
obligation bonds. Each bond included in the Municipal Bond Index must be rated A or higher by Moody�s or S&P and must have a remaining
maturity of 19 years or more. Twice a month new issues satisfying the eligibility requirements are added to, and an equal number of old issues
are deleted from, the Municipal Bond Index. The value of the Municipal Bond Index is computed daily according to a formula based on the price
of each bond in the Municipal Bond Index, as evaluated by six dealer-to-dealer brokers.

        The Municipal Bond Index futures contract is traded only on the CBT. Like other contract markets, the CBT assures performance under
futures contracts through a clearing corporation, a nonprofit organization managed by the exchange membership which is also responsible for
handling daily accounting of deposits or withdrawals of margin.

        The Fund may also purchase and sell financial futures contracts on U.S. Government securities as a hedge against adverse changes in
interest rates as described below. With respect to U.S. Government securities, currently there are financial futures contracts based on long term
U.S. Treasury bonds, U.S. Treasury notes, Government National Mortgage Association (�GNMA�) Certificates and three-month U.S. Treasury
bills. The Fund may purchase and write call and put options on futures contracts on U.S. Government securities and purchase and sell Municipal
Bond Index futures contracts in connection with its hedging strategies.

        The Fund also may engage in other futures contracts transactions such as futures contracts on other municipal bond indices that may
become available if the Investment Adviser should determine that there is normally a sufficient correlation between the prices of such futures
contracts and the Municipal Bonds in which the Fund invests to make such hedging appropriate.

        Futures Strategies. The Fund may sell a financial futures contract (i.e., assume a short position) in anticipation of a decline in the value of
its investments in Municipal Bonds resulting from an increase in interest rates or otherwise. The risk of decline could be reduced without
employing futures as a hedge by selling such Municipal Bonds and either reinvesting the proceeds in securities with shorter maturities or by
holding assets in cash. This strategy, however, entails increased transaction costs in the form of dealer spreads and typically would reduce the
average yield of the Fund�s portfolio securities as a result of the shortening of maturities. The sale of futures contracts provides an alternative
means of hedging against declines in the value of its investments in Municipal Bonds. As such values decline, the value of the Fund�s positions in
the futures contracts will tend to increase, thus offsetting all or a portion of the depreciation in the market value of the Fund�s Municipal Bond
investments that are being hedged. While the Fund will incur commission expenses in selling and closing out futures positions, commissions on
futures transactions are lower than transaction costs incurred in the purchase and sale of Municipal Bonds. In addition, the ability of the Fund to
trade in the standardized contracts available in the futures markets may offer a more effective defensive position than a program to reduce the
average maturity of the portfolio securities due to the unique and varied credit and technical characteristics of the municipal debt instruments
available to the Fund. Employing futures as a hedge also may permit the Fund to assume a defensive posture without reducing the yield on its
investments beyond any amounts required to engage in futures trading.

        When the Fund intends to purchase Municipal Bonds, the Fund may purchase futures contracts as a hedge against any increase in the cost
of such Municipal Bonds resulting from a decrease in interest rates or otherwise, that may occur before such purchases can be effected. Subject
to the degree of correlation between the Municipal Bonds and the futures contracts, subsequent increases in the cost of Municipal Bonds should
be reflected in the value of the futures held by the Fund. As such purchases are made, an equivalent amount of futures contracts will be closed
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out. Due to changing market conditions and interest rate forecasts, however, a futures position may be terminated without a corresponding
purchase of portfolio securities.
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Call Options on Futures Contracts. The Fund may also purchase and sell exchange traded call and put options on financial futures
contracts. The purchase of a call option on a futures contract is analogous to the purchase of a call option on an individual security. Depending
on the pricing of the option compared to either the futures contract upon which it is based or the price of the underlying debt securities, it may or
may not be less risky than ownership of the futures contract or underlying debt securities. Like the purchase of a futures contract, the Fund will
purchase a call option on a futures contract to hedge against a market advance when the Fund is not fully invested.

        The writing of a call option on a futures contract constitutes a partial hedge against declining prices of the securities which are deliverable
upon exercise of the futures contract. If the futures price at expiration is below the exercise price, the Fund will retain the full amount of the
option premium which provides a partial hedge against any decline that may have occurred in the Fund�s portfolio holdings.

Put Options on Futures Contracts. The purchase of a put option on a futures contract is analogous to the purchase of a protective put option
on portfolio securities. The Fund will purchase a put option on a futures contract to hedge the Fund�s portfolio against the risk of rising interest
rates.

        The writing of a put option on a futures contract constitutes a partial hedge against increasing prices of the securities which are deliverable
upon exercise of the futures contract. If the futures price at expiration is higher than the exercise price, the Fund will retain the full amount of the
option premium which provides a partial hedge against any increase in the price of Municipal Bonds which the Fund intends to purchase.

        The writer of an option on a futures contract is required to deposit initial and variation margin pursuant to requirements similar to those
applicable to futures contracts. Premiums received from the writing of an option will be included in initial margin. The writing of an option on a
futures contract involves risks similar to those relating to futures contracts.

        Under regulations of the CFTC, the futures trading activity described herein will not result in the Fund being deemed a �commodity pool� and
the Fund need not be operated by a person registered with the CFTC as a �commodity pool operator.�

        When the Fund purchases a futures contract, or writes a put option or purchases a call option thereon, an amount of cash, cash equivalents
(e.g., high grade commercial paper and daily tender adjustable notes) or liquid securities will be segregated, so that the amount so segregated
plus the amount of initial and variation margin held in the account of its broker equals the market value of the futures contracts, thereby ensuring
that the use of such futures contract is unleveraged. It is not anticipated that transactions in futures contracts will have the effect of increasing
portfolio turnover.

Risk Factors in Futures Transactions and Options. Investment in futures contracts involves the risk of imperfect correlation between
movements in the price of the futures contract and the price of the security being hedged. The hedge will not be fully effective when there is
imperfect correlation between the movements in the prices of two financial instruments. For example, if the price of the futures contract moves
more or less than the price of the hedged security, the Fund will experience either a loss or gain on the futures contract which is not completely
offset by movements in the price of the hedged securities. To compensate for imperfect correlations, the Fund may purchase or sell futures
contracts in a greater dollar amount than the hedged securities if the volatility of the hedged securities is historically greater than the volatility of
the futures contracts. Conversely, the Fund may purchase or sell fewer futures contracts if the volatility of the price of the hedged securities is
historically less than that of the futures contracts.

        The particular municipal bonds comprising the index underlying the Municipal Bond Index financial futures contract may vary from the
bonds held by the Fund. As a result, the Fund�s ability to hedge effectively all or a portion of the value of its Municipal Bonds through the use of
such financial futures contracts will depend in part on the degree to which price movements in the index underlying the financial futures contract
correlate with the price movements of the Municipal Bonds held by the Fund. The correlation may be affected by disparities in the average
maturity, ratings, geographical mix or structure of the Fund�s investments as compared to those comprising the Municipal Bond Index and
general economic or political factors. In addition, the correlation between movements in the value of the Municipal Bond Index may be subject
to change over time as additions to and deletions from the Municipal Bond Index alter its structure. The correlation between futures contracts on
U.S.
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Government securities and the Municipal Bonds held by the Fund may be adversely affected by similar factors and the risk of imperfect
correlation between movements in the prices of such futures contracts and the prices of Municipal Bonds held by the Fund may be greater.
Municipal Bond Index futures contracts were approved for trading in 1986. Trading in such futures contracts may tend to be less liquid than
trading in other futures contracts. The trading of futures contracts also is subject to certain market risks, such as inadequate trading activity,
which could at times make it difficult or impossible to liquidate existing positions.

        The Fund expects to liquidate a majority of the futures contracts it enters into through offsetting transactions on the applicable contract
market. There can be no assurance, however, that a liquid secondary market will exist for any particular futures contract at any specific time.
Thus, it may not be possible to close out a futures position. In the event of adverse price movements, the Fund would continue to be required to
make daily cash payments of variation margin. In such situations, if the Fund has insufficient cash, it may be required to sell portfolio securities
to meet daily variation margin requirements at a time when it may be disadvantageous to do so. The inability to close out futures positions also
could have an adverse impact on the Fund�s ability to hedge effectively its investments in Municipal Bonds. The liquidity of a secondary market
in a futures contract may be adversely affected by �daily price fluctuation limits� established by commodity exchanges which limit the amount of
fluctuation in a futures contract price during a single trading day. Once the daily limit has been reached in the contract, no trades may be entered
into at a price beyond the limit, thus preventing the liquidation of open futures positions. Prices have in the past moved beyond the daily limit on
a number of consecutive trading days. The Fund will enter into a futures position only if, in the judgment of the Investment Adviser, there
appears to be an actively traded secondary market for such futures contracts.

        The successful use of transactions in futures and related options also depends on the ability of the Investment Adviser to forecast correctly
the direction and extent of interest rate movements within a given time frame. To the extent interest rates remain stable during the period in
which a futures contract or option is held by the Fund or such rates move in a direction opposite to that anticipated, the Fund may realize a loss
on the hedging transaction which is not fully or partially offset by an increase in the value of portfolio securities. As a result, the Fund�s total
return for such period may be less than if it had not engaged in the hedging transaction.

        Because of low initial margin deposits made upon the opening of a futures position, futures transactions involve substantial leverage. As a
result, relatively small movements in the price of the futures contracts can result in substantial unrealized gains or losses. There is also the risk of
loss by the Fund of margin deposits in the event of bankruptcy of a broker with whom the Fund has an open position in a financial futures
contract. Because the Fund will engage in the purchase and sale of futures contracts for hedging purposes or to seek to enhance the Fund�s return,
any losses incurred in connection therewith should, if the hedging strategy is successful, be offset in whole or in part by increases in the value of
securities held by the Fund or decreases in the price of securities the Fund intends to acquire.

        The amount of risk the Fund assumes when it purchases an option on a futures contract is the premium paid for the option plus related
transaction costs. In addition to the correlation risks discussed above, the purchase of an option on a futures contract also entails the risk that
changes in the value of the underlying futures contract will not be fully reflected in the value of the option purchased.

OTHER INVESTMENT POLICIES

        The Fund has adopted certain other policies as set forth below.

Temporary Investments

        The Fund may invest in short term tax exempt and taxable securities subject to the limitations set forth above. The tax exempt money
market securities may include municipal notes, municipal commercial paper, municipal bonds with a remaining maturity of less than one year,
variable rate demand notes and participations therein. Municipal notes include tax anticipation notes, bond anticipation notes, revenue
anticipation notes and grant anticipation notes. Anticipation notes are sold as interim financing in anticipation of tax collection, bond sales,
government grants or revenue receipts. Municipal commercial paper refers to short term unsecured promissory notes generally issued to finance
short term credit needs. The taxable money market securities in which the Fund may invest as Temporary Investments consist of U.S.
Government securities, U.S. Government
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agency securities, domestic bank or savings institution certificates of deposit and bankers� acceptances, short term corporate debt securities such
as commercial paper and repurchase agreements. These Temporary Investments must have a stated maturity not in excess of one year from the
date of purchase. The Fund may not invest in any security issued by a commercial bank or a savings institution unless the bank or institution is
organized and operating in the United States, has total assets of at least one billion dollars and is a member of the Federal Deposit Insurance
Corporation (�FDIC�), except that up to 10% of total assets may be invested in certificates of deposit of smaller institutions if such certificates are
fully insured by the FDIC.

Interest Rate Swap Transactions

        In order to seek to hedge the value of the Fund against interest rate fluctuations, to hedge against increases in the Fund�s costs associated
with the dividend payments on any preferred stock, including the AMPS, or to seek to increase the Fund�s return, the Fund may enter into interest
rate swap transactions such as Municipal Market Data AAA Cash Curve swaps (�MMD Swaps�) or Bond Market Association Municipal Swap
Index swaps (�BMA Swaps�). To the extent that the Fund enters into these transactions, the Fund expects to do so primarily to preserve a return or
spread on a particular investment or portion of its portfolio as a duration management technique or to protect against any increase in the price of
securities the Fund anticipates purchasing at a later date. The Fund may enter into these transactions primarily as a hedge or for duration or risk
management rather than as a speculative investment. However, the Fund also may invest in MMD Swaps and BMA Swaps to seek to enhance
return or gain or to increase the Fund�s yield, for example, during periods of steep interest rate yield curves (i.e., wide differences between short
term and long term interest rates).

        The Fund may purchase and sell BMA Swaps in the BMA swap market. In a BMA Swap, the Fund exchanges with another party their
respective commitments to pay or receive interest (e.g., an exchange of fixed rate payments for floating rate payments linked to the Bond Market
Association Municipal Swap Index). Because the underlying index is a tax exempt index, BMA Swaps may reduce cross-market risks incurred
by the Fund and increase the Fund�s ability to hedge effectively. BMA Swaps are typically quoted for the entire yield curve, beginning with a
seven day floating rate index out to 30 years. The duration of a BMA Swap is approximately equal to the duration of a fixed rate Municipal
Bond with the same attributes as the swap (e.g., coupon, maturity, call feature).

        The Fund also may purchase and sell MMD Swaps, also known as MMD rate locks. An MMD Swap permits the Fund to lock in a specified
municipal interest rate for a portion of its portfolio to preserve a return on a particular investment or a portion of its portfolio as a duration
management technique or to protect against any increase in the price of securities to be purchased at a later date. By using an MMD Swap, the
Fund can create a synthetic long or short position, allowing the Fund to select the most attractive part of the yield curve. An MMD Swap is a
contract between the Fund and an MMD Swap provider pursuant to which the parties agree to make payments to each other on a notional
amount, contingent upon whether the Municipal Market Data AAA General Obligation Scale is above or below a specified level on the
expiration date of the contract. For example, if the Fund buys an MMD Swap and the Municipal Market Data AAA General Obligation Scale is
below the specified level on the expiration date, the counterparty to the contract will make a payment to the Fund equal to the specified level
minus the actual level, multiplied by the notional amount of the contract. If the Municipal Market Data AAA General Obligation Scale is above
the specified level on the expiration date, the Fund will make a payment to the counterparty equal to the actual level minus the specified level,
multiplied by the notional amount of the contract.

        In connection with investments in BMA and MMD Swaps, there is a risk that municipal yields will move in the opposite direction than
anticipated by the Fund, which would cause the Fund to make payments to its counterparty in the transaction that could adversely affect the
Fund�s performance.

        The Fund has no obligation to enter into BMA or MMD Swaps and may not do so. The net amount of the excess, if any, of the Fund�s
obligations over its entitlements with respect to each interest rate swap will be accrued on a daily basis, and the Fund will segregate liquid
securities having an aggregate net asset value at least equal to the accrued excess.

26

Credit Default Swap Agreements

        The Fund may enter into credit default swap agreements for hedging purposes or to seek to increase its return. The credit default swap
agreement may have as reference obligations one or more securities that are not currently held by the Fund. The protection �buyer� in a credit
default contract may be obligated to pay the protection �seller� an upfront or a periodic stream of payments over the term of the contract provided
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that no credit event on a reference obligation has occurred. If a credit event occurs, the seller generally must pay the buyer the �par value� (full
notional value) of the swap in exchange for an equal face amount of deliverable obligations of the reference entity described in the swap, or the
seller may be required to deliver the related net cash amount, if the swap is cash settled. The Fund may be either the buyer or seller in the
transaction. If the Fund is a buyer and no credit event occurs, the Fund may recover nothing if the swap is held through its termination date.
However, if a credit event occurs, the buyer generally may elect to receive the full notional value of the swap in exchange for an equal face
amount of deliverable obligations of the reference entity whose value may have significantly decreased. As a seller, the Fund generally receives
an upfront payment or a fixed rate of income throughout the term of the swap, which typically is between six months and three years, provided
that there is no credit event. If a credit event occurs, generally the seller must pay the buyer the full notional value of the swap in exchange for an
equal face amount of deliverable obligations of the reference entity whose value may have significantly decreased. As the seller, the Fund would
effectively add leverage to its portfolio because, in addition to its total net assets, the Fund would be subject to investment exposure on the
notional amount of the swap.

        Credit default swap agreements involve greater risks than if the Fund had invested in the reference obligation directly since, in addition to
general market risks, credit default swaps are subject to illiquidity risk, counterparty risk and credit risks. The Fund will enter into credit default
swap agreements only with counterparties who are rated investment grade quality by at least one nationally recognized statistical rating
organization at the time of entering into such transaction or whose creditworthiness is believed by the Investment Adviser to be equivalent to
such rating. A buyer generally also will lose its investment and recover nothing should no credit event occur and the swap is held to its
termination date. If a credit event were to occur, the value of any deliverable obligation received by the seller, coupled with the upfront or
periodic payments previously received, may be less than the full notional value it pays to the buyer, resulting in a loss of value to the seller. The
Fund�s obligations under a credit default swap agreement will be accrued daily (offset against any amounts owing to the Fund). The Fund will at
all times segregate with its custodian in connection with each such transaction liquid securities or cash with a value at least equal to the Fund�s
exposure (any accrued but unpaid net amounts owed by the Fund to any counterparty), on a marked-to-market basis (as calculated pursuant to
requirements of the Securities and Exchange Commission). Such segregation will ensure that the Fund has assets available to satisfy its
obligations with respect to the transaction and will avoid any potential leveraging of the Fund�s portfolio. Such segregation will not limit the
Fund�s exposure to loss.

VRDOs and Participating VRDOs

        VRDOs are tax exempt obligations that contain a floating or variable interest rate adjustment formula and right of demand on the part of the
holder thereof to receive payment of the unpaid principal balance plus accrued interest upon a short notice period not to exceed seven days.
There is, however, the possibility that because of default or insolvency the demand feature of VRDOs and Participating VRDOs may not be
honored. The interest rates are adjustable at intervals (ranging from daily to up to one year) to some prevailing market rate for similar
investments, such adjustment formula being calculated to maintain the market value of the VRDOs, at approximately the par value of the
VRDOs on the adjustment date. The adjustments typically are based upon the Public Securities Association Index or some other appropriate
interest rate adjustment index. The Fund may invest in all types of tax exempt instruments currently outstanding or to be issued in the future
which satisfy its short term maturity and quality standards.

        Participating VRDOs provide the Fund with a specified undivided interest (up to 100%) of the underlying obligation and the right to
demand payment of the unpaid principal balance plus accrued interest on the Participating VRDOs from the financial institution upon a specified
number of days� notice, not to exceed seven days. In addition, the Participating VRDO is backed by an irrevocable letter of credit or guaranty of
the financial institution. The Fund would have an undivided interest in the underlying obligation and thus participate on the same basis as the
financial institution in such obligation except that the financial institution typically retains fees
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out of the interest paid on the obligation for servicing the obligation, providing the letter of credit and issuing the repurchase commitment. The
Fund has been advised by its counsel that the Fund should be entitled to treat the income received on Participating VRDOs as interest from tax
exempt obligations as long as the Fund does not invest more than 20% of its total assets in such investments and certain other conditions are met.
It is contemplated that the Fund will not invest more than 20% of its assets in Participating VRDOs.

        VRDOs that contain an unconditional right of demand to receive payment of the unpaid principal balance plus accrued interest on a notice
period exceeding seven days may be deemed to be illiquid securities. The Directors may adopt guidelines and delegate to the Investment Adviser
the daily function of determining and monitoring liquidity of such VRDOs. The Directors, however, will retain sufficient oversight and will be
ultimately responsible for such determinations.
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        The Temporary Investments, VRDOs and Participating VRDOs in which the Fund may invest will be in the following rating categories at
the time of purchase: MIG-1/VMIG-1 through MIG-3/VMIG-3 for notes and VRDOs and Prime-1 through Prime-3 for commercial paper (as
determined by Moody�s), SP-1 through SP-2 for notes and A-1 through A-3 for VRDOs and commercial paper (as determined by S&P), or F-1
through F-3 for notes, VRDOs and commercial paper (as determined by Fitch). Temporary Investments, if not rated, must be of comparable
quality in the opinion of the Investment Adviser. In addition, the Fund reserves the right to invest temporarily a greater portion of its assets in
Temporary Investments for defensive purposes, when, in the judgment of the Investment Adviser, market conditions warrant.

Repurchase Agreements

        The Fund may invest in securities pursuant to repurchase agreements. Repurchase agreements may be entered into only with a member
bank of the Federal Reserve System or a primary dealer or an affiliate thereof, in U.S. Government securities. Under such agreements, the bank
or primary dealer or an affiliate thereof agrees, upon entering into the contract, to repurchase the security at a mutually agreed upon time and
price, thereby determining the yield during the term of the agreement. This results in a fixed rate of return insulated from market fluctuations
during such period. In repurchase agreements, the prices at which the trades are conducted do not reflect accrued interest on the underlying
obligations. Such agreements usually cover short periods, such as under one week. Repurchase agreements may be construed to be collateralized
loans by the purchaser to the seller secured by the securities transferred to the purchaser. In a repurchase agreement, the Fund will require the
seller to provide additional collateral if the market value of the securities falls below the repurchase price at any time during the term of the
repurchase agreement. In the event of default by the seller under a repurchase agreement construed to be a collateralized loan, the underlying
securities are not owned by the Fund but only constitute collateral for the seller�s obligation to pay the repurchase price. Therefore, the Fund may
suffer time delays and incur costs or possible losses in connection with the disposition of the collateral. In the event of a default under such a
repurchase agreement, instead of the contractual fixed rate of return, the rate of return to the Fund shall be dependent upon intervening
fluctuations of the market value of such security and the accrued interest on the security. In such event, the Fund would have rights against the
seller for breach of contract with respect to any losses arising from market fluctuations following the failure of the seller to perform.

        In general, for Federal income tax purposes, repurchase agreements are treated as collateralized loans secured by the securities �sold.�
Therefore, amounts earned under such agreements will not be considered tax exempt interest. The treatment of purchase and sales contracts is
less certain.

Borrowings

        The Fund is authorized to borrow money in amounts of up to 5% of the value of its total assets at the time of such borrowings; provided,
however, that the Fund is authorized to borrow moneys in amounts of up to 331/3% of the value of its total assets at the time of such borrowings
to finance the repurchase of its own common stock pursuant to tender offers or otherwise to redeem or repurchase shares of preferred stock.
Borrowings by the Fund (commonly known, as with the issuance of preferred stock, as �leveraging�) create an opportunity for greater total return
since, for example, the Fund will not be required to sell portfolio securities to repurchase or redeem shares but, at the same time, increase
exposure to capital risk. In addition, borrowed funds are subject to interest costs that may offset or exceed the return earned on the borrowed
funds.

28

DESCRIPTION OF AMPS

Certain of the capitalized terms used herein not otherwise defined in this prospectus have the meaning provided in the Glossary at the back
of this prospectus.

General

        The Series D AMPS will be shares of preferred stock that entitle their holders to receive dividends when, as and if declared by the Board of
Directors, out of funds legally available therefor, at a rate per annum that may vary for the successive Dividend Periods. After the Initial
Dividend Period, each Subsequent Dividend Period for the Series D AMPS generally will be a 7-Day Dividend Period; provided however, that
prior to any Auction, the Fund may elect, subject to certain limitations described herein, upon giving notice to holders thereof, a special dividend
period of up to five years (a �Special Dividend Period�). The Applicable Rate for a particular Dividend Period will be determined by an Auction
conducted on the Business Day before the start of such Dividend Period. Beneficial Owners and Potential Beneficial Owners of shares of AMPS
may participate in Auctions therefor, although, except in the case of a Special Dividend Period of more than 28 days, Beneficial Owners desiring
to continue to hold all of their shares of AMPS regardless of the Applicable Rate resulting from Auctions need not participate. For an
explanation of Auctions and the method of determining the Applicable Rate, see �The Auction� herein and in the statement of additional
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information.

        The Fund has outstanding 6,000 shares of three other series of Auction Market Preferred Stock, each with a liquidation preference of
$25,000 per share, plus accumulated but unpaid dividends, for an aggregate initial liquidation preference of $150,000,000 (the �Other AMPS�).
The Other AMPS are as follows: 2,000 shares of Auction Market Preferred Stock, Series A; 2,000 shares of Auction Market Preferred Stock,
Series B; and 2,000 shares of Auction Market Preferred Stock, Series C. The Series D AMPS offered hereby rank on a parity with the Other
AMPS with respect to dividends and liquidation preference. The terms of the shares of Other AMPS are substantially the same as the terms of
the shares of AMPS described below.

        The following is a brief description of the terms of the shares of the Series D AMPS. This description does not purport to be complete and
is subject to and qualified in its entirety by reference to the Fund�s Charter and Articles Supplementary, including the provisions thereof
establishing the Series D AMPS. The Fund�s Charter and the form of Articles Supplementary establishing the terms of the Series D AMPS have
been filed as exhibits to the Registration Statement of which this prospectus is a part.

Dividends

General. The holders of shares of AMPS will be entitled to receive, when, as and if declared by the Board of Directors of the Fund, out of
funds legally available therefor, cumulative cash dividends on their shares, at the Applicable Rate determined as set forth below under
�Determination of Dividend Rate,� payable on the respective dates set forth below. Dividends on the shares of AMPS so declared and payable
shall be paid (i) in preference to and in priority over any dividends so declared and payable on the Fund�s common stock, and (ii) to the extent
permitted under the Code, and to the extent available, out of net tax exempt income earned on the Fund�s investments. Generally, dividends on
shares of AMPS, to the extent that they are derived from interest paid on Municipal Bonds, will be exempt from Federal income taxes, subject to
possible application of the alternative minimum tax. See �Taxes.�

        Dividends on the shares of AMPS will accumulate from the date on which the Fund originally issues the shares of AMPS (the �Date of
Original Issue�) and will be payable on the dates described below. Dividends on shares of AMPS with respect to the Initial Dividend Period shall
be payable on the Initial Dividend Payment Date. Following the Initial Dividend Payment Date for AMPS, dividends on AMPS will be payable,
at the option of the Fund, either (i) with respect to any 7-Day Dividend Period and any Short Term Dividend Period of 35 or fewer days, on the
day next succeeding the last day thereof or (ii) with respect to any Short Term Dividend Period of more than 35 days and with respect to any
Long Term Dividend Period, monthly on the first Business Day of each calendar month during such Short Term Dividend Period or Long Term
Dividend Period and on the day next succeeding the last day thereof (each such date referred to in clause (i) or (ii) being referred to herein as a
�Normal Dividend Payment Date�), except that if such Normal Dividend Payment Date is not a Business Day, the Dividend Payment Date shall be
the first Business Day next succeeding such Normal Dividend Payment Date.
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Thus, following the Initial Dividend Payment Date for AMPS, dividends generally will be payable (in the case of Dividend Periods which are
not Special Dividend Periods) on each succeeding Tuesday in the case of the Series D AMPS. Although any particular Dividend Payment Date
may not occur on the originally scheduled date because of the exceptions discussed above, the next succeeding Dividend Payment Date, subject
to such exceptions, will occur on the next following originally scheduled date. If for any reason a Dividend Payment Date cannot be fixed as
described above, then the Board of Directors shall fix the Dividend Payment Date. The Board of Directors by resolution prior to authorization of
a dividend by the Board of Directors may change a Dividend Payment Date if such change does not adversely affect the contract rights of the
holders of shares of AMPS set forth in the Charter. The Initial Dividend Period, 7-Day Dividend Periods and Special Dividend Periods are
hereinafter sometimes referred to as �Dividend Periods.� Each dividend payment date determined as provided above is hereinafter referred to as a
�Dividend Payment Date.�

        Prior to each Dividend Payment Date, the Fund is required to deposit with the Auction Agent sufficient funds for the payment of declared
dividends. The Fund does not intend to establish any reserves for the payment of dividends.

        Each dividend will be paid to the record holder of the AMPS, which holder is expected to be the nominee of the Securities Depository. See
�The Auction � Securities Depository.� The Securities Depository will credit the accounts of the Agent Members of the Existing Holders in
accordance with the Securities Depository�s normal procedures which provide for payment in same-day funds. The Agent Member of an Existing
Holder will be responsible for holding or disbursing such payments on the applicable Dividend Payment Date to such Existing Holder in
accordance with the instructions of such Existing Holder. Dividends in arrears for any past Dividend Period may be declared and paid at any
time, without reference to any regular Dividend Payment Date, to the nominee of the Securities Depository. Any dividend payment made on
shares of AMPS first shall be credited against the earliest declared but unpaid dividends accumulated with respect to such shares.
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        Holders of shares of AMPS will not be entitled to any dividends, whether payable in cash, property or stock, in excess of full cumulative
dividends except as described below under �� Additional Dividends� in this prospectus and under �Description of AMPS � Dividends � Non-Payment
Period; Late Charge� in the statement of additional information. No interest will be payable in respect of any dividend payment or payments on
the shares of AMPS that may be in arrears.

        The amount of cash dividends per share of the AMPS payable (if declared) on the Initial Dividend Payment Date, and on each Dividend
Payment Date of each 7-Day Dividend Period and each Short Term Dividend Period shall be computed by multiplying the Applicable Rate for
such Dividend Period by a fraction, the numerator of which will be the number of days in such Dividend Period or part thereof that such share
was outstanding and for which dividends are payable on such Dividend Payment Date and the denominator of which will be 365, multiplying the
amount so obtained by $25,000, and rounding the amount so obtained to the nearest cent. During any Long Term Dividend Period, the amount
of cash dividends per share of AMPS payable (if declared) on any Dividend Payment Date shall be computed by multiplying the Applicable
Rate for such Dividend Period by a fraction, the numerator of which will be such number of days in such part of such Dividend Period that such
share was outstanding and for which dividends are payable on such Dividend Payment Date and the denominator of which will be 360,
multiplying the amount so obtained by $25,000, and rounding the amount so obtained to the nearest cent.

Notification of Dividend Period. With respect to each Dividend Period that is a Special Dividend Period, the Fund, at its sole option and to
the extent permitted by law, by telephonic and written notice (a �Request for Special Dividend Period�) to the Auction Agent and to each
Broker-Dealer, may request that the next succeeding Dividend Period for the AMPS will be a number of days (other than seven), evenly
divisible by seven, and not fewer than seven nor more than 364 in the case of a Short Term Dividend Period or one whole year or more but not
greater than five years in the case of a Long Term Dividend Period, specified in such notice, provided that the Fund may not give a Request for
Special Dividend Period (and any such request shall be null and void) unless, for any Auction occurring after the initial Auction, Sufficient
Clearing Bids were made in the last occurring Auction and unless full cumulative dividends and any amounts due with respect to redemptions,
and any Additional Dividends payable prior to such date have been paid in full. Such Request for Special Dividend Period, in the case of a Short
Term Dividend Period, shall be given on or prior to the second Business Day but not more than seven Business Days prior to an Auction Date
for the AMPS and, in the case of a Long Term Dividend Period, shall be
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given on or prior to the second Business Day but not more than 28 days prior to an Auction Date for the AMPS. Upon receiving such Request
for Special Dividend Period, the Broker-Dealers jointly shall determine whether, given the factors set forth below, it is advisable that the Fund
issue a Notice of Special Dividend Period for the AMPS as contemplated by such Request for Special Dividend Period and the Optional
Redemption Price of the AMPS during such Special Dividend Period and the Specific Redemption Provisions and shall give the Fund written
notice (a �Response�) of such determination by no later than the second Business Day prior to such Auction Date. In the event the Response
indicates that it is advisable that the Fund give a notice of a Special Dividend Period for the AMPS, the Fund, by no later than the second
Business Day prior to such Auction Date may give a notice (a �Notice of Special Dividend Period�) to the Auction Agent, the Securities
Depository and each Broker-Dealer. See �Description of AMPS � Dividends � Notification of Dividend Period� in the statement of additional
information for a detailed description of these procedures.

Determination of Dividend Rate. The dividend rate on shares of the AMPS during the period from and including the Date of Original Issue
for the AMPS to but excluding the Initial Dividend Payment Date (the �Initial Dividend Period�) with respect to the AMPS will be the rate per
annum set forth above under �Prospectus Summary � Dividends and Dividend Periods.� Commencing on the Initial Dividend Payment Date for the
AMPS, the Applicable Rate on the AMPS for each Subsequent Dividend Period, which Subsequent Dividend Period shall be a period
commencing on and including a Dividend Payment Date and ending on and including the calendar day prior to the next Dividend Payment Date
(or calendar day prior to the last Dividend Payment Date in a Dividend Period if there is more than one Dividend Payment Date), shall be equal
to the rate per annum that results from the Auction with respect to such Subsequent Dividend Period. The Initial Dividend Period and
Subsequent Dividend Period for AMPS is referred to herein as a �Dividend Period.� Cash dividends shall be calculated as set forth above under
�Dividends � General.�

Restrictions on Dividends and Other Payments. Under the 1940 Act, the Fund may not declare dividends or make other distributions on
shares of common stock or purchase any such shares if, at the time of the declaration, distribution or purchase, as applicable (and after giving
effect thereto), asset coverage (as defined in the 1940 Act) with respect to the outstanding shares of AMPS (and Other AMPS) would be less
than 200% (or such other percentage as in the future may be required by law). The Fund estimates that, based on the composition of its portfolio
at April 30, 2005, asset coverage with respect to shares of AMPS would be approximately 291% representing approximately 34% of the Fund�s
capital and 52% of the Fund�s common stock equity immediately after the issuance of the shares of AMPS offered hereby. Under the Code, the
Fund, among other things, must distribute at least 90% of its investment company taxable income each year in order to maintain its qualification
for tax treatment as a regulated investment company. The foregoing limitations on dividends, distributions and purchases under certain
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circumstances may impair the Fund�s ability to maintain such qualification. See �Taxes� in the statement of additional information.

        Upon any failure to pay dividends on shares of AMPS for two years or more, the holders of the shares of AMPS will acquire certain
additional voting rights. See �Voting Rights� below. Such rights shall be the exclusive remedy of the holders of shares of AMPS upon any failure
to pay dividends on shares of the Fund.

        Additional Dividends. If the Fund retroactively allocates any net capital gain or other income subject to regular Federal income taxes to
shares of AMPS without having given advance notice thereof to the Auction Agent as described under �The Auction � Auction Procedures �
Auction Date; Advance Notice of Allocation of Taxable Income; Inclusion of Taxable Income in Dividends� below, which may only happen
when such allocation is made as a result of the redemption of all or a portion of the outstanding shares of AMPS or the liquidation of the Fund
(the amount of such allocation referred to herein as a �Retroactive Taxable Allocation�), the Fund, within 90 days (and generally within 60 days)
after the end of the Fund�s fiscal year for which a Retroactive Taxable Allocation is made, will provide notice thereof to the Auction Agent and to
each holder of shares (initially Cede as nominee of the Securities Depository) during such fiscal year at such holder�s address as the same appears
or last appeared on the stock books of the Fund. The Fund, within 30 days after such notice is given to the Auction Agent, will pay to the
Auction Agent (who then will distribute to such holders of shares of AMPS), out of funds legally available therefor, an amount equal to the
aggregate Additional Dividend (as defined below) with respect to all Retroactive Taxable Allocations made to such holders during the fiscal year
in question.

31

        An �Additional Dividend� means payment to a present or former holder of shares of AMPS of an amount which, when taken together with
the aggregate amount of Retroactive Taxable Allocations made to such holder with respect to the fiscal year in question, would cause such
holder�s dividends in dollars (after Federal income tax consequences) from the aggregate of both the Retroactive Taxable Allocations and the
Additional Dividend to be equal to the dollar amount of the dividends which would have been received by such holder if the amount of the
aggregate Retroactive Taxable Allocations had been excludable from the gross income of such holder. Such Additional Dividend shall be
calculated (i) without consideration being given to the time value of money; (ii) assuming that no holder of shares of AMPS is subject to the
Federal alternative minimum tax with respect to dividends received from the Fund; and (iii) assuming that each Retroactive Taxable Allocation
would be taxable in the hands of each holder of shares of AMPS at the greater of: (a) the maximum marginal regular Federal individual income
tax rate applicable to ordinary income or capital gains depending on the taxable character of the distribution (including any surtax); or (b) the
maximum marginal regular Federal corporate income tax rate applicable to ordinary income or capital gains depending on the taxable character
of the distribution (disregarding in both (a) and (b) the effect of any state or local taxes and the phase out of, or provision limiting, personal
exemptions, itemized deductions, or the benefit of lower tax brackets). Although the Fund generally intends to designate any Additional
Dividend as an exempt-interest dividend to the extent permitted by applicable law, it is possible that all or a portion of any Additional Dividend
will be taxable to the recipient thereof. See �Taxes� in the statement of additional information. The Fund will not pay a further Additional
Dividend with respect to any taxable portion of an Additional Dividend.

        If the Fund does not give advance notice of the amount of taxable income to be included in a dividend on shares of AMPS in the related
Auction, the Fund may include such taxable income in a dividend on shares of AMPS 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 and notifies the
Auction Agent of such inclusion at least five Business Days 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� below.

Asset Maintenance

        The Fund will be required to satisfy two separate asset maintenance requirements under the terms of the Articles Supplementary. These
requirements are summarized below.

1940 Act AMPS Asset Coverage. The Fund will be required under the Articles Supplementary to maintain, with respect to shares of AMPS,
as of the last Business Day of each month in which any shares of AMPS are outstanding, asset coverage of at least 200% with respect to senior
securities that are stock, including the shares of AMPS and Other AMPS (or such other asset coverage as in the future may be specified in or
under the 1940 Act as the minimum asset coverage for senior securities that are stock of a closed-end investment company as a condition of
paying dividends on its common stock) (�1940 Act AMPS Asset Coverage�). If the Fund fails to maintain 1940 Act AMPS Asset Coverage and
such failure is not cured as of the last Business Day of the following month (the �1940 Act Cure Date�), the Fund will be required under certain
circumstances to redeem certain of the shares of AMPS. See �Redemption� below.
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        Based upon the composition of the Fund�s portfolio on April 30, 2005, the 1940 Act AMPS Asset Coverage immediately following the
issuance of AMPS offered hereby (after giving effect to the deduction of the underwriting discount and offering expenses for the shares of
AMPS) will be computed as follows:

Value of Fund assets less liabilities
not constituting senior securities = $466,337,118 =

291%

Senior securities representing indebtedness plus
liquidation value of the shares of AMPS

$160,023,040

AMPS Basic Maintenance Amount. So long as shares of AMPS are outstanding, the Fund will be required under the Articles Supplementary
to maintain as of the last Business Day of each week (a �Valuation Date�) Moody�s Eligible Assets and S&P Eligible Assets each having in the
aggregate a Discounted Value at least equal to the AMPS Basic Maintenance Amount. The AMPS Basic Maintenance Amount includes the sum
of (i) the aggregate liquidation value of AMPS and Other AMPS then outstanding and (ii) certain accrued and projected

32

payment obligations of the Fund. See �Description of AMPS � Asset Maintenance � AMPS Basic Maintenance Amount� in the statement of
additional information. If the Fund fails to meet such requirement as of any Valuation Date and such failure is not cured on or before the sixth
Business Day after such Valuation Date (the �AMPS Basic Maintenance Cure Date�), the Fund will be required under certain circumstances to
redeem certain of the shares of AMPS. Upon any failure to maintain the required Discounted Value, the Fund will use its best efforts to alter the
composition of its portfolio to reattain a Discounted Value at least equal to the AMPS Basic Maintenance Amount on or prior to the AMPS
Basic Maintenance Cure Date. See �Redemption� herein and in the statement of additional information.

Redemption

Optional Redemption. To the extent permitted under the 1940 Act and under Maryland law, upon giving a Notice of Redemption, as
provided in the statement of additional information, the Fund, at its option, may redeem shares of AMPS, in whole or in part, out of funds legally
available therefor, at the Optional Redemption Price per share on any Dividend Payment Date; provided that no share of AMPS may be
redeemed at the option of the Fund during (a) the Initial Dividend Period with respect to such share or (b) a Non-Call Period to which such share
is subject. �Optional Redemption Price� means $25,000 per share of AMPS plus an amount equal to accumulated but unpaid dividends (whether or
not earned or declared) to the date fixed for redemption plus any applicable redemption premium, if any, attributable to the designation of a
Premium Call Period. In addition, holders of AMPS may be entitled to receive Additional Dividends in the event of redemption of such AMPS
to the extent provided herein. See �Dividends � Additional Dividends.� The Fund has the authority to redeem the AMPS for any reason and may
redeem all or part of the outstanding shares of AMPS if it anticipates that the Fund�s leveraged capital structure will result in a lower rate of
return to holders of common stock for any significant period of time than that obtainable if the common stock were unleveraged.

Mandatory Redemption. The Fund will be required to redeem, out of funds legally available therefor, at the Mandatory Redemption Price
per share, shares of AMPS to the extent permitted under the 1940 Act and Maryland law, on a date fixed by the Board of Directors, if the Fund
fails to maintain Moody�s Eligible Assets and S&P Eligible Assets each with an aggregate Discounted Value equal to or greater than the AMPS
Basic Maintenance Amount or to satisfy the 1940 Act AMPS Asset Coverage and such failure is not cured on or before the AMPS Basic
Maintenance Cure Date or the 1940 Act Cure Date (herein collectively referred to as a �Cure Date�), as the case may be. �Mandatory Redemption
Price� means $25,000 per share of AMPS plus an amount equal to accumulated but unpaid dividends (whether or not earned or declared) to the
date fixed for redemption. In addition, holders of AMPS may be entitled to receive Additional Dividends in the event of redemption of such
AMPS to the extent provided herein. See �Dividends � Additional Dividends.�

        For a discussion of the allocation procedures to be used if fewer than all of the outstanding shares of AMPS are to be redeemed and for a
discussion of other redemption procedures, see �Description of AMPS � Redemption� in the statement of additional information.

Liquidation Rights

        Upon any liquidation, dissolution or winding up of the Fund, whether voluntary or involuntary, the holders of shares of AMPS will be
entitled to receive, out of the assets of the Fund available for distribution to stockholders, before any distribution or payment is made upon any
shares of common stock or any other capital stock of the Fund ranking junior in right of payment upon liquidation of AMPS, $25,000 per share
together with the amount of any dividends accumulated but unpaid (whether or not earned or declared) thereon to the date of distribution, and
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after such payment the holders of AMPS will be entitled to no other payments except for Additional Dividends. If such assets of the Fund shall
be insufficient to make the full liquidation payment on the outstanding shares of AMPS and liquidation payments on any other outstanding class
or series of preferred stock of the Fund ranking on a parity with the AMPS as to payment upon liquidation, including the Other AMPS, then such
assets will be distributed among the holders of such shares of AMPS and the holders of shares of such other class or series, including the Other
AMPS, ratably in proportion to the respective preferential amounts to which they are entitled. After payment of the full amount of liquidation
distribution to which they are entitled, the holders of AMPS will not be entitled to any further participation in any distribution of assets by the
Fund. A consolidation,
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merger or share exchange of the Fund with or into any other entity or entities or a sale, whether for cash, shares of stock, securities or properties,
of all or substantially all or any part of the assets of the Fund shall not be deemed or construed to be a liquidation, dissolution or winding up of
the Fund.

Voting Rights

        Except as otherwise indicated in this prospectus and the statement of additional information and except as otherwise required by applicable
law, holders of shares of AMPS will be entitled to one vote per share on each matter submitted to a vote of stockholders of the Fund and will
vote together with holders of shares of common stock as a single class.

        The 1940 Act and the Articles Supplementary require that the holders of preferred stock, including the AMPS and Other AMPS, voting as a
separate class, have the rights to elect two of the Fund�s Directors at all times and to elect a majority of the Directors at any time that two full
years� dividends on the AMPS (and Other AMPS) are unpaid. The holders of AMPS (and Other AMPS) will vote as a separate class or classes on
certain other matters as required under the Articles Supplementary, the 1940 Act and Maryland law. In addition, the Series D AMPS (and Other
AMPS) may vote as a separate series under certain circumstances. See �Description of AMPS � Voting Rights� in the statement of additional
information.

THE AUCTION

Certain of the capitalized terms used herein not otherwise defined in this prospectus have the meaning provided in the Glossary at the back
of this prospectus.

General

        Holders of the shares of the Series D AMPS will be entitled to receive cumulative cash dividends on their shares when, as and if declared
by the Board of Directors of the Fund, out of funds legally available therefor, on the Initial Dividend Payment Date with respect to the Initial
Dividend Period and, thereafter, on each Dividend Payment Date with respect to a Subsequent Dividend Period (generally a period of seven
days, subject to certain exceptions set forth under �Description of AMPS � Dividends � General�) at the rate per annum equal to the Applicable Rate
for each such Dividend Period.

        The provisions of the Articles Supplementary establishing the terms of the shares of the Series D AMPS offered hereby will provide that
the Applicable Rate for the shares of AMPS for each Dividend Period after the Initial Dividend Period therefor will be equal to the rate per
annum that the Auction Agent advises has resulted on the Business Day preceding the first day of such Dividend Period due to implementation
of the auction procedures set forth in the Articles Supplementary (the �Auction Procedures�) in which persons determine to hold or offer to
purchase or sell shares of AMPS. The Auction Procedures are attached as Appendix C to the statement of additional information.

        Each periodic operation of such procedures with respect to the shares of AMPS is referred to hereinafter as an �Auction.� If, however, the
Fund should fail to pay or duly provide for the full amount of any dividend on shares of AMPS or the redemption price of shares of AMPS
called for redemption, the Applicable Rate for shares of AMPS will be determined as set forth under �Description of AMPS � Dividends �
Non-Payment Period; Late Charge� in the statement of additional information.

Auction Agent Agreement. The Fund has entered into an agreement with The Bank of New York (together with any successor bank or trust
company or other entity entering into a similar agreement with this Fund, the �Auction Agent�) (the �Auction Agent Agreement�), which provides,
among other things, that the Auction Agent will follow the Auction Procedures for the purpose of determining the Applicable Rate for the
AMPS. The Fund will pay the Auction Agent compensation for its services under the Auction Agent Agreement.
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Broker-Dealer Agreements. The Auction Agent has entered into agreements with Merrill Lynch and more than 15 other broker-dealers and
may enter into similar agreements (collectively, the �Broker-Dealer Agreements�) with one or more other broker-dealers (collectively, the
�Broker-Dealers�) selected by the Fund, which provide for the participation of such Broker-Dealers in Auctions. Merrill Lynch is an affiliate of the
Investment Adviser in that they share a common parent, Merrill Lynch & Co., Inc.
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Securities Depository. The Depository Trust Company initially will act as the Securities Depository for the Agent Members with respect to
the shares of Series D AMPS. One or more registered certificates for all of the shares of the Series D AMPS initially will be registered in the
name of Cede, as nominee of the Securities Depository. The certificate will bear a legend to the effect that such certificate is issued subject to the
provisions restricting transfers of shares of AMPS to which it relates contained in the Articles Supplementary. Cede initially will be the holder of
record of all shares of AMPS, and Beneficial Owners will not be entitled to receive certificates representing their ownership interest in such
shares. The Securities Depository will maintain lists of its participants and will maintain the positions (ownership interests) of shares of AMPS
held by each Agent Member, whether as the Beneficial Owner thereof for its own account or as nominee for the Beneficial Owner thereof.
Payments made by the Fund to holders of AMPS will be duly made by making payments to the nominee of the Securities Depository.

Auction Procedures

        The following is a brief discussion of the procedures to be used in conducting Auctions. This summary is qualified by reference to the
Auction Procedures set forth in Appendix C to the statement of additional information. The Settlement Procedures to be used with respect to
Auctions are set forth in Appendix B to the statement of additional information.

Auction Date; Advance Notice of Allocation of Taxable Income; Inclusion of Taxable Income in Dividends. An Auction to determine the
Applicable Rate for the shares of the Series D AMPS offered hereby for each Dividend Period (other than the Initial Dividend Period therefor)
will be held on the first Business Day (as hereinafter defined) preceding the first day of such Dividend Period, which first day is also a Dividend
Payment Date for the preceding Dividend Period (the date of each Auction being referred to herein as an �Auction Date�). �Business Day� means a
day on which the New York Stock Exchange (the �NYSE�) is open for trading and which is not a Saturday, Sunday or other day on which banks in
the City of New York are authorized or obligated by law to close. Auctions for shares of the Series D AMPS for Dividend Periods after the
Initial Dividend Period normally will be held every Monday after the preceding Dividend Payment Date, and each subsequent Dividend Period
normally will begin on the following Tuesday (also a Dividend Payment Date). The Auction Date and the first day of the related Dividend
Period for the Series D AMPS (both of which must be Business Days) need not be consecutive calendar days. For example, in most cases, if the
Monday that normally would be an Auction Date for Series D AMPS is not a Business Day, then such Auction Date will be the preceding Friday
and the first day of the related Dividend Period will continue to be the following Tuesday. See �Description of AMPS � Dividends� for information
concerning the circumstances under which a Dividend Payment Date may fall on a date other than the days specified above, which may affect
the Auction Date.

        Except as noted below, whenever the Fund intends to include any net capital gain or other income subject to regular Federal income taxes
in any dividend on shares of AMPS, the Fund will notify the Auction Agent of the amount to be so included at least five Business Days prior to
the Auction Date on which the Applicable Rate for such dividend is to be established. Whenever the Auction Agent receives such notice from
the Fund, in turn it will notify each Broker-Dealer, who, on or prior to such Auction Date, in accordance with its Broker-Dealer Agreement, will
notify its customers who are Beneficial Owners and Potential Beneficial Owners believed to be interested in submitting an Order in the Auction
to be held on such Auction Date. 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 at least five Business Days prior to the applicable Dividend Payment Date. See �Description of AMPS �Dividends � Additional
Dividends� above.

        Orders by Beneficial Owners, Potential Beneficial Owners, Existing Holders and Potential Holders. On or prior to each Auction Date:

        (a) each Beneficial Owner may submit to its Broker-Dealer by telephone a:

        (i) Hold Order � indicating the number of outstanding shares, if any, of AMPS that such Beneficial Owner desires to continue
to hold without regard to the Applicable Rate for the next Dividend Period for such shares;

Edgar Filing: PAR TECHNOLOGY CORP - Form DEF 14A

70



35

        (ii) Bid � indicating the number of outstanding shares, if any, of AMPS that such Beneficial Owner desires to continue to hold,
provided that the Applicable Rate for the next Dividend Period for such shares is not less than the rate per annum then specified
by such Beneficial Owner; and/or

        (iii) Sell Order � indicating the number of outstanding shares, if any, of AMPS that such Beneficial Owner offers to sell
without regard to the Applicable Rate for the next Dividend Period for such shares; and

        (b) Broker-Dealers will contact customers who are Potential Beneficial Owners of shares of AMPS to determine whether such
Potential Beneficial Owners desire to submit Bids indicating the number of shares of AMPS which they offer to purchase provided that
the Applicable Rate for the next Dividend Period for such shares is not less than the rates per annum specified in such Bids.

        The communication by a Beneficial Owner or Potential Beneficial Owner to a Broker-Dealer and the communication by a Broker-Dealer,
whether or not acting for its own account, to the Auction Agent of the foregoing information is hereinafter referred to as an �Order� and
collectively as �Orders.� A Beneficial Owner or a 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� and collectively as �Bidders.� 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.

        In an Auction, a Beneficial Owner may submit different types of Orders with respect to shares of AMPS then held by such Beneficial
Owner, as well as Bids for additional shares of AMPS. For information concerning the priority given to different types of Orders placed by
Beneficial Owners, see �Submission of Orders by Broker-Dealers to Auction Agent� below.

        The Maximum Applicable Rate for shares of AMPS will be the higher of (A) the Applicable Percentage of the Reference Rate or (B) the
Applicable Spread plus the Reference Rate. The Auction Agent will round each applicable Maximum Applicable Rate to the nearest
one-thousandth (0.001) of one percent per annum, with any such number ending in five ten-thousandths of one percent being rounded upwards
to the nearest one-thousandth (0.001) of one percent. The Auction Agent will not round the applicable Reference Rate as part of its calculation
of the Maximum Applicable Rate.

        The Maximum Applicable Rate for shares of AMPS will depend on the credit rating or ratings assigned to such shares. 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 gain or other taxable income will be included in such dividend on shares of AMPS as follows:

Credit Ratings

Applicable
Percentage
of Reference
Rate�No

Applicable
Percentage
of Reference

Rate�

Applicable
Spread Over
Reference
Rate�No

Applicable
Spread Over
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%

There is no minimum Applicable Rate in respect of any Dividend Period.

        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. The Fund will take all reasonable action necessary to
enable either S&P or Moody�s, or both to provide a rating for the AMPS, subject to the Fund�s ability to terminate compliance with
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the rating agency guidelines as discussed under �Rating Agency Guidelines.� If either S&P or Moody�s, or both, shall not make such a rating
available, and subject to the Fund�s ability to terminate compliance with the rating agency guidelines discussed under �Rating Agency Guidelines,�
Merrill Lynch or its affiliates and successors, after obtaining the Fund�s approval, will select another NRSRO (a �Substitute Rating Agency�) or
two other NRSROs (�Substitute Rating Agencies�) to act as a Substitute Rating Agency or Substitute Rating Agencies, as the case may be.

        Any Bid by a Beneficial Owner specifying a rate per annum higher than the Maximum Applicable Rate will be treated as a Sell Order, and
any Bid by a Potential Beneficial Owner specifying a rate per annum higher than the Maximum Applicable Rate will not be considered. See
�Determination of Sufficient Clearing Bids, Winning Bid Rate and Applicable Rate� and �Acceptance and Rejection of Submitted Bids and
Submitted Sell Orders and Allocation of Shares.�

        Neither the Fund nor the Auction Agent will be responsible for a Broker-Dealer�s failure to comply with the foregoing.

        A Broker-Dealer also may hold AMPS in its own account as a Beneficial Owner. A Broker-Dealer thus may 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. Any Order placed with the Auction Agent by a Broker-Dealer as or on behalf of a Beneficial Owner or
a Potential Beneficial Owner will be treated in the same manner as an Order placed with a Broker-Dealer by a Beneficial Owner or a Potential
Beneficial Owner. Similarly, any failure by a Broker-Dealer to submit to the Auction Agent an Order in respect of any AMPS held by it or its
customers who are Beneficial Owners will be treated in the same manner as a Beneficial Owner�s failure to submit to its Broker-Dealer an Order
in respect of AMPS held by it, as described in the next paragraph. 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 thereby. For information concerning the priority given to different types of Orders placed by Existing Holders,
see �Submission of Orders by Broker-Dealers to Auction Agent.� Each purchase or sale in an Auction will be settled on the Business Day next
succeeding the Auction Date at a price per share equal to $25,000. See �Notification of Results; Settlement� below.

        If one or more Orders covering in the aggregate all of the outstanding shares of AMPS held by a Beneficial Owner are not submitted to the
Auction Agent prior to the Submission Deadline, either because a Broker-Dealer failed to contact such Beneficial Owner or otherwise, 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 Beneficial Owner covering the number of outstanding shares of AMPS held by such Beneficial Owner and not subject to Orders
submitted to the Auction Agent.

        If all of the outstanding shares of AMPS are subject to 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 Dividend Period for
all shares of AMPS will be 60% of the Reference Rate on the date of the applicable Auction (or 90% of such rate if the Fund has provided
notification to the Auction Agent prior to the Auction 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).

        For the purposes of an Auction, shares of AMPS for which the Fund shall have given notice of redemption and deposited moneys therefor
with the Auction Agent in trust or segregated in an account at the Fund�s custodian bank for the benefit of holders of AMPS to be redeemed and
for payment to the Auction Agent, as set forth under �Description of AMPS � Redemption� in the statement of additional information, will not be
considered as outstanding and will not be included in such Auction. Pursuant to the Articles Supplementary of the Fund, the Fund will be
prohibited from reissuing and its affiliates (other than Merrill Lynch) will be prohibited from transferring (other than to the Fund) any shares of
AMPS they may acquire. Neither the Fund nor any affiliate of the Fund may submit an Order in any Auction, except that an affiliate of the Fund
that is a Broker-Dealer (i.e., Merrill Lynch) may submit an Order.
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Submission of Orders by Broker-Dealers to Auction Agent. Prior to 1:00 p.m., Eastern time, on each Auction Date, or such other time on
the Auction Date as may be specified by the Auction Agent (the �Submission Deadline�), each Broker-Dealer will submit to the Auction Agent in
writing or through a mutually acceptable electronic means all Orders obtained by it for the Auction to be conducted on such Auction Date,
designating itself (unless otherwise permitted by the Fund) as the Existing Holder or Potential Holder in respect of the shares of AMPS subject
to such Orders. 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.

        If the rate per annum specified in any Bid contains more than three figures to the right of the decimal point, the Auction Agent will round
such rate per annum up to the next highest one-thousandth (.001) of 1%.

        If one or more Orders of an Existing Holder are submitted to the Auction Agent and such Orders cover in the aggregate more than the
number of outstanding shares of AMPS held by such Existing Holder, such Orders will be considered valid in the following order of priority:

        (a) any Hold Order will 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 by 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 will be reduced pro rata so that such Hold Orders, in the aggregate, will cover exactly the number of
outstanding shares of AMPS held by such Existing Holder;

        (b) any Bids will be considered valid, in the ascending order of their respective rates per annum if more than one Bid is submitted by
such 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 outstanding shares of AMPS subject to any Hold Order referred to in clause (a) above (and if more than one Bid submitted by
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 clause (a) above and of the foregoing portion of this clause (b) to any Bid or Bids specifying a
lower rate or rates per annum, the number of shares subject to each of such Bids will be reduced pro rata so that such Bids, in the
aggregate, cover exactly such remaining number of outstanding shares); and the number of outstanding shares, if any, subject to Bids not
valid under this clause (b) shall be treated as the subject of a Bid by a Potential Holder; and

        (c) any Sell Order will be considered valid up to and including the excess of the number of outstanding shares of AMPS held by
such Existing Holder over the sum of the number of shares of AMPS subject to Hold Orders referred to in clause (a) above and the
number of shares of AMPS subject to valid Bids by such Existing Holder referred to in clause (b) above; provided that, if more than one
Sell Order is submitted by 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 will be reduced pro rata so that such Sell Orders, in the
aggregate, will cover exactly the number of shares of AMPS equal to such excess.

        If more than one Bid of any Potential Holder is submitted in any Auction, each Bid submitted in such Auction will be considered a separate
Bid with the rate per annum and number of shares of AMPS therein specified.

Determination of Sufficient Clearing Bids, Winning Bid Rate and Applicable Rate. Not earlier than the Submission Deadline for each
Auction, the Auction Agent will assemble all Orders submitted or deemed submitted to it by the Broker-Dealers (each such �Hold Order,� �Bid� or
�Sell Order� as submitted or deemed submitted by a Broker-Dealer hereinafter being referred to as a �Submitted Hold Order,� a �Submitted Bid� or a
�Submitted Sell Order,� as the case may be, or as a �Submitted Order�) and will determine the excess of the number of outstanding shares of AMPS
over the number of outstanding shares of AMPS subject to Submitted Hold Orders (such excess being referred to as the �Available AMPS�) and
whether Sufficient Clearing Bids have been made in such Auction. Sufficient Clearing Bids will have been made if the number of outstanding
shares of AMPS that are the subject of Submitted Bids of Potential Holders with rates per annum not higher than the Maximum Applicable Rate
equals or exceeds the number of outstanding shares that are the subject of Submitted Sell Orders (including the number of shares subject to Bids
of Existing Holders specifying rates per annum higher than the Maximum Applicable Rate).
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        If Sufficient Clearing Bids have been made, the Auction Agent will determine the lowest rate per annum specified in the Submitted Bids
(the �Winning Bid Rate�) which would result in the number of shares subject to Submitted Bids specifying such rate per annum or a lower rate per
annum being at least equal to the Available AMPS. If Sufficient Clearing Bids have been made, the Winning Bid Rate will be the Applicable
Rate for the next Dividend Period for all shares of AMPS then outstanding.
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        If Sufficient Clearing Bids have not been made (other than because all outstanding shares of AMPS are the subject of Submitted Hold
Orders), the Dividend Period next following the Auction automatically will be a 7-Day Dividend Period in the case of the Series D AMPS, and
the Applicable Rate for such Dividend Period will be equal to the Maximum Applicable Rate.

        If Sufficient Clearing Bids have not been made, Beneficial Owners that have Submitted Sell Orders will not be able to sell in the Auction
all, and may not be able to sell any, shares of AMPS subject to such Submitted Sell Orders. See �Acceptance and Rejection of Submitted Bids
and Submitted Sell Orders and Allocation of Shares.� Thus, under some circumstances, Beneficial Owners may not have liquidity of investment.

Acceptance and Rejection of Submitted Bids and Submitted Sell Orders and Allocation of Shares. Based on the determinations described
under �Determination of Sufficient Clearing Bids, Winning Bid Rate and Applicable Rate� and subject to the discretion of the Auction Agent to
round as described below, Submitted Bids and Submitted Sell Orders will be accepted or rejected in the order of priority set forth in the Auction
Procedures with the result that Existing Holders and Potential Holders of AMPS will sell, continue to hold and/or purchase shares of AMPS as
set forth below. Existing Holders that submit or are deemed to have submitted Hold Orders will continue to hold the shares of AMPS subject to
such Hold Orders.

        If Sufficient Clearing Bids have been made:

        (a) each Existing Holder that placed a Submitted Bid specifying a rate per annum higher than the Winning Bid Rate or a Submitted
Sell Order will sell the outstanding shares of AMPS subject to such Submitted Bid or Submitted Sell Order;

        (b) each Existing Holder that placed a Submitted Bid specifying a rate per annum lower than the Winning Bid Rate will continue to
hold the outstanding shares of AMPS subject to such Submitted Bid;

        (c) each Potential Holder that placed a Submitted Bid specifying a rate per annum lower than the Winning Bid Rate will purchase
the number of shares of AMPS subject to such Submitted Bid;

        (d) each Existing Holder that placed a Submitted Bid specifying a rate per annum equal to the Winning Bid Rate will continue to
hold the outstanding shares of AMPS subject to such Submitted Bids, unless the number of outstanding shares of AMPS subject to all
such Submitted Bids of Existing Holders is greater than the excess of the Available AMPS over the number of shares of AMPS
accounted for in clauses (b) and (c) above, in which event each Existing Holder with such a Submitted Bid will sell a number of
outstanding shares of AMPS determined on a pro rata basis based on the number of outstanding shares of AMPS subject to all such
Submitted Bids of such Existing Holders; and

        (e) each Potential Holder that placed a Submitted Bid specifying a rate per annum equal to the Winning Bid Rate will purchase any
Available AMPS not accounted for in clause (b), (c) or (d) above on a pro rata basis based on the shares of AMPS subject to all such
Submitted Bids of Potential Holders.

        If Sufficient Clearing Bids have not been made (other than because all outstanding shares of AMPS are the subject of Submitted Hold
Orders):

        (a) each Existing Holder that placed a Submitted Bid specifying a rate per annum equal to or lower than the Maximum Applicable
Rate will continue to hold the outstanding shares of AMPS subject to such Submitted Bid;

        (b) each Potential Holder that placed a Submitted Bid specifying a rate per annum equal to or lower than the Maximum Applicable
Rate will purchase the number of shares of AMPS subject to such Submitted Bid; and

        (c) each Existing Holder that placed a Submitted Bid specifying a rate per annum higher than the Maximum Applicable Rate or a
Submitted Sell Order will sell a number of outstanding shares of AMPS determined on a pro rata basis based on the outstanding shares
of AMPS subject to all such Submitted Bids and Submitted Sell Orders.
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        If as a result of the Auction Procedures described above 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, the Auction Agent, in such manner as, in its sole discretion, it shall
determine, will round up or down the number of shares of AMPS being sold or purchased on such Auction Date so that each share sold or
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purchased by each Existing Holder or Potential Holder will be a whole share of AMPS. If any Potential Holder would be entitled or required to
purchase less than a whole share of AMPS, the Auction Agent, in such manner as, in its sole discretion, it shall determine, will allocate shares of
AMPS for purchase among Potential Holders so that only whole shares of AMPS are purchased by any such Potential Holder, even if such
allocation results in one or more of such Potential Holders not purchasing any shares of AMPS.

Notification of Results; Settlement. The Auction Agent will advise each Broker-Dealer who submitted a Bid or Sell Order in an Auction
whether such Bid or Sell Order was accepted or rejected in whole or in part and of the Applicable Rate for the next Dividend Period for the
related shares of AMPS by telephone at approximately 3:00 p.m., Eastern time, on the Auction Date for such Auction. Each such Broker-Dealer
that submitted an Order for the account of a customer then will advise such customer whether such Bid or Sell Order was accepted or rejected,
will confirm purchases and sales with each customer purchasing or selling shares of AMPS as a result of the Auction and will advise each
customer purchasing or selling shares of AMPS to give instructions to its Agent Member of the Securities Depository to pay the purchase price
against delivery of such shares or to deliver such shares against payment therefor as appropriate. If a customer selling shares of AMPS as a result
of an Auction shall fail to instruct its Agent Member to deliver such shares, the Broker-Dealer that submitted such customer�s Bid or Sell Order
will instruct such Agent Member to deliver such shares against payment therefor. Each Broker-Dealer that submitted a Hold Order in an Auction
on behalf of a customer also will advise such customer of the Applicable Rate for the next Dividend Period for the AMPS. The Auction Agent
will record each transfer of shares of AMPS on the record book of Existing Holders to be maintained by the Auction Agent. In accordance with
the Securities Depository�s normal procedures, on the day after each Auction Date, the transactions described above will be executed through the
Securities Depository, and the accounts of the respective Agent Members at the Securities Depository will be debited and credited as necessary
to effect the purchases and sales of shares of AMPS as determined in such Auction. Purchasers will make payment through their Agent Members
in same-day funds to the Securities Depository against delivery through their Agent Members; the Securities Depository will make payment in
accordance with its normal procedures, which now provide for payment in same-day funds. If the procedures of the Securities Depository
applicable to AMPS shall be changed to provide for payment in next-day funds, then purchasers may be required to make payment in next day
funds. If any Existing Holder selling shares of AMPS in an Auction fails to deliver such shares, the Broker-Dealer of any person that was to
have purchased shares of AMPS in such Auction may deliver to such person a number of whole shares of AMPS that is less than the number of
shares that otherwise was to be purchased by such person. In such event, the number of shares of AMPS to be so delivered will be determined by
such Broker- Dealer. Delivery of such lesser number of shares will constitute good delivery. Each Broker-Dealer Agreement also will provide
that neither the Fund nor the Auction Agent will have responsibility or liability with respect to the failure of a Potential Beneficial Owner,
Beneficial Owner or their respective Agent Members to deliver shares of AMPS or to pay for shares of AMPS purchased or sold pursuant to an
Auction or otherwise.

Broker-Dealers

General. The Broker-Dealer Agreements provide that a Broker-Dealer may submit Orders in Auctions for its own account, unless the Fund
notifies all Broker-Dealers that they no longer may do so; provided that Broker-Dealers may continue to submit Hold Orders and Sell Orders. If
a Broker-Dealer submits an Order for its own account in any Auction of the AMPS, it may have knowledge of Orders placed through it in that
Auction and therefore have an advantage over other Bidders, but such Broker-Dealer would not have knowledge of Orders submitted by other
Broker-Dealers in that Auction. As a result of bidding by a Broker-Dealer in an Auction, the Applicable Rate may be higher or lower than the
rate that would have prevailed had the Broker-Dealer not Bid.

        A Broker-Dealer may also Bid in an Auction in order to prevent what would otherwise be (i) a failed Auction, (ii) an �all-hold� Auction, or
(iii) an Applicable Rate that the Broker-Dealer believes, in its sole discretion, does not reflect the market for the AMPS at the time of the
Auction. A Broker-Dealer may, but is not obligated to, advise Beneficial Owners of AMPS that the Applicable Rate that would apply in an
�all-hold�
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Auction (i.e., all of the outstanding AMPS are subject to Submitted Hold Orders) may be lower than would apply if Beneficial Owners submit
Bids and such advice, if given, may facilitate the submission of Bids by Beneficial Owners that would avoid the occurrence of an �all-hold�
Auction.

Commission Inquiries. Merrill Lynch has advised the Fund that it and various other broker-dealers and other firms that participate in the
auction rate securities market received letters from the staff of the Securities and Exchange Commission last spring. The letters requested that
each of these firms voluntarily conduct an investigation regarding its respective practices and procedures in that market. Pursuant to this request,
Merrill Lynch conducted its own voluntary review and reported its findings to the Commission staff. At the Commission staff�s request, Merrill
Lynch, together with certain other broker-dealers and other firms that participate in the auction rate securities market, is engaging in discussions
with the Commission staff concerning its inquiry. Neither Merrill Lynch nor the Fund can predict the ultimate outcome of the inquiry or how
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that outcome will affect the market for the AMPS or the auctions.

Fees. The Auction Agent after each Auction will pay a service charge from funds provided by the Fund to each Broker-Dealer on the basis
of the purchase price of shares of AMPS placed by such Broker-Dealer at such Auction. The service charge (i) for any 7-Day Dividend Period
shall be payable at the annual rate of 0.25% of the purchase price of the shares of AMPS placed by such Broker-Dealer in any such Auction and
(ii) for any Special Dividend Period shall be determined by mutual consent of the Fund and any such Broker-Dealer or Broker-Dealers and shall
be based upon a selling concession that would be applicable to an underwriting of fixed or variable rate preferred shares with a similar final
maturity or variable rate dividend period, respectively, at the commencement of the Dividend Period with respect to such Auction. For the
purposes of the preceding sentence, shares of AMPS will be placed by a Broker-Dealer if such shares were (i) the subject of Hold Orders
deemed to have been made by Beneficial Owners that were acquired by such Beneficial Owners through such Broker-Dealer or (ii) the subject
of the following Orders submitted by such Broker-Dealer: (A) a Submitted Bid of a Beneficial Owner that resulted in such Beneficial Owner
continuing to hold such shares as a result of the Auction, (B) a Submitted Bid of a Potential Beneficial Owner that resulted in such Potential
Beneficial Owner purchasing such shares as a result of the Auction or (C) a Submitted Hold Order. A Broker-Dealer may share a portion of any
such fees with non-participating broker-dealers that submit Orders to the Broker-Dealer for an Auction that are placed by that Broker-Dealer in
such Auction.

Secondary Trading Market. Broker-Dealers have no obligation to maintain a secondary trading market in the AMPS outside of Auctions
and there can be no assurance that a secondary market for the AMPS will develop or, if it does develop, that it will provide holders with a liquid
trading market (i.e., trading will depend on the presence of willing buyers and sellers and the trading price is subject to variables to be
determined at the time of the trade by the Broker-Dealers). The AMPS will not be registered on any stock exchange or on any automated
quotation system. An increase in the level of interest rates, particularly during any Long-Term Dividend Period, likely will have an adverse
effect on the secondary market price of the AMPS, and a selling stockholder may sell AMPS between Auctions at a price per share of less than
$25,000.

RATING AGENCY GUIDELINES

Certain of the capitalized terms used herein not otherwise defined in this prospectus have the meaning provided in the Glossary at the back
of this prospectus.

        The Fund currently intends that, so long as shares of AMPS are outstanding and the AMPS are rated by Moody�s and S&P, the composition
of its portfolio will reflect guidelines established by Moody�s and S&P in connection with the Fund�s receipt of a rating for such shares on or prior
to their Date of Original Issue of at least Aaa from Moody�s and AAA from S&P. Moody�s and S&P, which are NRSROs, issue ratings for
various securities reflecting the perceived creditworthiness of such securities. The Board of Directors of the Fund, however, may determine that
it is not in the best interest of the Fund to continue to comply with the guidelines of Moody�s or S&P (described below). If the Fund voluntarily
terminates compliance with Moody�s or S&P guidelines, the Fund will no longer be required to maintain a Moody�s Discounted Value or a S&P
Discounted Value, as applicable, at least equal to the AMPS Basic Maintenance Amount. If the Fund voluntarily terminates compliance with
Moody�s or S&P guidelines, or both, at the time of termination, it must continue to be rated by at least one NRSRO.
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        The guidelines described below have been developed by Moody�s and S&P in connection with issuances of asset-backed and similar
securities, including debt obligations and variable rate preferred stock, generally on a case-by-case basis through discussions with the issuers of
these securities. The guidelines are designed to ensure that assets underlying outstanding debt or preferred stock will be varied sufficiently and
will be of sufficient quality and amount to justify investment-grade ratings. The guidelines do not have the force of law but have been adopted
by the Fund in order to satisfy current requirements necessary for Moody�s and S&P to issue the above-described ratings for shares of AMPS,
which ratings generally are relied upon by institutional investors in purchasing such securities. The guidelines provide a set of tests for portfolio
composition and asset coverage that supplement (and in some cases are more restrictive than) the applicable requirements under the 1940 Act.
See �Description of AMPS � Asset Maintenance� herein and in the statement of additional information.

        The Fund intends to maintain a Discounted Value for its portfolio at least equal to the AMPS Basic Maintenance Amount. Moody�s and
S&P each has established separate guidelines for determining Discounted Value. To the extent any particular portfolio holding does not satisfy
the applicable rating agency�s guidelines, all or a portion of such holding�s value will not be included in the calculation of Discounted Value (as
defined by such rating agency). The Moody�s and S&P guidelines do not impose any limitations on the percentage of Fund assets that may be
invested in holdings not eligible for inclusion in the calculation of the Discounted Value of the Fund�s portfolio.
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        Upon any failure to maintain the required Discounted Value, the Fund will seek to alter the composition of its portfolio to reattain a
Discounted Value at least equal to the AMPS Basic Maintenance Amount on or prior to the AMPS Basic Maintenance Cure Date, thereby
incurring additional transaction costs and possible losses and/or gains on dispositions of portfolio securities. To the extent any such failure is not
cured in a timely manner, shares of AMPS will be subject to redemption. See �Description of AMPS � Asset Maintenance� and �Description of
AMPS � Redemption� herein and in the statement of additional information.

        The Fund may, but is not required to, adopt any modifications to these guidelines that hereafter may be established by Moody�s or S&P.
Failure to adopt any such modifications, however, may result in a change in the ratings described above or a withdrawal of ratings altogether. In
addition, any rating agency providing a rating for the shares of AMPS, at any time, may change or withdraw any such rating. As set forth in the
Articles Supplementary, the Board of Directors, without stockholder approval, may modify certain definitions or restrictions that have been
adopted by the Fund pursuant to the rating agency guidelines, provided the Board of Directors has obtained written confirmation from Moody�s
and S&P that any such change would not impair the ratings then assigned by Moody�s and S&P to the AMPS.

        As described by Moody�s and S&P, a preferred stock rating is an assessment of the capacity and willingness of an issuer to pay preferred
stock obligations. The ratings on the AMPS are not recommendations to purchase, hold or sell shares of AMPS, inasmuch as the ratings do not
comment as to market price or suitability for a particular investor, nor do the rating agency guidelines described above address the likelihood
that a holder of shares of AMPS will be able to sell such shares in an Auction. The ratings are based on current information furnished to Moody�s
and S&P by the Fund and the Investment Adviser and information obtained from other sources. The ratings may be changed, suspended or
withdrawn as a result of changes in, or the unavailability of, such information. The common stock has not been rated by a nationally recognized
statistical rating organization.

        For additional information concerning the Moody�s and S&P ratings guidelines, see �Rating Agency Guidelines� in the statement of additional
information.

INVESTMENT ADVISORY AND MANAGEMENT ARRANGEMENTS

        The Investment Adviser, which is owned and controlled by Merrill Lynch &Co. Inc. (�ML & Co.�), a financial services holding company and
the parent of Merrill Lynch, provides the Fund with investment advisory and administrative services. The Investment Adviser acts as the
investment adviser to more than 50 registered investment companies and offers investment advisory services to individuals and institutional
accounts. As of June 30, 2005, the Investment Adviser and its affiliates, including Merrill Lynch Investment Managers, L.P. (�MLIM�), had a total
of approximately $474 billion in investment company and other portfolio assets under management, including approximately $221 billion in
fixed income assets. This amount includes assets managed by certain
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affiliates of the Investment Adviser. The Investment Adviser is a limited partnership, the partners of which are ML & Co. and Princeton
Services. The principal business address of the Investment Adviser is 800 Scudders Mill Road, Plainsboro, New Jersey 08536.

        The Investment Advisory Agreement provides that, subject to the oversight of the Fund�s Board of Directors, the Investment Adviser is
responsible for the actual management of the Fund�s portfolio. The responsibility for making decisions to buy, sell or hold a particular security
rests with the Investment Adviser, subject to oversight by the Board of Directors.

        The portfolio manager primarily responsible for the Fund�s day-to-day management is Michael A. Kalinoski. Mr. Kalinoski has been a Vice
President and portfolio manager at MLIM since 1999 and has 12 years of experience investing in Municipal Bonds, including six years as a
portfolio manager on behalf of registered investment companies. He has been the portfolio manager of the Fund since 2000. The Fund�s portfolio
manager will consider analyses from various sources, make the necessary investment decisions, and place orders for transactions accordingly.
The statement of additional information provides additional information about the Fund�s portfolio manager�s compensation, other accounts
managed by the portfolio manager, and the portfolio manager�s ownership of securities of the Fund.

        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. The liquidation preference of any outstanding preferred stock (other than accumulated dividends) is not considered a liability in
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determining the Fund�s average weekly net assets.

        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, 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, Securities and Exchange 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.

TAXES

        To the extent derived from Municipal Bond interest income, dividends on the AMPS will be excludable from gross income for Federal
income tax purposes in the hands of holders of such AMPS, subject to the possible application of the Federal alternative minimum tax and any
state or local income taxes. Interest income from other investments may produce taxable dividends. The Fund is required to allocate net capital
gain and other taxable income, if any, proportionately among the common stock and the AMPS and Other AMPS in accordance with the current
position of the IRS described under the heading �Taxes� in the statement of additional information. The Fund may notify the Auction Agent of the
amount of any net capital gain or other anticipated taxable income to be included in any dividend on the AMPS prior to the Auction establishing
the Applicable Dividend Rate for such dividend. The Auction Agent will in turn notify holders of the AMPS and prospective purchasers. 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.
See �The Auction � Auction Procedures � Auction Date; Advance Notice of Allocation of Taxable Income; Inclusion of Taxable Income in
Dividends.� The amount of taxable income allocable to the AMPS will depend upon the amount of such income realized by the Fund and cannot
be determined with certainty prior to the end of the Fund�s fiscal year, but it is not generally expected to be significant.
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        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.� 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.

        Generally within 60 days after the end of the Fund�s taxable year, the Fund will tell you the amount of exempt-interest dividends and capital
gain dividends you received during that year. Capital gain dividends are taxable as long-term capital gains to you regardless of how long you
have held your shares.

        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 exempt�). To the extent that the dividends distributed by the Fund are from interest income that is
excludable from gross income for Federal income tax purposes, they are exempt from Federal income tax. There is a possibility that events
occurring after the date of issuance of a security, or after the Fund�s acquisition of a security, may result in a determination that the interest on
that security is, in fact, includable in gross income for Federal income tax purposes retroactively to its date of issue. Such a determination may
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.

        Because the Fund may from time to time invest a substantial portion of its portfolio in Municipal Bonds bearing income that could increase
an AMPS holder�s tax liability under the Federal alternative minimum tax, the Fund would not ordinarily be a suitable investment for investors
who are subject to the alternative minimum tax.
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        If at any time when 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� herein and in the statement of additional information. This may prevent the Fund from meeting
certain distribution requirements for qualification as a RIC. 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 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 statement of additional information. There can be no assurance, however, that any such action would achieve such
objectives.

        By law, your dividends and redemption proceeds will be subject to a withholding tax if you have not provided a tax identification number
or social security number or if the number you have provided is incorrect.

        This section summarizes some of the consequences of an investment in the Fund under current Federal income tax laws. It is not a
substitute for personal tax advice. Stockholders are urged to consult their tax advisers regarding the applicability of any state or local taxes and
with specific questions regarding Federal taxes.

DESCRIPTION OF CAPITAL STOCK

        The Fund is authorized to issue 200,000,000 shares of capital stock, par value $.10 per share, all of which shares initially were classified as
common stock. The Board of Directors is authorized, however, to classify and reclassify any unissued shares of capital stock into one or more
additional or other classes or series as may be established from time to time by setting or changing in any one or more respects the designations,
preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends, qualifications or terms or conditions of
redemption of such shares of stock and pursuant to such classification or reclassification to increase or decrease the number of authorized shares
of any existing class or series. In this regard, the Board of Directors previously reclassified 6,000 shares of unissued common stock as Other
AMPS and reclassified 400 shares of unissued common stock as AMPS, which are being offered hereby. See �Description of AMPS� herein and in
the statement of additional information.
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        The following table shows the amount of (i) capital stock authorized, (ii) capital stock held by the Fund for its own account and (iii) capital
stock outstanding for each class of authorized securities of the Fund as of April 30, 2005.

Title of Class Amount Authorized
Amount Held By Fund
For Its Own Account

Amount Outstanding
(Exclusive Of Amount
Held By Fund For
Its Own Account)

Common Stock 199,994,000 - 0 - 22,366,930
Auction Market Preferred Stock
  Series A 2,000 - 0 - 2,000
  Series B 2,000 - 0 - 2,000
  Series C 2,000 - 0 - 2,000

        The Fund will send unaudited reports at least semi-annually and audited annual financial statements to all of its stockholders.

Common Stock

        Holders of common stock are entitled to share equally in dividends declared by the Board of Directors payable to holders of common stock
and in the net assets of the Fund available for distribution to holders of common stock after payment of the preferential amounts payable to
holders of any outstanding preferred stock. Neither holders of common stock nor holders of preferred stock have pre-emptive or conversion
rights and shares of common stock are not redeemable. The outstanding shares of common stock are fully paid and non-assessable.

        Holders of common stock are entitled to one vote for each share held and will vote with the holders of any outstanding shares of AMPS or
other preferred stock, including the Other AMPS on each matter submitted to a vote of holders of common stock, except as described under
�Description of AMPS � Voting Rights� herein and in the statement of additional information.
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        Stockholders are entitled to one vote for each share held. The shares of common stock, AMPS, Other AMPS and any other preferred stock
do not have cumulative voting rights, which means that the holders of more than 50% of the shares of common stock, AMPS, Other AMPS and
any other preferred stock voting for the election of Directors can elect all of the Directors standing for election by such holders, and, in such
event, the holders of the remaining shares of common stock, AMPS, Other AMPS and any other preferred stock will not be able to elect any of
such Directors.

        So long as any shares of the Fund�s preferred stock are outstanding, including the AMPS and Other AMPS, holders of common stock will
not be entitled to receive any net income of or other distributions from the Fund unless all accumulated dividends on preferred stock have been
paid, and unless asset coverage (as defined in the 1940 Act) with respect to preferred stock would be at least 200% after giving effect to such
distributions. See �Description of AMPS � Dividends � Restrictions on Dividends and Other Payments� herein and in the statement of additional
information.

Preferred Stock

        The Fund has issued an aggregate of 6,000 shares of Other AMPS. Under the Articles Supplementary for the AMPS, the Fund is authorized
to issue an aggregate of 400 shares of Series D AMPS. The terms of the shares of the Other AMPS are substantially the same as the terms of the
shares of the AMPS. See �Description of AMPS.� Under the 1940 Act, the Fund is permitted to have outstanding more than one series of preferred
stock as long as no single series has priority over another series as to the distribution of assets of the Fund or the payment of dividends. Neither
holders of common stock nor holders of preferred stock have pre-emptive rights to purchase any shares of AMPS, Other AMPS or any other
preferred stock that might be issued. It is anticipated that the net asset value per share of the AMPS will equal its original purchase price per
share plus accumulated dividends per share.

Certain Provisions of the Charter and By-laws

        The Fund�s Charter includes provisions that could have the effect of limiting the ability of other entities or persons to acquire control of the
Fund or to change the composition of its Board of Directors and could have the
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effect of depriving common stockholders of an opportunity to sell their shares at a premium over prevailing market prices by discouraging a
third party from seeking obtain control of the Fund. A Director may be removed from office with or without cause but only by vote of the
holders of at least 662/3% of the shares entitled to vote in an election to fill that directorship. A director elected by all of the holders of capital
stock may be removed only by action of such holders, and a director elected by the holders of AMPS and any other preferred stock may be
removed only by action of the holders of AMPS and any other preferred stock.

        In addition, the Charter requires the favorable vote of the holders of at least 66 2/3 % of the Fund�s shares to approve, adopt or authorize the
following:

� a merger or consolidation or statutory share exchange of the Fund with any other corporation;

� a sale of all or substantially all of the Fund�s assets (other than in the regular course of the Fund�s investment activities); or

� a liquidation or dissolution of the Fund;
unless such action has been approved, adopted or authorized by the affirmative vote of at least two-thirds of the total number of Directors fixed
in accordance with the By-laws, in which case the affirmative vote of a majority of the Fund�s shares of capital stock is required. The approval,
adoption or authorization of the foregoing also requires the favorable vote of a majority of the Fund�s outstanding shares (as defined in the 1940
Act) of preferred stock, including the AMPS and the Other AMPS, then entitled to be voted, voting as a separate class.

        In addition, conversion of the Fund to an open-end investment company would require an amendment to the Fund�s Charter. The
amendment would have to be declared advisable by the Board of Directors prior to its submission to stockholders. Such an amendment would
require the favorable vote of the holders of at least 662/3% of the Fund�s outstanding shares of capital stock (including the AMPS, the Other
AMPS and any other preferred stock) entitled to be voted on the matter, voting as a single class (or a majority of such shares if the amendment
was previously approved, adopted or authorized by at least two-thirds of the total number of Directors fixed in accordance with the By-laws),
and the affirmative vote of a majority of outstanding shares (as defined in the 1940 Act) of preferred stock of the Fund (including the AMPS and
the Other AMPS), voting as a separate class. Such a vote also would satisfy a separate requirement in the 1940 Act that the change be approved
by the stockholders. Stockholders of an open-end investment company may require the company to redeem their shares of common stock at any
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time (except in certain circumstances as authorized by or under the 1940 Act) at their net asset value, less such redemption charge, if any, as
might be in effect at the time of a redemption. If the Fund is converted to an open-end investment company, it could be required to liquidate
portfolio securities to meet requests for redemption, and the common stock would no longer be listed on a stock exchange. Conversion to an
open-end investment company would also require redemption of all outstanding shares of preferred stock (including the AMPS and the Other
AMPS) and would require changes in certain of the Fund�s investment policies and restrictions, such as those relating to the issuance of senior
securities, the borrowing of money and the purchase of illiquid securities.

        The Charter and By-laws provide that the Board of Directors has the power to make, amend, alter or repeal any of the By-laws (except for
any By-law specified not to be altered or repealed by the Board), subject to the requirements of the 1940 Act. Neither this provision of the
Charter, nor any of the foregoing provisions of the Charter requiring the affirmative vote of 662/3% of shares of capital stock of the Fund, can be
amended or repealed except by the vote of such required number of shares.

        The Board of Directors has determined that the 662/3% voting requirements described above, which are greater than the minimum
requirements under Maryland law or the 1940 Act, are in the best interests of stockholders generally. Reference should be made to the Charter
on file with the Securities and Exchange Commission for the full text of these provisions.

CUSTODIAN

        The Fund�s securities and cash are held under a custodian agreement with The Bank of New York, 1010 Church Street, New York, New
York 10286.
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UNDERWRITING

        Merrill Lynch, Pierce, Fenner & Smith Incorporated (the �Underwriter�) has agreed, subject to the terms and conditions contained in a
purchase agreement with the Fund and the Investment Adviser, to purchase from the Fund all of the shares of AMPS offered hereby. The
Underwriter has agreed to purchase all such shares if any are purchased.

        The Fund and the Investment Adviser have agreed to indemnify the Underwriter against certain liabilities, including liabilities under the
Securities Act of 1933, as amended, or to contribute to payments the Underwriter may be required to make in respect of those liabilities.

        The Underwriter is offering the shares, subject to prior sale, when, as and if issued to and accepted by them, subject to approval of legal
matters by its counsel, including the validity of the shares, and other conditions contained in the purchase agreement, such as the receipt by the
Underwriter of officer�s certificates and legal opinions. The Underwriter reserves the right to withdraw, cancel or modify offers to the public and
to reject orders in whole or in part.

Commissions and Discounts

        The Underwriter has advised the Fund that it proposes initially to offer the shares of AMPS to the public at the initial public offering price
on the cover page of this prospectus and to dealers at that price less a concession not in excess of $137.50 per share. There is a sales charge or
underwriting discount of $250 per share, which is equal to 1% of the initial public offering price per share. After the initial public offering, the
public offering price and concession may be changed. Investors must pay for any AMPS purchased in the offering on or before September 21,
2005.

        The expenses of the offering, excluding underwriting discount, are estimated at $145,000 and are payable by the Fund.

Other Relationships

        Merrill Lynch acts in Auctions as a Broker-Dealer as set forth under �The Auction � General � Broker-Dealer Agreements� and will be entitled
to fees for services as a Broker-Dealer as set forth under �The Auction � Broker-Dealers.� Merrill Lynch also may provide information to be used in
ascertaining the Reference Rate.
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        The Fund also anticipates that Merrill Lynch may from time to time act as a broker in connection with the execution of its portfolio
transactions. Merrill Lynch is an affiliate of the Investment Adviser. See �Investment Restrictions� and �Portfolio Transactions� in the statement of
additional information.

        The address of the Underwriter is 4 World Financial Center, New York, New York 10080.

TRANSFER AGENT, DIVIDEND DISBURSING AGENT AND REGISTRAR

        The transfer agent, dividend disbursing agent and registrar for the Fund�s shares of AMPS, Other AMPS and common stock is The Bank of
New York, 101 Barclay Street, New York, New York 10286.

ACCOUNTING SERVICES PROVIDER

        State Street Bank and Trust Company, 500 College Road East, Princeton, New Jersey 08540, provides certain accounting services for the
Fund.

LEGAL MATTERS

        Certain legal matters in connection with the AMPS offered hereby are passed on for the Fund and the Underwriter by Sidley Austin Brown
& Wood LLP, New York, New York.
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM AND EXPERTS

        Deloitte & Touche LLP is the Fund�s independent registered public accounting firm. The audited financial statements of the Fund and
certain of the information appearing under the caption �Financial Highlights� included in this prospectus have been audited by Deloitte & Touche
LLP, for the periods indicated in its report with respect thereto, and are included in reliance upon such report and upon the authority of such firm
as experts in accounting and auditing. Deloitte & Touche LLP has an office at 750 College Road East, Princeton, New Jersey 08540.

ADDITIONAL INFORMATION

        The Fund is subject to the informational requirements of the Securities Exchange Act of 1934 and the 1940 Act and in accordance therewith
is required to file reports, proxy statements and other information with the Securities and Exchange Commission. Any such reports and other
information, including the Fund�s Code of Ethics, can be inspected and copied at the public reference facilities of the Commission at 100 F
Street, N.E., Washington, D.C. 20549. Information on the operation of such public reference facilities may be obtained by calling the
Commission at 1-202-551-8090. Copies of such materials can be obtained from the public reference section of the Commission by writing to
100 F Street, N.E., Washington, D.C. 20549, at prescribed rates, or by electronic request at publicinfo@sec.gov. The Commission maintains a
Web site at http://www.sec.gov containing reports and information statements and other information regarding registrants, including the Fund,
that file electronically with the Commission. Reports, proxy statements and other information concerning the Fund can also be inspected at the
offices of the New York Stock Exchange, 20 Broad Street, New York, New York 10005.

        Additional information regarding the Fund is contained in the Registration Statement on Form N-2, including amendments, exhibits and
schedules thereto, relating to such shares filed by the Fund with the Commission in Washington, D.C. This prospectus does not contain all of the
information set forth in the Registration Statement, including any amendments, exhibits and schedules thereto. For further information with
respect to the Fund and the shares offered hereby, reference is made to the Registration Statement. Statements contained in this prospectus as to
the contents of any contract or other document referred to are not necessarily complete and in each instance reference is made to the copy of
such contract or other document filed as an exhibit to the Registration Statement, each such statement being qualified in all respects by such
reference. A copy of the Registration Statement may be inspected without charge at the Commission�s principal office in Washington, D.C., and
copies of all or any part thereof may be obtained from the Commission upon the payment of certain fees prescribed by the Commission.
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GLOSSARY

        �Additional Dividend� has the meaning set forth on page 32 of this prospectus.

        �Agent Member� means the member of the Securities Depository that will act on behalf of a Beneficial Owner of one or more shares of
AMPS or on behalf of a Potential Beneficial Owner.

        �AMPS� means the Auction Market Preferred Stock, Series D with a par value of $.10 per share and a liquidation preference of $25,000 per
share plus an amount equal to accumulated but unpaid dividends thereon (whether or not earned or declared) of the Fund.

        �AMPS Basic Maintenance Amount� has the meaning set forth on pages 32 to 33 of this prospectus.

        �AMPS Basic Maintenance Cure Date� has the meaning set forth on page 33 of this prospectus.

        �AMPS Basic Maintenance Report� has the meaning set forth on page 9 of the statement of additional information.

        �Anticipation Notes� shall mean the following Municipal Bonds: revenue anticipation notes, tax anticipation notes, tax and revenue
anticipation notes, grant anticipation notes and bond anticipation notes.

        �Applicable Percentage� has the meaning set forth on page 36 of this prospectus.

        �Applicable Rate� means the rate per annum at which cash dividends are payable on shares of AMPS for any Dividend Period.

        �Applicable Spread� has the meaning set forth on page 36 of this prospectus.

        �Articles Supplementary� means the Articles Supplementary of the Fund specifying the powers, preferences and rights of the shares of the
AMPS.

        �Auction� means a periodic operation of the Auction Procedures.

        �Auction Agent� means The Bank of New York unless and until another commercial bank, trust company or other financial institution
appointed by a resolution of the Board of Directors of the Fund or a duly authorized committee thereof enters into an agreement with the Fund to
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follow the Auction Procedures for the purpose of determining the Applicable Rate and to act as transfer agent, registrar, dividend disbursing
agent and redemption agent for the AMPS.

        �Auction Agent Agreement� means the agreement entered into between the Fund and the Auction Agent which provides, among other things,
that the Auction Agent will follow the Auction Procedures for the purpose of determining the Applicable Rate.

        �Auction Date� has the meaning set forth on page 35 of this prospectus.

        �Auction Procedures� means the procedures for conducting Auctions set forth in Appendix C to the statement of additional information.

        �Available AMPS� has the meaning set forth on page 38 of this prospectus.

        �Beneficial Owner� means a customer of a Broker-Dealer who is listed on the records of that Broker-Dealer (or if applicable, the Auction
Agent) as a holder of shares of AMPS or a Broker-Dealer that holds AMPS for its own account.

        �Bid� has the meaning set forth on page 36 of this prospectus.

        �Bidder� has the meaning set forth on page 36 of this prospectus.

        �Board of Directors� or �Board� means the Board of Directors of the Fund.

        �Broker-Dealer� means any broker-dealer, or other entity permitted by law to perform the functions required of a Broker-Dealer in the
Auction Procedures, that has been selected by the Fund and has entered into a Broker-Dealer Agreement with the Auction Agent that remains
effective.
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        �Broker-Dealer Agreement� means an agreement entered into between the Auction Agent and a Broker- Dealer, including Merrill Lynch,
Pierce, Fenner &Smith Incorporated, pursuant to which such Broker-Dealer agrees to follow the Auction Procedures.

        �Business Day� means a day on which the New York Stock Exchange is open for trading and which is not a Saturday, Sunday or other day on
which banks in The City of New York are authorized or obligated by law to close.

        �Cede� means Cede & Co., the nominee of DTC, and in whose name the shares of AMPS initially will be registered.

        �Charter� means the Articles of Incorporation, as amended and supplemented (including the Articles Supplementary and the Other AMPS
Articles Supplementary), of the Fund.

        �Code� means the Internal Revenue Code of 1986, as amended.

        �Common stock� means the common stock, par value $.10 per share, of the Fund.

        �Date of Original Issue� means, with respect to each share of AMPS, the date on which such share first is issued by the Fund.

        �Deposit Securities� means cash and Municipal Bonds rated at least A2 (having a remaining maturity of 12 months or less), P-1, VMIG-1 or
MIG-1 by Moody�s or A (having a remaining maturity of 12 months or less), A-1+ or SP-1+ by S&P or A (having a remaining maturity of 12
months or less) or F-1+ by Fitch.

        �Discount Factor� means a Moody�s Discount Factor or an S&P Discount Factor, as the case may be.

        �Discounted Value� means (i) with respect to an S&P Eligible Asset, the quotient of the fair market value thereof divided by the applicable
S&P Discount Factor and (ii) with respect to a Moody�s Eligible Asset, the lower of par and the quotient of the fair market value thereof divided
by the applicable Moody�s Discount Factor.
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        �Dividend Payment Date� has the meaning set forth on page 30 of this prospectus.

        �Dividend Period� has the meaning set forth on page 30 of this prospectus.

        �DTC� means The Depository Trust Company.

        �Eligible Assets� means Moody�s Eligible Assets or S&P Eligible Assets, as the case may be.

        �Existing Holder� means a Broker-Dealer or any such other person as may be permitted by the Fund that is listed as the holder of record of
shares of AMPS in the records of the Auction Agent.

        �Fitch� means Fitch Ratings or its successors.

        �Forward Commitment� has the meaning set forth on page 19 of the statement of additional information.

        �Fund� means MuniYield Quality Fund II, Inc., a Maryland corporation that is the issuer of the AMPS.

        �High Yield Municipal Bonds� means (a) with respect to Moody�s (1) Municipal Bonds rated Ba1 to B3 by Moody�s, (2) Municipal Bonds not
rated by Moody�s, but rated BB+ to B- by S&P or Fitch, and (3) Municipal Bonds not explicitly rated by Moody�s, S&P or Fitch, but rated at least
the equivalent of B3 internally by the Investment Adviser, provided that Moody�s reviews and achieves sufficient comfort with the Investment
Adviser�s internal credit rating processes, and (b) with respect to S&P (1) Municipal Bonds not rated by S&P but rated equivalent to BBB+ or
lower by another NRSRO and (2) Municipal Bonds rated BB+ or lower by S&P.

        �Hold Order� has the meaning set forth on page 35 of this prospectus.

        �Initial Dividend Payment Date� means the first Dividend Payment Date for the Series D AMPS.

        �Initial Dividend Period� means the period from and including the Date of Original Issue to but excluding the Initial Dividend Payment Date
for the Series D AMPS.

        �Initial Margin� means the amount of cash or securities deposited with a broker as a margin payment at the time of purchase or sale of a
financial futures contract.
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        �Inverse Floaters� means trust certificates or other instruments evidencing interests in one or more Municipal Bonds that qualify as (i) S&P
Eligible Assets the interest rates on which are adjusted at short term intervals on a basis that is inverse to the simultaneous readjustment of the
interest rates on corresponding floating rate trust certificates or other instruments issued by the same issuer, provided that the ratio of the
aggregate dollar amount of floating rate instruments to inverse floating rate instruments issued by the same issuer does not exceed one to one at
their time of original issuance unless the floating rate instrument has only one reset remaining until maturity or (ii) Moody�s Eligible Assets the
interest rates on which are adjusted at short term intervals on a basis that is inverse to the simultaneous readjustment of the interest rates on
corresponding floating rate trust certificates or other instruments issued by the same issuer, provided that (a) such Inverse Floaters are rated by
Moody�s with the Investment Adviser having the capability to collapse (or relink) within seven days as a liquidity enhancement measure, and (b)
the issuer of such Inverse Floaters employs a leverage factor (i.e., the ratio of underlying capital appreciation bonds or other instruments to
residual long-term derivative instruments) of not more than 2:1.

        �Investment Adviser� means Fund Asset Management, L.P.

        �IRS� means the United States Internal Revenue Service.

        �LIBOR Dealer� means Merrill Lynch, Pierce, Fenner & Smith Incorporated and such other dealer or dealers as the Fund from time to time
may appoint or, in lieu thereof, their respective affiliates and successors.
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        �LIBOR Rate,� on any Auction Date, means (i) the rate for deposits in U.S. dollars for the designated Dividend Period, which appears on
display page 3750 of Moneyline�s Telerate Service (�Telerate Page 3750�) (or such other page as may replace that page on that service, or such
other service as may be selected by the LIBOR Dealer or its successors that are LIBOR Dealers) as of 11:00 a.m., London time, on the day that
is the London Business Day preceding the Auction Date (the �LIBOR Determination Date�), or (ii) if such rate does not appear on Telerate Page
3750 or such other page as may replace such Telerate Page 3750, (A) the LIBOR Dealer shall determine the arithmetic mean of the offered
quotations of the Reference Banks to leading banks in the London interbank market for deposits in U.S. dollars for the designated Dividend
Period in an amount determined by such LIBOR Dealer by reference to requests for quotations as of approximately 11:00 a.m. (London time) on
such date made by such LIBOR Dealer to the Reference Banks, (B) if at least two of the Reference Banks provide such quotations, LIBOR Rate
shall equal such arithmetic mean of such quotations, (C) if only one or none of the Reference Banks provide such quotations, LIBOR Rate shall
be deemed to be the arithmetic mean of the offered quotations that leading banks in The City of New York selected by the LIBOR Dealer (after
obtaining the Fund�s approval) are quoting on the relevant LIBOR Determination Date for deposits in U.S. dollars for the designated Dividend
Period in an amount determined by the LIBOR Dealer (after obtaining the Fund�s approval) that is representative of a single transaction in such
market at such time by reference to the principal London offices of leading banks in the London interbank market; provided, however, that if one
of the LIBOR Dealers does not quote a rate required to determine the LIBOR Rate, the LIBOR Rate will be determined on the basis of the
quotation or quotations furnished by any Substitute LIBOR Dealer or Substitute LIBOR Dealers selected by the Fund to provide such rate or
rates not being supplied by the LIBOR Dealer; provided further, that if the LIBOR Dealer and Substitute LIBOR Dealers are required but unable
to determine a rate in accordance with at least one of the procedures provided above, the LIBOR Rate shall be the LIBOR Rate as determined on
the previous Auction Date. If the number of Dividend Period days shall be (i) 7 or more but fewer than 21 days, such rate shall be the seven-day
LIBOR rate; (ii) 21 or more but fewer than 49 days, such rate shall be the one-month LIBOR rate; (iii) 49 or more but fewer than 77 days, such
rate shall be the two-month LIBOR rate; (iv) 77 or more but fewer than 112 days, such rate shall be the three-month LIBOR rate; (v) 112 or
more but fewer than 140 days, such rate shall be the four-month LIBOR rate; (vi) 140 or more but fewer than 168 days, such rate shall be the
five-month LIBOR rate; (vii) 168 or more but fewer than 189 days, such rate shall be the six-month LIBOR rate; (viii) 189 or more but fewer
than 217 days, such rate shall be the seven-month LIBOR rate; (ix) 217 or more but fewer than 252 days, such rate shall be the eight-month
LIBOR rate; (x) 252 or more but fewer than 287 days, such rate shall be the nine-month LIBOR rate; (xi) 287 or more but fewer than 315 days,
such rate shall be the ten-month LIBOR rate; (xii) 315 or more but fewer than 343 days, such rate shall be the eleven-month LIBOR rate; and
(xiii) 343 or more but fewer than 365 days, such rate shall be the twelve-month LIBOR rate.

        �London Business Day� means any day on which commercial banks are generally open for business in London.
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        �Long Term Dividend Period� means a Special Dividend Period consisting of a specified period of one whole year or more but not greater
than five years.

        �Mandatory Redemption Price� has the meaning set forth on page 33 of this prospectus.

        �Marginal Tax Rate� means the maximum marginal regular Federal individual income tax rate applicable to ordinary income or the
maximum marginal regular Federal corporate income tax rate, whichever is greater.

        �Maximum Applicable Rate� has the meaning set forth on page 36 of this prospectus.

        �Moody�s� means Moody�s Investors Service, Inc. or its successors.

        �Moody�s Discount Factor� has the meaning set forth on pages 15 to 16 of the statement of additional information.

        �Moody�s Eligible Assets� has the meaning set forth on pages 16 to 17 of the statement of additional information.

        �Moody�s Hedging Transactions� has the meaning set forth on page 18 of the statement of additional information.

        �Moody�s Volatility Factor� means 272% as long as there has been no increase enacted to the Marginal Tax Rate. If such an increase is
enacted but not yet implemented, the Moody�s Volatility Factor shall be as follows:

% Change in
Marginal Tax Rate

Moody�s Volatility
Factor
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less than or equal to 5% 292
greater than 5% but less than or equal to 10% 313
greater than 10% but less than or equal to 15% 338
greater than 15% but less than or equal to 20% 364
greater than 20% but less than or equal to 25% 396
greater than 25% but less than or equal to 30% 432
greater than 30% but less than or equal to 35% 472
greater than 35% but less than or equal to 40% 520

        Notwithstanding the foregoing, the Moody�s Volatility Factor may mean such other potential dividend rate increase factor as Moody�s
advises the Fund in writing is applicable.

        �Municipal Bonds� has the meaning set forth on page 18 of this prospectus.

        �Municipal Index� has the meaning set forth on page 14 of the statement of additional information.

        �1940 Act� means the Investment Company Act of 1940, as amended from time to time.

        �1940 Act AMPS Asset Coverage� has the meaning set forth on page 32 of this prospectus.

        �1940 Act Cure Date� has the meaning set forth on page 32 of this prospectus.

        �Non-Call Period� has the meaning set forth under �Specific Redemption Provisions� below.

        �Non-Payment Period� has the meaning set forth on pages 6 to 7 of the statement of additional information.

        �Non-Payment Period Rate� has the meaning set forth on page 7 of the statement of additional information.

        �Normal Dividend Payment Date� has the meaning set forth on page 29 of this prospectus.

        �Notice of Revocation� has the meaning set forth on page 6 of the statement of additional information.

        �Notice of Special Dividend Period� has the meaning set forth on page 31 of this prospectus.

        �NRSRO� means any nationally recognized statistical rating organization, as that term is used in Rule 15a3-1 under the Securities and
Exchange Act of 1934, as amended, or any successor provisions.

        �Optional Redemption Price� has the meaning set forth on page 33 of this prospectus.

        �Order� has the meaning set forth on page 36 of this prospectus.
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        �Other AMPS� means the Auction Market Preferred Stock, Series A; the Auction Market Preferred Stock, Series B; and the Auction Market
Preferred Stock, Series C, each with a liquidation preference of $25,000 per share plus an amount equal to accumulated but unpaid dividends
thereon (whether or not earned or declared) of the Fund.

        �Other AMPS Articles Supplementary� means the Articles Supplementary, as amended and supplemented, of the Fund specifying the powers,
preferences and rights of the shares of the Other AMPS.

        �Potential Beneficial Owner� means a customer of a Broker-Dealer or a Broker-Dealer that is not a Beneficial Owner of shares of AMPS but
that wishes to purchase such shares, or that is a Beneficial Owner that wishes to purchase additional shares of AMPS.
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        �Potential Holder� means any Broker-Dealer or any such other person as may be permitted by the Fund, including any Existing Holder, who
may be interested in acquiring shares of AMPS (or, in the case of an Existing Holder, additional shares of AMPS).

        �Preferred stock� means preferred stock of the Fund and includes the AMPS.

        �Premium Call Period� has the meaning set forth under �Specific Redemption Provisions� below.

        �Receivables for Municipal Bonds Sold� for Moody�s has the meaning set forth under the definition of Moody�s Discount Factor, and for S&P
has the meaning set forth under the definition of S&P Discount Factor.

        �Reference Banks� means four major banks in the London interbank market selected by Merrill Lynch, Pierce, Fenner & Smith Incorporated
or its affiliates or successors or such other party as the Fund may from time to time appoint.

        �Reference Rate� means: (i) with respect to a Dividend Period having 364 or fewer days, the higher of the applicable LIBOR Rate and the
Taxable Equivalent of the Short-Term Municipal Bond Rate, or (ii) with respect to any Dividend Period having 365 or more days, the applicable
Treasury Index Rate.

        �Request for Special Dividend Period� has the meaning set forth on page 30 of this prospectus.

        �Response� has the meaning set forth on page 31 of this prospectus.

        �Retroactive Taxable Allocation� has the meaning set forth on page 31 of this prospectus.

        �Rule 2a-7 Money Market Funds� means investment companies registered under the 1940 Act that comply with the requirements of Rule 2a-7
thereunder.

        �Series D AMPS� means the Auction Market Preferred Stock, Series D, with a par value of $.10 per share and a liquidation preference of
$25,000 per share plus an amount equal to accumulated but unpaid dividends thereon (whether or not earned or declared), of the Fund.

        �S&P� means Standard & Poor�s or its successors.

        �S&P Discount Factor� has the meaning set forth on page 13 of the statement of additional information.

        �S&P Eligible Assets� has the meaning set forth on pages 13 to 14 of the statement of additional information.

        �S&P Hedging Transactions� has the meaning set forth on page 14 of the statement of additional information.

        �S&P Volatility Factor� means 277% or such other potential dividend rate increase factor as S&P advises the Fund in writing is applicable.

        �Securities Depository� means The Depository Trust Company and its successors and assigns or any successor securities depository selected
by the Fund that agrees to follow the procedures required to be followed by such securities depository in connection with shares of AMPS.

        �Sell Order� has the meaning specified in Subsection 10(b)(i) of the Auction Procedures.

        �7-Day Dividend Period� means a Dividend Period consisting of seven days.
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        �Short Term Dividend Period� means a Special Dividend Period consisting of a specified number of days (other than seven) evenly divisible
by seven, and not fewer than seven days nor more than 364 days.

        �Special Dividend Period� has the meaning set forth on page 29 of this prospectus.
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        �Specific Redemption Provisions� means, with respect to a Special Dividend Period, either, or any combination of, (i) a period (a �Non-Call
Period�) determined by the Board of Directors of the Fund, after consultation with the Auction Agent and the Broker-Dealers, during which the
shares of AMPS subject to such Dividend Period shall not be subject to redemption at the option of the Fund and (ii) a period (a �Premium Call
Period�), consisting of a number of whole years and determined by the Board of Directors of the Fund, after consultation with the Auction Agent
and the Broker-Dealers, during each year of which the shares of AMPS subject to such Dividend Period shall be redeemable at the Fund�s option
at a price per share equal to $25,000 plus accumulated but unpaid dividends plus a premium expressed as a percentage of $25,000, as determined
by the Board of Directors of the Fund after consultation with the Auction Agent and the Broker-Dealers.

        �Submission Deadline� has the meaning set forth on page 38 of this prospectus.

        �Submitted Bid� has the meaning set forth on page 38 of this prospectus.

        �Submitted Hold Order� has the meaning set forth on page 38 of this prospectus.

        �Submitted Order� has the meaning set forth on page 38 of this prospectus.

        �Submitted Sell Order� has the meaning set forth on page 38 of this prospectus.

        �Subsequent Dividend Period� means each Dividend Period after the Initial Dividend Period.

        �Substitute Rating Agency� and �Substitute Rating Agencies� shall mean a NRSRO or two NRSROs, respectively, selected by Merrill Lynch,
Pierce, Fenner &Smith Incorporated, or its respective affiliates and successors, after obtaining the Fund�s approval, to act as a substitute rating
agency or substitute rating agencies, as the case may be, to determine the credit ratings of the AMPS.

        �Sufficient Clearing Bids� has the meaning set forth on page 38 of this prospectus.

        �Taxable Equivalent of the Short-Term Municipal Bond Rate� on any date means 90% of the quotient of (A) the per annum rate expressed on
an interest equivalent basis equal to the Kenny S&P 30-day High Grade Index (the �Kenny Index�) or any successor index, made available for the
Business Day immediately preceding such date but in any event not later than 8:30 a.m. Eastern time, on such date by Kenny Information
Systems Inc. or any successor thereto, based upon 30-day yield evaluations at par of bonds the interest on which is excludable for regular
Federal income tax purposes under the Code of �high grade� component issuers selected by Kenny Information Systems Inc. or any such successor
from time to time in its discretion, which component issuers shall include, without limitation, issuers of general obligation bonds but shall
exclude any bonds the interest on which constitutes an item of tax preference under Section 57(a)(5) of the Code, or successor provisions, for
purposes of the �alternative minimum tax,� divided by (B) 1.00 minus the Marginal Tax Rate (expressed as a decimal); provided, however, that if
the Kenny Index is not made so available by 8:30 a.m. Eastern time, on such date by Kenny Information Systems Inc. or any successor, the
Taxable Equivalent of the Short-Term Municipal Bond Rate shall mean the quotient of (A) the per annum rate expressed on an interest
equivalent basis equal to the most recent Kenny Index so made available for any preceding Business Day, divided by (B) 1.00 minus the
Marginal Tax Rate (expressed as a decimal). The Fund may not utilize a successor index to the Kenny Index unless Moody�s and S&P provide
the Fund with written confirmation that the use of such successor index will not adversely affect the then-current respective Moody�s and S&P
ratings of the AMPS.

        �Treasury Bonds� means U.S. Treasury Bonds or Notes.

        �Treasury Index Rate� means the average yield to maturity for actively traded marketable fixed interest rate U.S. Treasury Securities having
the same number of 30-day periods to maturity as the length of the applicable Dividend Period, determined, to the extent necessary, by linear
interpolation based upon the yield for such securities having the next shorter and next longer number of 30-day periods to maturity treating all
Dividend Periods with a length greater than the longest maturity for such securities as having a length equal to such longest maturity, in all cases
based upon data set forth in the most recent weekly statistical release published by the Board of Governors of the Federal Reserve System
(currently in H.15(519)); provided, however, if the most recent such
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statistical release shall not have been published during the 15 days preceding the date of computation, the foregoing computations shall be based
upon the average of comparable data as quoted to the Fund by at least three recognized dealers in U.S. Government Securities selected by the
Fund.
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        �U.S. Treasury Securities� means direct obligations of the United States Treasury that are entitled to the full faith and credit of the United
States government.

        �Valuation Date� has the meaning set forth on page 32 of this prospectus.

        �Variation Margin� means, in connection with an outstanding futures contract owned or sold by the Fund, the amount of cash or securities
paid to or received from a broker (subsequent to the Initial Margin payment) from time to time as the price of such futures contract fluctuates.

        �Winning Bid Rate� has the meaning set forth on page 39 of this prospectus.

56

(This page intentionally left blank)

(This page intentionally left blank)

$10,000,000

MuniYield Quality Fund II, Inc.

Auction Market Preferred Stock (�AMPS�)

400 Shares, Series D

Liquidation Preference $25,000 Per Share

PROSPECTUS

Merrill Lynch & Co.

        September 19, 2005

Edgar Filing: PAR TECHNOLOGY CORP - Form DEF 14A

90



STATEMENT OF ADDITIONAL INFORMATION

$10,000,000

MuniYield Quality Fund II, Inc.
Auction Market Preferred Stock (�AMPS�)

400 Shares, Series D
Liquidation Preference $25,000 per Share

        MuniYield Quality Fund II, Inc. (the �Fund�) is a non-diversified, closed-end management investment company seeking to provide
shareholders with as high a level of current income exempt from Federal income taxes as is consistent with its investment policies and prudent
investment management. The Fund seeks to achieve its investment objective by investing, as a fundamental policy, at least 80% of an aggregate
of the Fund�s net assets (including proceeds from the issuance of preferred stock), plus the amounts of any borrowings for investment purposes,
in a portfolio of municipal obligations the interest on which, in the opinion of bond counsel to the issuer, is excludable from gross income for
Federal income tax purposes (except that the interest may be includable in taxable income for purposes of the Federal alternative minimum tax).
The Fund invests in a portfolio of municipal obligations which are rated in the three highest quality rating categories (A or better) or, if unrated,
are considered by the Investment Adviser to be of comparable quality. The Fund may invest in certain tax exempt securities classified as �private
activity bonds,� as discussed within, that may subject certain investors in the Fund to an alternative minimum tax. There can be no assurance that
the Fund�s investment objective will be realized.

        Certain capitalized terms not otherwise defined in this statement of additional information have the meaning provided in the Glossary
included as part of the prospectus.

        This statement of additional information is not a prospectus, but should be read in conjunction with the prospectus of the Fund, which has
been filed with the Securities and Exchange Commission (the �Commission�) and can be obtained, without charge, by calling (800) 543-6217. The
prospectus is incorporated by reference into this statement of additional information, and this statement of additional information is incorporated
by reference into the prospectus.

Merrill Lynch & Co.
The date of this statement of additional information is September 19, 2005.
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2

INVESTMENT OBJECTIVE AND POLICIES

        MuniYield Quality Fund II, Inc. is a non-diversified, closed-end management investment company seeking to provide shareholders with as
high a level of current income exempt from Federal income taxes as is consistent with its investment policies and prudent investment
management. The Fund seeks to achieve its investment objective by investing, as a fundamental policy, at least 80% of an aggregate of the
Fund�s net assets (including proceeds from the issuance of preferred stock), and the proceeds of any borrowings for investment purposes, in a
portfolio of municipal obligations issued by or on behalf of states, territories and possessions of the United States and their political
subdivisions, agencies or instrumentalities, each of which pays interest that, in the opinion of bond counsel to the issuer, is excludable from
gross income for Federal income tax purposes (except that the interest may be includable in taxable income for purposes of the Federal
alternative minimum tax) (�Municipal Bonds�). The Fund invests in Municipal Bonds which are rated in the three highest quality rating categories
(A or better) or, if unrated, are considered by the Investment Adviser to be of comparable quality. The Fund may invest in certain tax exempt
securities classified as �private activity bonds,� as discussed within, that may subject certain investors in the Fund to an alternative minimum tax.
There can be no assurance that the Fund�s investment objective will be realized.

        Reference is made to �Investment Objective and Policies� and �Other Investment Policies� in the prospectus for information regarding other
types of securities that the Fund may invest in to achieve its objective.

INVESTMENT RESTRICTIONS

        The following are fundamental investment restrictions of the Fund and may not be changed without the approval of the holders of a
majority of the Fund�s outstanding shares of common stock and outstanding shares of AMPS, Other AMPS and any other preferred stock, voting
together as a single class, and a majority of the outstanding shares of AMPS, Other AMPS and any other preferred stock, voting as a separate
class (which for this purpose and under the 1940 Act means the lesser of (i) 67% of the shares of each class of capital stock represented at a
meeting at which more than 50% of the outstanding shares of each class of capital stock are represented or (ii) more than 50% of the outstanding
shares of each class of capital stock). The Fund may not:

        1. Make investments for the purpose of exercising control or management.

        2. Purchase securities of other investment companies, except (i) in connection with a merger, consolidation, acquisition or
reorganization, (ii) by purchase of shares of tax-exempt money market funds advised by the Investment Adviser or its affiliates (as
defined in the 1940 Act) to the extent permitted by an exemptive order issued to the Fund by the Securities and Exchange Commission,
or (iii) by purchase in the open market of securities of closed-end investment companies and only if immediately thereafter no more than
10% of the Fund�s total assets would be invested in such securities.

        3. Purchase or sell real estate, real estate limited partnerships, commodities or commodity contracts; provided that the Fund may
invest in securities secured by real estate or interests therein or issued by companies that invest in real estate or interests therein, and the
Fund may purchase and sell financial futures contracts and options thereon.

        4. Issue senior securities other than preferred stock or borrow amounts in excess of 5% of its total assets taken at market value;
provided, however, that the Fund is authorized to borrow money in excess of 5% of the value of its total assets for the purpose of
repurchasing shares of common stock or redeeming shares of preferred stock.

        5. Underwrite securities of other issuers except insofar as the Fund may be deemed an underwriter under the Securities Act of 1933,
as amended, in selling portfolio securities.

        6. Make loans to other persons, except that the Fund may purchase Municipal Bonds and other debt securities in accordance with its
investment objective, policies and limitations.
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        7. Purchase any securities on margin, except that the Fund may obtain such short-term credit as may be necessary for the clearance
of purchases and sales of portfolio securities (the deposit or payment by the Fund of initial or variation margin in connection with
financial futures contracts and options thereon is not considered the purchase of a security on margin).
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        8. Make short sales of securities or maintain a short position or invest in put, call, straddle or spread options, except that the Fund
may write, purchase and sell options and futures on Municipal Bonds, U.S. Government obligations and related indices or otherwise in
connection with bona fide hedging activities.

        9. Invest more than 25% of its total assets (taken at market value at the time of each investment) in the securities of issuers in a
single industry; provided that, for purposes of this restriction, states, municipalities and their political subdivisions are not considered to
be part of any industry.

        For purposes of investment restriction (4) above, the Fund may borrow moneys in excess of 5% of the value of its total assets to the extent
permitted by Section 18 of the 1940 Act or otherwise as permitted by applicable law for the purpose of repurchasing shares of common stock or
redeeming shares of preferred stock. For purposes of investment restriction (9) above, the exception for states, municipalities and their political
subdivisions applies only to tax exempt securities issued by such entities.

        An additional investment restriction adopted by the Fund, which may be changed by the Board of Directors without stockholder approval,
provides that the Fund may not mortgage, pledge, hypothecate or in any manner transfer, as security for indebtedness, any securities owned or
held by the Fund except as may be necessary in connection with borrowings mentioned in investment restriction (4) above or except as may be
necessary in connection with transactions in financial futures contracts and options thereon.

        If a percentage restriction on investment policies or the investment or use of assets set forth above is adhered to at the time a transaction is
effected, later changes in percentage resulting from changing values will not be considered a violation.

        The Fund is classified as non-diversified within the meaning of the 1940 Act, which means that the Fund is not limited by the 1940 Act in
the proportion of its assets that it may invest in securities of a single issuer. As a non-diversified fund, the Fund�s investments are limited,
however, in order to allow the Fund to continue to qualify as a regulated investment company under the Internal Revenue Code of 1986, as
amended (the �Code�). See �Taxes.� To qualify, the Fund complies with certain requirements, including limiting its investments so that at the close
of each quarter of the taxable year (i) not more than 25% of the market value of the Fund�s total assets will be invested in the securities of a
single issuer or in qualified publicly traded partnerships as defined in the Code and (ii) with respect to 50% of the market value of its total assets,
not more than 5% of the market value of its total assets will be invested in the securities of a single issuer and the Fund will not own more than
10% of the outstanding voting securities of a single issuer. For purposes of this restriction, the Fund will regard each state and each political
subdivision, agency or instrumentality of such state and each multi-state agency of which such state is a member and each public authority
which issues securities on behalf of a private entity as a separate issuer, except that if the security is backed only by the assets and revenues of a
non-government entity then the entity with the ultimate responsibility for the payment of interest and principal may be regarded as the sole
issuer. These tax-related limitations may be changed by the Board of Directors of the Fund to the extent necessary to comply with changes in the
Federal tax requirements. A fund that elects to be classified as �diversified� under the 1940 Act must satisfy the foregoing 5% and 10%
requirements with respect to 75% of its total assets.

        The Investment Adviser of the Fund and Merrill Lynch, Pierce, Fenner &Smith Incorporated (�Merrill Lynch�) are owned and controlled by
Merrill Lynch &Co., Inc. (�ML & Co.�). Because of the affiliation of Merrill Lynch with the Investment Adviser, the Fund is prohibited from
engaging in certain transactions involving Merrill Lynch except pursuant to an exemptive order or otherwise in compliance with the provisions
of the 1940 Act and the rules and regulations thereunder. Included among such restricted transactions will be purchases from or sales to Merrill
Lynch of securities in transactions in which it acts as principal. See �Portfolio Transactions� in this statement of additional information.

DESCRIPTION OF AMPS

Certain of the capitalized terms used herein and not otherwise defined in this statement of additional information have the meaning
provided in the Glossary at the back of the prospectus.

        The Series D AMPS will be shares of preferred stock that entitle their holders to receive dividends when, as and if declared by the Board of
Directors, out of funds legally available therefor, at a rate per annum that may vary for the successive Dividend Periods. After the Initial
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Dividend Period, each Subsequent Dividend Period for the Series D AMPS generally will be a 7-Day Dividend Period; provided however, that
prior to any Auction, the

4

Fund may elect, subject to certain limitations described herein, upon giving notice to holders thereof, a Special Dividend Period. The Applicable
Rate for a particular Dividend Period will be determined by an Auction conducted on the Business Day before the start of such Dividend Period.
Beneficial Owners and Potential Beneficial Owners of shares of AMPS may participate in Auctions therefor, although, except in the case of a
Special Dividend Period of more than 28 days, Beneficial Owners desiring to continue to hold all of their shares of AMPS regardless of the
Applicable Rate resulting from Auctions need not participate. For an explanation of Auctions and the method of determining the Applicable
Rate, see Appendix C �Auction Procedures.�

        Except as otherwise required by law or unless there is no Securities Depository, all outstanding shares of the AMPS will be represented by
one or more certificates registered in the name of the nominee of the Securities Depository (initially expected to be Cede), and no person
acquiring shares of AMPS will be entitled to receive a certificate representing such shares. See Appendix C �Auction Procedures.� As a result, the
nominee of the Securities Depository is expected to be the sole holder of record of the shares of AMPS. Accordingly, each purchaser of AMPS
must rely on (i) the procedures of the Securities Depository and, if such purchaser is not a member of the Securities Depository, such purchaser�s
Agent Member, to receive dividends, distributions and notices and to exercise voting rights (if and when applicable) and (ii) the records of the
Securities Depository and, if such purchaser is not a member of the Securities Depository, such purchaser�s Agent Member, to evidence its
beneficial ownership of shares of AMPS.

        When issued and sold, the shares of AMPS will have a liquidation preference of $25,000 per share plus an amount equal to accumulated but
unpaid dividends (whether or not earned or declared) and will be fully paid and non-assessable. See �Description of AMPS � Liquidation Rights� in
the prospectus. The shares of AMPS will not be convertible into shares of common stock or other capital stock of the Fund, and the holders
thereof will have no preemptive rights. The AMPS will not be subject to any sinking fund but will be subject to redemption at the option of the
Fund at the Optional Redemption Price on any Dividend Payment Date (except during the Initial Dividend Period and during a Non-Call Period)
and, under certain circumstances, will be subject to mandatory redemption by the Fund at the Mandatory Redemption Price stated in the
prospectus. See �Description of AMPS � Redemption� in the prospectus.

        The Fund also has outstanding three series of shares of Other AMPS with terms that are substantially the same as the terms of the shares of
AMPS described herein and in the prospectus. Cede, the nominee of the Securities Depository, 55 Water Street, New York, New York
10041-0099, is the sole holder of record of the shares of Other AMPS. The Series D AMPS offered hereby rank on a parity with the Other
AMPS with respect to dividends and liquidation preference.

        In addition to serving as the Auction Agent in connection with the Auction Procedures described in the prospectus, The Bank of New York
will be the transfer agent, registrar, dividend disbursing agent and redemption agent for the shares of AMPS. The Auction Agent, however, will
serve merely as the agent of the Fund, acting in accordance with the Fund�s instructions, and will not be responsible for any evaluation or
verification of any matters certified to it.

        Except in an Auction, the Fund will have the right (to the extent permitted by applicable law) to purchase or otherwise acquire any shares of
AMPS so long as the Fund is current in the payment of dividends on AMPS and on any other capital stock of the Fund ranking on a parity with
the AMPS, including the Other AMPS, with respect to the payment of dividends or upon liquidation.

        The following supplements the description of the terms of the shares of AMPS set forth in the prospectus. This description does not purport
to be complete and is subject to and qualified in its entirety by reference to the Fund�s Charter and Articles Supplementary, including the
provisions thereof establishing the AMPS. The Fund�s Charter and the form of Articles Supplementary establishing the terms of the AMPS have
been filed as exhibits to the Registration Statement of which this statement of additional information is a part.

Dividends

General. The holders of shares of the Series D AMPS will be entitled to receive, when, as and if declared by the Board of Directors of the
Fund, out of funds legally available therefor, cumulative cash dividends on their shares, at the Applicable Rate. Dividends on the shares of
AMPS so declared and payable shall be paid (i) in
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preference to and in priority over any dividends so declared and payable on the common stock, and (ii) to the extent permitted under the Code
and to the extent available, out of net tax-exempt income earned on the Fund�s investments. Generally, dividends on shares of AMPS, to the
extent that they are derived from interest paid on Municipal Bonds, will be exempt from Federal income taxes, subject to possible application of
the alternative minimum tax. See �Taxes.�

Notification of Dividend Period. In determining whether the Fund should issue a Notice of Special Dividend for the AMPS, the
Broker-Dealers will consider (i) existing short-term and long-term market rates and indices of such short-term and long-term rates, (ii) existing
market supply and demand for short-term and long-term securities, (iii) existing yield curves for short-term and long-term securities comparable
to the AMPS, (iv) industry and financial conditions that may affect the AMPS, (v) the investment objective of the Fund, and (vi) the Dividend
Periods and dividend rates at which current and potential beneficial holders of the AMPS would remain or become beneficial holders. If the
Broker-Dealers shall not give the Fund a Response by such second Business Day or if the Response states that given the factors set forth above it
is not advisable that the Fund give a Notice of Special Dividend Period for the AMPS, the Fund may not give a Notice of Special Dividend
Period in respect of such Request for Special Dividend Period. In the event the Response indicates that it is advisable that the Fund give a Notice
of Special Dividend Period for the AMPS, the Fund, by no later than the second Business Day prior to such Auction Date, may give a notice (a
�Notice of Special Dividend Period�) to the Auction Agent, the Securities Depository and each Broker-Dealer, which notice will specify (i) the
duration of the Special Dividend Period, (ii) the Optional Redemption Price as specified in the related Response and (iii) the Specific
Redemption Provisions, if any, as specified in the related Response. The Fund also shall provide a copy of such Notice of Special Dividend
Period to Moody�s and S&P. The Fund shall not give a Notice of Special Dividend Period, and, if such Notice of Special Dividend Period shall
have been given already, shall give telephonic and written notice of its revocation (a �Notice of Revocation�) to the Auction Agent, each
Broker-Dealer, and the Securities Depository on or prior to the Business Day prior to the relevant Auction Date if (x) either the 1940 Act AMPS
Asset Coverage is not satisfied or the Fund shall fail to maintain S&P Eligible Assets and Moody�s Eligible Assets each with an aggregate
Discounted Value at least equal to the AMPS Basic Maintenance Amount, in each case on the Valuation Date immediately preceding the
Business Day prior to the relevant Auction Date on an actual basis and on a pro forma basis giving effect to the proposed Special Dividend
Period (using as a pro forma dividend rate with respect to such Special Dividend Period the dividend rate which the Broker-Dealers shall advise
the Fund is an approximately equal rate for securities similar to the AMPS with an equal dividend period), (y) sufficient funds for the payment
of dividends payable on the immediately succeeding Dividend Payment Date have not been segregated in an account at the Fund�s custodian
bank or on the books of the Fund by the close of business on the third Business Day preceding the related Auction Date or (z) the
Broker-Dealers jointly advise the Fund that, after consideration of the factors listed above, they have concluded that it is advisable to give a
Notice of Revocation. The Fund also shall provide a copy of such Notice of Revocation to Moody�s and S&P. If the Fund is prohibited from
giving a Notice of Special Dividend Period as a result of the factors enumerated in clause (x), (y) or (z) above or if the Fund gives a Notice of
Revocation with respect to a Notice of Special Dividend Period, the next succeeding Dividend Period will be a 7-Day Dividend Period. In
addition, in the event Sufficient Clearing Bids are not made in any Auction or an Auction is not held for any reason, the next succeeding
Dividend Period will be a 7-Day Dividend Period, and the Fund may not again give a Notice of Special Dividend Period (and any such
attempted notice shall be null and void) until Sufficient Clearing Bids have been made in an Auction with respect to a 7-Day Dividend Period.

Non-Payment Period; Late Charge. A Non-Payment Period will commence if the Fund fails to (i) declare, prior to the close of business on
the second Business Day preceding any Dividend Payment Date, for payment on or (to the extent permitted as described below) within three
Business Days after such Dividend Payment Date to the persons who held such shares as of 12:00 noon, Eastern time, on the Business Day
preceding such Dividend Payment Date, the full amount of any dividend on shares of AMPS payable on such Dividend Payment Date or (ii)
deposit, irrevocably in trust, in same-day funds, with the Auction Agent by 12:00 noon, Eastern time, (A) on such Dividend Payment Date the
full amount of any cash dividend on such shares (if declared) payable on such Dividend Payment Date or (B) on any redemption date for shares
of AMPS called for redemption, the Mandatory Redemption Price per share of such AMPS or, in the case of an optional redemption, the
Optional Redemption Price per share. Such Non-Payment Period will consist of the period commencing on and including the aforementioned
Dividend Payment Date or redemption date, as the case may be, and ending on and including the
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Business Day on which, by 12:00 noon, Eastern time, all unpaid cash dividends and unpaid redemption prices shall have been so deposited or
otherwise shall have been made available to the applicable holders in same-day funds, provided that a Non-Payment Period for AMPS will not
end unless the Fund shall have given at least five days� but no more than 30 days� written notice of such deposit or availability to the Auction
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Agent, the Securities Depository and all holders of shares of AMPS. Notwithstanding the foregoing, the failure by the Fund to deposit funds as
provided for by clause (ii) (A) or (ii) (B) above within three Business Days after any Dividend Payment Date or redemption date, as the case
may be, in each case to the extent contemplated below, shall not constitute a �Non-Payment Period.�

        The Applicable Rate for each Dividend Period for shares of AMPS, commencing during a Non-Payment Period, will be equal to the
Non-Payment Period Rate; and each Dividend Period commencing after the first day of, and during, a Non-Payment Period shall be a 7-Day
Dividend Period. Any dividend on shares of AMPS due on any Dividend Payment Date for such shares (if, prior to the close of business on the
second Business Day preceding such Dividend Payment Date, the Fund has declared such dividend payable on such Dividend Payment Date to
the persons who held such shares as of 12:00 noon, Eastern time, on the Business Day preceding such Dividend Payment Date) or redemption
price with respect to such shares not paid to such persons when due may be paid to such persons in the same form of funds by 12:00 noon,
Eastern time, on any of the first three Business Days after such Dividend Payment Date or due date, as the case may be, provided that such
amount is accompanied by a late charge calculated for such period of non-payment at the Non-Payment Period Rate applied to the amount of
such non-payment based on the actual number of days comprising such period divided by 365. In the case of a willful failure of the Fund to pay
a dividend on a Dividend Payment Date or to redeem any shares of AMPS on the date set for such redemption, the preceding sentence shall not
apply and the Applicable Rate for the Dividend Period commencing during the Non-Payment Period resulting from such failure shall be the
Non-Payment Period Rate. For the purposes of the foregoing, payment to a person in same-day funds on any Business Day at any time will be
considered equivalent to payment to that person in New York Clearing House (next-day) funds at the same time on the preceding Business Day,
and any payment made after 12:00 noon, Eastern time, on any Business Day shall be considered to have been made instead in the same form of
funds and to the same person before 12:00 noon, Eastern time, on the next Business Day.

        The Non-Payment Period Rate initially will be 200% of the applicable Reference Rate (or 300% of such rate if the Fund has provided
notification to the Auction Agent prior to the Auction 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), provided that the Board of Directors of the Fund shall have the authority to
adjust, modify, alter or change from time to time by resolution or otherwise the initial Non-Payment Period Rate if the Board of Directors of the
Fund determines and Moody�s and S&P (and any Substitute Rating Agency or Substitute Rating Agencies, as the case may be, in lieu of Moody�s
or S&P, or both, in the event either or both of such parties shall not rate the AMPS) advise the Fund in writing that such adjustment,
modification, alteration or change will not adversely affect their then current ratings on the AMPS.

Restrictions on Dividends and Other Payments. For so long as any shares of AMPS are outstanding, the Fund will not declare, pay or set
apart for payment any dividend or other distribution (other than a dividend or distribution paid in shares of, or options, warrants or rights to
subscribe for or purchase, common stock or other stock, if any, ranking junior to shares of AMPS as to dividends or upon liquidation) in respect
of common stock or any other stock of the Fund ranking junior to or on a parity with shares of AMPS as to dividends or upon liquidation, or call
for redemption, redeem, purchase or otherwise acquire for consideration any shares of common stock or any other such junior stock (except by
conversion into or exchange for stock of the Fund ranking junior to AMPS as to dividends and upon liquidation) or any such parity stock (except
by conversion into or exchange for stock of the Fund ranking junior to or on a parity with AMPS as to dividends and upon liquidation), unless
(A) immediately after such transaction, the Fund would have S&P Eligible Assets and Moody�s Eligible Assets each with an aggregate
Discounted Value equal to or greater than the AMPS Basic Maintenance Amount, and the 1940 Act AMPS Asset Coverage (see �Asset
Maintenance� and �Redemption� below) would be satisfied, (B) full cumulative dividends on shares of AMPS and shares of the Other AMPS due
on or prior to the date of the transaction have been declared and paid or shall have been declared and sufficient funds for the payment thereof
deposited with the Auction Agent, (C) any Additional Dividend required to be paid on or before the date of such declaration or payment has
been paid, and (D) the Fund has redeemed the full number of shares of AMPS required to be redeemed by any provision for mandatory
redemption contained in the Articles Supplementary.

7

Asset Maintenance

1940 Act AMPS Asset Coverage. The Fund will be required under the Articles Supplementary to maintain, with respect to shares of AMPS,
as of the last Business Day of each month in which any shares of AMPS are outstanding, asset coverage of at least 200% with respect to senior
securities that are stock, including the shares of AMPS and Other AMPS (or such other asset coverage as in the future may be specified in or
under the 1940 Act as the minimum asset coverage for senior securities that are stock of a closed-end investment company as a condition of
paying dividends on its common stock) (�1940 Act AMPS Asset Coverage�). If the Fund fails to maintain 1940 Act AMPS Asset Coverage and
such failure is not cured as of the last Business Day of the following month (the �1940 Act Cure Date�), the Fund will be required under certain
circumstances to redeem certain of the shares of AMPS. See �Description of AMPS � Redemption� in the prospectus and �� Redemption� below.
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AMPS Basic Maintenance Amount. So long as shares of AMPS are outstanding, the Fund will be required under the Articles Supplementary
as of the last Business Day of each week (a �Valuation Date�) to maintain S&P Eligible Assets and Moody�s Eligible Assets each having in the
aggregate a Discounted Value at least equal to the AMPS Basic Maintenance Amount. If the Fund fails to meet such requirement as of any
Valuation Date and such failure is not cured on or before the sixth Business Day after such Valuation Date (the �AMPS Basic Maintenance Cure
Date�), the Fund will be required under certain circumstances to redeem certain of the shares of AMPS. See �Description of AMPS � Redemption�
in the prospectus and �� Redemption� below. Upon any failure to maintain the required Discounted Value, the Fund will use its best efforts to alter
the composition of its portfolio to reattain a Discounted Value at least equal to the AMPS Basic Maintenance Amount on or prior to the AMPS
Basic Maintenance Cure Date.

        The AMPS Basic Maintenance Amount as of any Valuation Date, means the dollar amount equal to (i) the sum of (A) the product of the
number of shares of AMPS and Other AMPS outstanding on such Valuation Date multiplied by the sum of $25,000 and any applicable
redemption premium attributable to the designation of a Premium Call Period; (B) the aggregate amount of cash dividends (whether or not
earned or declared) that will have accumulated for the AMPS and Other AMPS outstanding to (but not including) the end of the current
Dividend Period for the AMPS that follows such Valuation Date in the event the then current Dividend Period will end within 49 calendar days
of such Valuation Date or through the 49th day after such Valuation Date in the event the then current Dividend Period will not end within 49
calendar days of such Valuation Date; (C) in the event the then current Dividend Period will end within 49 calendar days of such Valuation
Date, the aggregate amount of cash dividends that would accumulate at the Maximum Applicable Rate applicable to a Dividend Period of 28 or
fewer days on any shares of AMPS and Other AMPS outstanding from the end of such Dividend Period through the 49th day after such
Valuation Date, multiplied by the larger of the Moody�s Volatility Factor and the S&P Volatility Factor, determined from time to time by
Moody�s and S&P, respectively (except that if such Valuation Date occurs during a Non-Payment Period, the cash dividend for purposes of
calculation would accumulate at the then current Non-Payment Period Rate); (D) the amount of anticipated expenses of the Fund for the 90 days
subsequent to such Valuation Date; (E) the amount of current outstanding balances of any indebtedness that is senior to the AMPS plus interest
actually accrued together with 30 days additional interest on the current outstanding balances calculated at the current rate; (F) the amount of the
Fund�s maximum potential Additional Dividend liability as of such Valuation Date; and (G) any current liabilities as of such Valuation Date to
the extent not reflected in any of (i)(A) through (i)(F) (including, without limitation, and immediately upon determination, any amounts due and
payable by the Fund for portfolio securities purchased as of such Valuation Date and any liabilities incurred for the purpose of clearing securities
transactions) less (ii) either (A) the Discounted Value of any of the Fund�s assets, or (B) the face value of any of the Fund�s assets if such assets
mature prior to or on the date of redemption of AMPS or payment of a liability and are either securities issued or guaranteed by the United States
Government or Deposit Securities, in both cases irrevocably deposited by the Fund for the payment of the amount needed to redeem shares of
AMPS subject to redemption or to satisfy any of (i)(B) through (i)(G).

        The Discount Factors and guidelines for determining the market value of the Fund�s portfolio holdings have been based on criteria
established in connection with rating the AMPS. These factors include, but are not limited to, the sensitivity of the market value of the relevant
asset to changes in interest rates, the liquidity and depth of the market for the relevant asset, the credit quality of the relevant asset (for example,
the lower the rating of a debt obligation, the higher the related discount factor) and the frequency with which the relevant asset is marked to
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market. In no event shall the Discounted Value of any asset of the Fund exceed its unpaid principal balance or face amount as of the date of
calculation. The Discount Factor relating to any asset of the Fund and the AMPS Basic Maintenance Amount, the assets eligible for inclusion in
the calculation of the Discounted Value of the Fund�s portfolio and certain definitions and methods of calculation relating thereto may be
changed from time to time by the Fund, without stockholder approval, but only in the event the Fund receives written confirmation from S&P,
Moody�s and any Substitute Rating Agency that any such changes would not impair the rating then assigned to the shares of AMPS by S&P or
Moody�s or any Substitute Rating Agency.

        On or before the seventh Business Day in the case of Moody�s and the next Business Day in the case of S&P after a Valuation Date on
which the Fund fails to maintain S&P Eligible Assets and Moody�s Eligible Assets each with an aggregate Discounted Value equal to or greater
than the AMPS Basic Maintenance Amount, the Fund is required to (i) deliver to Moody�s a report with respect to the calculation of the AMPS
Basic Maintenance Amount, the value of its portfolio holdings and the net asset value and market price of the Fund�s common stock as of the
date of such failure (an �AMPS Basic Maintenance Report�) and (ii) send S&P an electronic notification of such failure. The Fund also will deliver
an AMPS Basic Maintenance Report as of the 21st day of each month (or if such day is not a Business Day, as of the next succeeding Business
Day) or as of the last Business Day of the month in which the Fund�s fiscal year ends on or before the seventh Business Day after such day.
Within ten Business Days after delivery of such report relating to the month in which the Fund�s fiscal year ends, the Fund will deliver a letter
prepared by the Fund�s independent accountants regarding the accuracy of the calculations made by the Fund in such AMPS Basic Maintenance
Report. If any such letter prepared by the Fund�s independent accountants shows that an error was made in the AMPS Basic Maintenance Report,
the calculation or determination made by the Fund�s independent accountants will be conclusive and binding on the Fund. The Fund will also (i)
provide Moody�s with an AMPS Basic Maintenance Report and (ii) send S&P an electronic notification, as of each Valuation Date on or before
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the seventh Business Day in the case of Moody�s and the next Business Day in the case of S&P after such date when the Discounted Value of
Moody�s Eligible Assets or S&P Eligible Assets, as the case may be, fails to exceed the AMPS Basic Maintenance Amount by 10% or more.
Also, on or before 5:00 p.m., Eastern time, on the first Business Day after shares of common stock are repurchased by the Fund, the Fund will
complete and deliver to Moody�s an AMPS Basic Maintenance Report as of the close of business on such date that common stock is repurchased.

Redemption

Mandatory Redemption. The number of shares of AMPS to be redeemed will be equal to the lesser of (a) the minimum number of shares of
AMPS the redemption of which, if deemed to have occurred immediately prior to the opening of business on the Cure Date, together with all
other shares of the preferred stock subject to redemption or retirement, would result in the Fund having S&P Eligible Assets and Moody�s
Eligible Assets each with an aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance Amount or satisfaction of the
1940 Act AMPS Asset Coverage, as the case may be, on such Cure Date (provided that, if there is no such minimum number of shares the
redemption of which would have such result, all shares of AMPS then outstanding will be redeemed), and (b) the maximum number of shares of
AMPS, together with all other shares of preferred stock subject to redemption or retirement, that can be redeemed out of funds expected to be
legally available therefor on such redemption date. In determining the number of shares of AMPS required to be redeemed in accordance with
the foregoing, the Fund shall allocate the number required to be redeemed which would result in the Fund having S&P Eligible Assets and
Moody�s Eligible Assets each with an aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance Amount or satisfaction
of the 1940 Act AMPS Asset Coverage, as the case may be, pro rata among shares of AMPS, Other AMPS and other preferred stock subject to
redemption pursuant to provisions similar to those set forth below; provided that, shares of AMPS which may not be redeemed at the option of
the Fund due to the designation of a Non-Call Period applicable to such shares (A) will be subject to mandatory redemption only to the extent
that other shares are not available to satisfy the number of shares required to be redeemed and (B) will be selected for redemption in an
ascending order of outstanding number of days in the Non-Call Period (with shares with the lowest number of days to be redeemed first) and by
lot in the event of shares having an equal number of days in such Non-Call Period. The Fund is required to effect such a mandatory redemption
on a Business Day which is not later than 30 days after such Cure Date, except that if the Fund does not have funds legally available for the
redemption of all of the required number of shares of AMPS and shares of other preferred stock which are subject to mandatory redemption or
the Fund otherwise is
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unable to effect such redemption on a Business Day which is on or prior to 30 days after such Cure Date, the Fund will redeem those shares of
AMPS that it was unable to redeem on the earliest practicable date on which it is able to effect such redemption out of funds legally available
therefor.

Notice of Redemption. If shares of AMPS are to be redeemed, a notice of redemption will be mailed to each record holder of such shares of
AMPS (initially Cede as nominee of the Securities Depository) and to the Auction Agent not less than 17 nor more than 60 days prior to the date
fixed for the redemption thereof. Each notice of redemption will include a statement setting forth: (i) the redemption date, (ii) the redemption
price, (iii) the aggregate number of shares of AMPS to be redeemed, (iv) the place or places where shares of AMPS are to be surrendered for
payment of the redemption price, (v) a statement that dividends on the shares to be redeemed will cease to accumulate on such redemption date
(except that holders may be entitled to Additional Dividends) and (vi) the provision of the Articles Supplementary pursuant to which such shares
are being redeemed. The notice also will be published in the eastern and national editions of The Wall Street Journal. No defect in the notice of
redemption or in the mailing or publication thereof will affect the validity of the redemption proceedings, except as required by applicable law.

        In the event that less than all of the outstanding shares of AMPS are to be redeemed, the shares to be redeemed will be selected by lot or
such other method as the Fund shall deem fair and equitable, and the results thereof will be communicated to the Auction Agent. The Auction
Agent will give notice to the Securities Depository, whose nominee will be the record holder of all shares of AMPS, and the Securities
Depository will determine the number of shares to be redeemed from the account of the Agent Member of each Existing Holder. Each Agent
Member will determine the number of shares to be redeemed from the account of each Existing Holder for which it acts as agent. An Agent
Member may select for redemption shares from the accounts of some Existing Holders without selecting for redemption any shares from the
accounts of other Existing Holders. Notwithstanding the foregoing, if neither the Securities Depository nor its nominee is the record holder of all
of the shares of AMPS, the particular shares to be redeemed shall be selected by the Fund by lot or by such other method as the Fund shall deem
fair and equitable.

        If the Fund gives notice of redemption, and concurrently or thereafter deposits in trust with the Auction Agent, or segregates in an account
at the Fund�s custodian bank for the benefit of the holders of the AMPS to be redeemed and for payment to the Auction Agent, Deposit Securities
(with a right of substitution) having an aggregate Discounted Value equal to the redemption payment for the shares of AMPS as to which notice
of redemption has been given, with irrevocable instructions and authority to pay the redemption price to the record holders thereof, then upon the
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date of such deposit or, if no such deposit is made, upon such date fixed for redemption (unless the Fund shall default in making payment of the
redemption price), all rights of the holders of such shares called for redemption will cease and terminate, except the right of such holders to
receive the redemption price in respect thereof and any Additional Dividends, but without interest, and such shares no longer will be deemed to
be outstanding. The Fund will be entitled to receive, from time to time, the interest, if any, earned on such Deposit Securities deposited with the
Auction Agent, and the holders of any shares so redeemed will have no claim to any such interest. Any funds so deposited which are unclaimed
at the end of one year from such redemption date will be repaid, upon demand, to the Fund, after which the holders of the shares of AMPS so
called for redemption may look only to the Fund for payment thereof.

        So long as any shares of AMPS are held of record by the nominee of the Securities Depository (initially Cede), the redemption price for
such shares will be paid on the redemption date to the nominee of the Securities Depository. The Securities Depository�s normal procedures now
provide for it to distribute the amount of the redemption price to Agent Members who, in turn, are expected to distribute such funds to the
persons for whom they are acting as agent. Notwithstanding the provisions for redemption described above, no shares of AMPS shall be subject
to optional redemption (i) unless all dividends in arrears on the outstanding shares of AMPS, and all capital stock of the Fund ranking on a parity
with the AMPS with respect to the payment of dividends or upon liquidation, including the Other AMPS, have been or are being
contemporaneously paid or declared and set aside for payment and (ii) if redemption thereof would result in the Fund�s failure to maintain
Moody�s Eligible Assets or S&P Eligible Assets with an aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance
Amount.

10

Voting Rights

        In connection with the election of the Fund�s directors, holders of shares of AMPS, Other AMPS and any other preferred stock, voting
separately as a single class, shall be entitled at all times to elect two of the Fund�s directors, and the remaining directors will be elected by holders
of shares of common stock and shares of AMPS, Other AMPS and any other preferred stock, voting together as a single class. In addition, if at
any time dividends on outstanding shares of AMPS shall be unpaid in an amount equal to at least two full years� dividends thereon or if at any
time holders of any shares of preferred stock, including Other AMPS, are entitled, together with the holders of AMPS, to elect a majority of the
directors of the Fund under the 1940 Act, then the number of directors constituting the Board of Directors automatically shall be increased by the
smallest number that, when added to the two directors elected exclusively by the holders of shares of AMPS, Other AMPS and any other
preferred stock as described above, would constitute a majority of the Board of Directors as so increased by such smallest number, and at a
special meeting of stockholders which will be called and held as soon as practicable, and at all subsequent meetings at which directors are to be
elected, the holders of shares of AMPS, Other AMPS and any other preferred stock, voting as a separate class, will be entitled to elect the
smallest number of additional directors that, together with the two directors that such holders in any event will be entitled to elect, constitutes a
majority of the total number of directors of the Fund as so increased. The terms of office of the persons who are directors at the time of that
election will continue. If the Fund thereafter shall pay, or declare and set apart for payment in full, all dividends payable on all outstanding
shares of AMPS and any other preferred stock, including Other AMPS, for all past Dividend Periods, the additional voting rights of the holders
of shares of AMPS and any other preferred stock, including Other AMPS, as described above shall cease, and the terms of office of all of the
additional directors elected by the holders of shares of AMPS, Other AMPS and any other preferred stock (but not of the directors with respect
to whose election the holders of common stock were entitled to vote or the two directors the holders of shares of AMPS, Other AMPS and any
other preferred stock have the right to elect in any event) will terminate automatically.

        The affirmative vote of a majority of the votes entitled to be cast by holders of outstanding shares of AMPS and any other preferred stock,
including Other AMPS, voting as a separate class, will be required to (i) authorize, create or issue any class or series of stock ranking prior to the
AMPS or any other series of preferred stock with respect to the payment of dividends or the distribution of assets on dissolution, liquidation or
winding up the affairs of the Fund, or (ii) amend, alter or repeal the provisions of the Charter, whether by merger, consolidation or otherwise, so
as to adversely affect any of the contract rights expressly set forth in the Charter of holders of shares of AMPS or any other preferred stock. To
the extent permitted under the 1940 Act, in the event shares of more than one series of preferred stock are outstanding, the Fund shall not
approve any of the actions set forth in clause (i) or (ii) which adversely affects the contract rights expressly set forth in the Charter of a holder of
shares of AMPS differently than those of a holder of shares of any other series of preferred stock without the affirmative vote of at least a
majority of votes entitled to be cast by holders of the shares of AMPS adversely affected and outstanding at such time (voting separately as a
class). The Board of Directors, however, without stockholder approval, may amend, alter or repeal any or all of the various rating agency
guidelines described herein in the event the Fund receives confirmation from the rating agencies that any such amendment, alteration or repeal
would not impair the ratings then assigned to shares of AMPS. Furthermore, the Board of Directors, without stockholder approval, may
terminate compliance with the Moody�s or S&P guidelines as discussed under �Rating Agency Guidelines� in the prospectus. Unless a higher
percentage is provided for under �Description of Capital Stock � Certain Provisions of the Charter and By-laws� in the prospectus, the affirmative
vote of the holders of a majority of the outstanding shares of preferred stock (as defined under �Investment Restrictions�), including AMPS and
Other AMPS, entitled to be cast, voting as a separate class, will be required to approve any plan of reorganization (including bankruptcy
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proceedings) adversely affecting such shares or any action requiring a vote of security holders under Section 13(a) of the 1940 Act including,
among other things, changes in the Fund�s investment objective or changes in the investment policies and restrictions described as fundamental
policies in the prospectus and under �Investment Restrictions.� So long as any shares of AMPS are outstanding, the affirmative vote of the holders
of a majority of the outstanding shares of preferred stock (as defined under �Investment Restrictions�), including AMPS and Other AMPS, voting
together as a single class, will be required to approve any voluntary application by the Fund for relief under Federal bankruptcy law or any
similar application under state law for so long as the Fund is solvent and does not foresee becoming insolvent. The class vote of holders of
shares of AMPS, Other AMPS and any other preferred stock described above in each case will

11

be in addition to a separate vote of the requisite percentage of shares of common stock and shares of AMPS, Other AMPS and any other
preferred stock, voting together as a single class, necessary to authorize the action in question. An increase in the number of authorized shares of
preferred stock pursuant to the Charter or the issuance of additional shares of any series of preferred stock (including AMPS and Other AMPS)
pursuant to the Charter shall not in and of itself be considered to adversely affect the contract rights of the holders of the AMPS.

        Notwithstanding the foregoing, and except as otherwise required by the 1940 Act, (i) holders of outstanding shares of the AMPS will be
entitled as a series, to the exclusion of the holders of all other securities, including other preferred stock, common stock and other classes of
capital stock of the Fund, to vote on matters affecting the AMPS that do not materially adversely affect any of the contract rights of holders of
such other securities, including other preferred stock, common stock and other classes of capital stock, as expressly set forth in the Charter, and
(ii) holders of outstanding shares of AMPS will not be entitled to vote on matters affecting any other preferred stock that do not materially
adversely affect any of the contract rights of holders of the AMPS, as expressly set forth in the Charter.

        The foregoing voting provisions will not apply to any shares of AMPS if, at or prior to the time when the act with respect to which such
vote otherwise would be required shall be effected, such shares shall have been (i) redeemed or (ii) called for redemption and sufficient funds
shall have been deposited in trust to effect such redemption.

THE AUCTION

Auction Agent Agreement

        The Auction Agent will act as agent for the Fund in connection with Auctions. In the absence of bad faith or negligence on its part, the
Auction Agent will not be liable for any action taken, suffered or omitted, or for any error of judgment made, by it in the performance of its
duties under the Auction Agent Agreement, and will not be liable for any error of judgment made in good faith unless the Auction Agent shall
have been negligent in ascertaining, or failing to ascertain, the pertinent facts. Pursuant to the Auction Agent Agreement, the Fund is required to
indemnify the Auction Agent for certain losses and liabilities incurred by the Auction Agent without negligence or bad faith on its part in
connection with the performance of its duties under such agreement.

        The Auction Agent may terminate the Auction Agent Agreement upon notice to the Fund, which termination may be no earlier than 60
days following delivery of such notice. If the Auction Agent resigns, the Fund will use its best efforts to enter into an agreement with a successor
Auction Agent containing substantially the same terms and conditions as the Auction Agent Agreement. The Fund may terminate the Auction
Agent Agreement at any time, provided that prior to such termination the Fund shall have entered into such an agreement with respect thereto
with a successor Auction Agent.

Broker-Dealer Agreements

        The Auctions require the participation of one or more broker-dealers. A Broker-Dealer Agreement may be terminated by the Auction Agent
or a Broker-Dealer on five days� notice to the other party, provided that the Broker-Dealer Agreement with Merrill Lynch may not be terminated
without the prior written consent of the Fund, which consent may not be unreasonably withheld.

        For the six months ended April 30, 2005 and the fiscal years ended October 31, 2004, 2003 and 2002, Merrill Lynch, an affiliate of the
Investment Adviser, earned $103,601, $171,550, $143,340 and $178,506, respectively, pursuant to its Broker-Dealer Agreement with the Fund.

Auction Procedures

Edgar Filing: PAR TECHNOLOGY CORP - Form DEF 14A

100



        The Auction Procedures are set forth in Appendix C to this statement of additional information. The Settlement Procedures to be used with
respect to Auctions are set forth in Appendix B to this statement of additional information.
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RATING AGENCY GUIDELINES

S&P AAA Rating Guidelines

        The Discounted Value of the Fund�s S&P Eligible Assets is calculated on each Valuation Date. See �Description of AMPS � Asset
Maintenance � AMPS Basic Maintenance Amount.� S&P Eligible Assets include cash, Receivables for Municipal Bonds Sold (as defined below),
Rule 2a-7 Money Market Funds and Municipal Bonds eligible for consideration under S&P�s current guidelines. For purposes of calculating the
Discounted Value of the Fund�s portfolio under current S&P guidelines, the fair market value of Municipal Bonds eligible for consideration
under such guidelines must be discounted by the applicable S&P Discount Factor set forth in the table below. The Discounted Value of a
Municipal Bond eligible for consideration under S&P guidelines is the fair market value thereof divided by the S&P Discount Factor. The S&P
Discount Factor used to discount a particular Municipal Bond will be determined by reference to the rating by S&P, Moody�s or Fitch on such
Municipal Bond; provided, however, for purposes of determining the S&P Discount Factor applicable to Municipal Bonds not rated by S&P, the
Municipal Bonds will carry an S&P rating one full rating category lower than the S&P rating category that is the equivalent of the rating
category in which such Municipal Bond is placed by a NRSRO, in accordance with the table set forth below:

S&P�s Rating Category (1)

AAA*(2) AA* A* BBB* BB* B* CCC* NR**

144.75% 147.75% 150.75% 153.75% 175.11% 195.11% 215.11% 220.00%

* S&P rating.

** Not rated.

(1) For Municipal Bonds of any one issuer rated at least BBB- by S&P, or if not rated by S&P, rated at least A- by another NRSRO, 2% is added to the
applicable S&P Discount Factor for every 1% by which the fair market value of such Municipal Bonds exceeds 5% of the aggregate fair market value
of the S&P Eligible Assets, but in no event greater than 10%; or for any percentage over 5% add 10 percentage points to the applicable S&P Discount
Factor.

(2) For zero coupon Municipal Bonds, the S&P Discount Factor is 441.80%.

        Notwithstanding the foregoing, (i) the S&P Discount Factor for short-term Municipal Bonds will be 115%, so long as such Municipal
Bonds are rated A-1+ or SP-1+ by S&P and mature or have a demand feature exercisable in 30 days or less, or 120% so long as such Municipal
Bonds are rated A-1 or SP-1 by S&P and mature or have a demand feature exercisable in 30 days or less, or 125% if such Municipal Bonds are
not rated by S&P but are rated VMIG-1, P-1 or MIG-1 by Moody�s or F-1+ by Fitch; provided, however, such short-term Municipal Bonds rated
by Moody�s or Fitch but not rated by S&P having a demand feature exercisable in 30 days or less must be backed by a letter of credit, liquidity
facility or guarantee from a bank or other financial institution having a short-term rating of at least A-1+ from S&P; and further provided that
such short-term Municipal Bonds rated by Moody�s or Fitch but not rated by S&P may comprise no more than 50% of short-term Municipal
Bonds that qualify as S&P Eligible Assets, (ii) the S&P Discount Factor for Rule 2a-7 Money Market Funds will be 110%, (iii) the S&P
Discount Factor for Receivables for Municipal Bonds Sold that are due in more than five Business Days from such Valuation Date will be the
S&P Discount Factor applicable to the Municipal Bonds sold and (iv) no S&P Discount Factor will be applied to cash or to Receivables for
Municipal Bonds Sold if such receivables are due within five Business Days of such Valuation Date. �Receivables for Municipal Bonds Sold,� for
purposes of calculating S&P Eligible Assets as of any Valuation Date, means the book value of receivables for Municipal Bonds sold as of or
prior to such Valuation Date. For purposes of the foregoing, Anticipation Notes rated SP-1 or, if not rated by S&P, rated VMIG-1 by Moody�s or
F-1+ by Fitch, which do not mature or have a demand feature exercisable in 30 days and which do not have a long-term rating, shall be
considered to be short-term Municipal Bonds.

        The S&P guidelines require certain minimum issue size and impose other requirements for purposes of determining S&P Eligible Assets. In
order to be considered S&P Eligible Assets, Municipal Bonds must:

(i)  be issued by any of the 50 states of the United States, its territories and their subdivisions, counties, cities, towns, villages, and
school districts, agencies, such as authorities and special districts created by the states, and certain federally sponsored agencies
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such as local housing authorities (payments made on these bonds are exempt from regular Federal income taxes and are generally
exempt from state and local taxes in the state of issuance);
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(ii)  except for zero coupon Municipal Bonds rated AAA by S&P that mature in 30 years or less, be interest bearing and pay interest
at least semi-annually;

(iii)  be payable with respect to principal and interest in U.S. dollars;

(iv)  not be subject to a covered call or covered put option written by the Fund;

(v)  except for Inverse Floaters, not be part of a private placement; and

(vi)  except for Inverse Floaters and legally defeased bonds that are secured by securities issued or guaranteed by the United States
Government, be part of an issue with an original issue size of at least $10 million or, if of an issue with an original issue size
below $10 million, is rated at least AA or higher by S&P.

Notwithstanding the foregoing:

        (i) Municipal Bonds issued by issuers in any one state or territory will be considered S&P Eligible Assets only to the extent the fair market
value of such Municipal Bonds does not exceed 25% of the aggregate fair market value of S&P Eligible Assets;

        (ii) Municipal Bonds which are escrow bonds or defeased bonds may compose up to 100% of the aggregate fair market value of S&P
Eligible Assets if such Bonds initially are assigned a rating by S&P in accordance with S&P�s legal defeasance criteria or rerated by S&P as
economic defeased escrow bonds and assigned an AAA rating. Municipal Bonds may be rated as escrow bonds by another NRSRO or rerated as
an escrow bond and assigned the equivalent of an S&P AAA rating, provided that such equivalent rated Bonds are limited to 50% of the
aggregate fair market value of S&P Eligible Assets and are deemed to have an AA S&P rating for purposes of determining the S&P Discount
Factor applicable to such Municipal Bonds. The limitations on Municipal Bonds in clause (i) above and clauses (iii) and (iv) below are not
applicable to escrow bonds;

        (iii) Municipal Bonds which are not rated by any NRSRO may comprise no more than 10% of S&P Eligible Assets;

        (iv) Municipal Bonds rated at least BBB- by S&P, or if not rated by S&P, rated at least A- by another NRSRO, of any one issuer or
guarantor (excluding bond insurers) will be considered S&P Eligible Assets only to the extent the fair market value of such Municipal Bonds
does not exceed 10% of the aggregate fair market value of the S&P Eligible Assets, High Yield Municipal Bonds of any issuer may comprise no
more than 5% of S&P Eligible Assets, and Municipal Bonds of any one issuer which are not rated by any NRSRO will be considered S&P
Eligible Assets only to the extent the fair market value of such Municipal Bonds does not exceed 5% of the aggregate fair market value of the
S&P Eligible Assets. In the aggregate, the maximum issuer exposure is limited to 10% of the S&P Eligible Assets; and

        (v) Municipal Bonds not rated by S&P but rated by another NRSRO will be included in S&P Eligible Assets only to the extent the fair
market value of such Municipal Bonds does not exceed 50% of the aggregate fair market value of the S&P Eligible Assets.

        As discussed in the prospectus, the Fund may engage in options or futures transactions. For so long as any shares of AMPS are rated by
S&P, the Fund will not purchase or sell financial futures contracts, write, purchase or sell options on financial futures contracts or write put
options (except covered put options) or call options (except covered call options) on portfolio securities unless it receives written confirmation
from S&P that engaging in such transactions will not impair the ratings then assigned to the shares of AMPS by S&P, except that the Fund may
purchase or sell financial futures contracts based on the Bond Buyer Municipal Bond Index (the �Municipal Index�) or Treasury Bonds and write,
purchase or sell put and call options on such contracts (collectively, �S&P Hedging Transactions�), subject to the following limitations:

        (i) the Fund will not engage in any S&P Hedging Transaction based on the Municipal Index (other than transactions that terminate a
financial futures contract or option held by the Fund by the Fund�s taking an opposite position thereto (�Closing Transactions�)), that would
cause the Fund at the time of such transaction to own or have sold the least of (A) more than 1,000 outstanding financial futures contracts
based on the Municipal Index, (B) outstanding financial futures contracts based on the Municipal Index exceeding in number 25% of the
quotient of the fair market value of the Fund�s total assets divided by
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$1,000 or (C) outstanding financial futures contracts based on the Municipal Index exceeding in number 10% of the average number of
daily traded financial futures contracts based on the Municipal Index in the 30 days preceding the time of effecting such transaction as
reported by The Wall Street Journal;

        (ii) the Fund will not engage in any S&P Hedging Transaction based on Treasury Bonds (other than Closing Transactions) that
would cause the Fund at the time of such transaction to own or have sold the lesser of (A) outstanding financial futures contracts based
on Treasury Bonds exceeding in number 50% of the quotient of the fair market value of the Fund�s total assets divided by $100,000
($200,000 in the case of the two-year United States Treasury Note) or (B) outstanding financial futures contracts based on Treasury
Bonds exceeding in number 10% of the average number of daily traded financial futures contracts based on Treasury Bonds in the 30
days preceding the time of effecting such transaction as reported by The Wall Street Journal;

        (iii) the Fund will engage in Closing Transactions to close out any outstanding financial futures contract that the Fund owns or has
sold or any outstanding option thereon owned by the Fund in the event (A) the Fund does not have S&P Eligible Assets with an
aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance Amount on two consecutive Valuation Dates and (B)
the Fund is required to pay Variation Margin on the second such Valuation Date;

        (iv) the Fund will engage in a Closing Transaction to close out any outstanding financial futures contract or option thereon in the
month prior to the delivery month under the terms of such financial futures contract or option thereon unless the Fund holds the securities
deliverable under such terms; and

        (v) when the Fund writes a financial futures contract or an option thereon, it will either maintain an amount of cash, cash equivalents
or liquid assets in a segregated account with the Fund�s custodian, so that the amount so segregated plus the amount of Initial Margin and
Variation Margin held in the account of or on behalf of the Fund�s broker with respect to such financial futures contract or option equals
the fair market value of the financial futures contract or option, or, in the event the Fund writes a financial futures contract or option
thereon that requires delivery of an underlying security, it shall hold such underlying security in its portfolio.

        For purposes of determining whether the Fund has S&P Eligible Assets with a Discounted Value that equals or exceeds the AMPS Basic
Maintenance Amount, the Discounted Value of cash or securities held for the payment of Initial Margin or Variation Margin shall be zero and
the aggregate Discounted Value of S&P Eligible Assets shall be reduced by an amount equal to (i) 30% of the aggregate settlement value, as
marked to market, of any outstanding financial futures contracts based on the Municipal Index that are owned by the Fund plus (ii) 25% of the
aggregate settlement value, as marked to market, of any outstanding financial futures contracts based on Treasury Bonds which contracts are
owned by the Fund.

Moody�s Aaa Rating Guidelines

        The Discounted Value of the Fund�s Moody�s Eligible Assets is calculated on each Valuation Date. See �Description of AMPS�Asset
Maintenance�AMPS Basic Maintenance Amount.� Moody�s Eligible Assets include cash, Receivables for Municipal Bonds Sold (as defined
below), Rule 2a-7 Money Market Funds and Municipal Bonds eligible for consideration under Moody�s guidelines. For purposes of calculating
the Discounted Value of the Fund�s portfolio under current Moody�s guidelines, the fair market value of Municipal Bonds eligible for
consideration under such guidelines must be discounted by the applicable Moody�s Discount Factor set forth in the table below. The Discounted
Value of a Municipal Bond eligible for consideration under Moody�s guidelines is the lower of par and the quotient of the fair market value
thereof divided by the Moody�s Discount Factor. The Moody�s Discount Factor used to discount a particular Municipal Bond will be determined
by reference to the rating by Moody�s, S&P or Fitch on such Municipal Bond, in accordance with the tables set forth below:

Moody�s Rating Category (1)

Aaa Aa A Baa Other (2)

151% 159% 160% 173% 225%

(1)
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Ratings assigned by S&P or Fitch are generally accepted by Moody�s at face value. However, adjustments to face value may be made to particular
categories of credits for which the S&P and/or Fitch rating does not seem to approximate a Moody�s rating equivalent. Split rated securities assigned by
S&P and Fitch will be accepted at the lower of the two ratings.
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(2) Municipal Bonds rated Ba1 to B3 by Moody�s or, if not rated by Moody�s, rated BB+ to B- by S&P or Fitch. In addition, Municipal Bonds not explicitly
rated by Moody�s, S&P or Fitch, but rated at least the equivalent of B3 internally by the Investment Adviser, provided that Moody�s reviews and achieves
sufficient comfort with the Investment Adviser�s internal credit rating processes, will be included under �Other� in the table. Unless conclusions regarding
liquidity risk as well as estimates of both the probability and severity of default for the Fund�s assets can be derived from other sources as well as
combined with a number of sources as presented by the Fund to Moody�s, unrated Municipal Bonds which are rated at least the equivalent of B3 by the
Investment Adviser internally are limited to 10% of Moody�s Eligible Assets.

Moody�s Rating Category

MIG-1, VMIG-1, P-1
(1) MIG-1, VMIG-1, P-1 (2)

100% 136%

(1) Moody�s rated Municipal Bonds that have a maturity less than or equal to 49 days and Municipal Bonds not rated by Moody�s but rated the equivalent to
MIG-1, VMIG-1, or P-1 by S&P or Fitch that have a maturity less than or equal to 49 days.

(2) Moody�s rated Municipal Bonds that have a maturity greater than 49 days and Municipal Bonds not rated by Moody�s but rated the equivalent to MIG-1,
VMIG-1, or P-1 by S&P or Fitch that have a maturity greater than 49 days.

        Notwithstanding the foregoing, no Moody�s Discount Factor will be applied to cash or to Receivables for Municipal Bonds Sold that are due
within five Business Days of such Valuation Date. The Moody�s Discount Factor for Receivables for Municipal Bonds Sold that are due within
six and 30 Business Days of such Valuation Date will be the Moody�s Discount Factor applicable to the Municipal Bonds sold. �Receivables for
Municipal Bonds Sold,� for purposes of calculating Moody�s Eligible Assets as of any Valuation Date, means the book value of receivables for
Municipal Bonds sold as of or prior to such Valuation Date if such receivables are due within 30 Business Days of such Valuation Date.

        The Moody�s Discount Factor for Inverse Floaters shall be the product of (x) the percentage determined by reference to the rating on the
security underlying such Inverse Floaters multiplied by (y) 1.25.

        The Moody�s Discount Factor for Rule 2a-7 Money Market Funds shall be 110%.

        The Moody�s guidelines impose certain requirements as to minimum issue size, issuer diversification and geographical concentration, as
well as other requirements for purposes of determining whether Municipal Bonds constitute Moody�s Eligible Assets, as set forth in the table on
the following page:

Rating
Minimum Issue Size

($ Millions)
Maximum Underlying

Obligor (%) (1)
Maximum State

Allowed (%) (1) (3)

   Aaa * 100 100
   Aa 10 20 60
    A 10 10 40
   Baa 10 6 20
   Ba 10 4 12
    B 10 3 12

Other (2) 10 2 12

* Not applicable.

(1) The referenced percentages represent maximum cumulative totals for the related rating category and each lower rating category.

(2) Municipal Bonds not rated by Moody�s, S&P or Fitch, but rated at least the equivalent of B3 internally by the Investment Adviser.

(3) Territorial bonds (other than those issued by Puerto Rico and counted collectively) are each limited to 10% of Moody�s Eligible Assets. For
diversification purposes, Puerto Rico will be treated as a state.
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        For purposes of the maximum underlying obligor requirement described above, any Municipal Bond backed by the guaranty, letter of credit
or insurance issued by a third party will be deemed to be issued by such third party if the issuance of such third party credit is the sole
determinant of the rating on such Bond.

        Current Moody�s guidelines also require that Municipal Bonds constituting Moody�s Eligible Assets pay interest in cash, are publicly rated
B3 or higher by Moody�s or, if not rated by Moody�s, but rated by S&P or Fitch, are publicly rated at least B- by S&P or Fitch, or if not explicitly
rated by Moody�s, S&P or Fitch, be rated at least the equivalent of B3 internally by the Investment Adviser, provided that Moody�s reviews and
achieves
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sufficient comfort with the Investment Adviser�s internal credit rating processes, not have suspended ratings by Moody�s, if an Inverse Floater, be
explicitly rated by Moody�s, and be part of an issue of Municipal Bonds of at least $10,000,000 (except for issues rated Aaa by Moody�s, as
provided in the chart above).

        When the Fund sells a Municipal Bond and agrees to repurchase it at a future date, the Discounted Value of such Municipal Bond will
constitute a Moody�s Eligible Asset and the amount the Fund is required to pay upon repurchase of such Bond will count as a liability for
purposes of calculating the AMPS Basic Maintenance Amount. For so long as the AMPS are rated by Moody�s, the Fund will not enter into any
such reverse repurchase agreements unless it has received written confirmation from Moody�s that such transactions would not impair the rating
then assigned the AMPS by Moody�s. When the Fund purchases a Municipal Bond and agrees to sell it at a future date to another party, cash
receivable by the Fund thereby will constitute a Moody�s Eligible Asset if the long-term debt of such other party is rated at least A2 by Moody�s
and such agreement has a term of 30 days or less; otherwise the Discounted Value of such Bond will constitute a Moody�s Eligible Asset.

        High Yield Municipal Bonds may comprise no more than 20% of Moody�s Eligible Assets. Unless conclusions regarding liquidity risk as
well as estimates of both the probability and severity of default for the Fund�s assets can be derived from other sources as well as combined with
a number of sources as presented by the Fund to Moody�s, unrated High Yield Municipal Bonds which are rated at least the equivalent of B3 by
the Investment Adviser internally are limited to 10% of Moody�s Eligible Assets.

        Inverse Floaters, including primary market and secondary market residual interest bonds, may constitute no more than 10% of Moody�s
Eligible Assets.

        Notwithstanding the foregoing, an asset will not be considered a Moody�s Eligible Asset if it is (i) held in a margin account, (ii) subject to
any material lien, mortgage, pledge, security interest or security agreement of any kind, (iii) held for the purchase of a security pursuant to a
Forward Commitment or (iv) irrevocably deposited by the Fund for the payment of dividends or redemption.

        For so long as shares of AMPS are rated by Moody�s, in managing the Fund�s portfolio, the Investment Adviser will not alter the
composition of the Fund�s portfolio if, in the reasonable belief of the Investment Adviser, the effect of any such alteration would be to cause the
Fund to have Moody�s Eligible Assets with an aggregate Discounted Value, as of the immediately preceding Valuation Date, less than the AMPS
Basic Maintenance Amount as of such Valuation Date; provided, however, that in the event that, as of the immediately preceding Valuation
Date, the aggregate Discounted Value of Moody�s Eligible Assets exceeded the AMPS Basic Maintenance Amount by 5% or less, the Investment
Adviser will not alter the composition of the Fund�s portfolio in a manner reasonably expected to reduce the aggregate Discounted Value of
Moody�s Eligible Assets unless the Fund shall have confirmed that, after giving effect to such alteration, the aggregate Discounted Value of
Moody�s Eligible Assets would exceed the AMPS Basic Maintenance Amount.

        For so long as any shares of AMPS are rated by Moody�s, the Fund will not engage in Bond Market Association Municipal Swap Index
swap transactions (�BMA swap transactions�), buy or sell financial futures contracts, write, purchase or sell call options on financial futures
contracts or purchase put options on financial futures contracts or write call options (except covered call options) on portfolio securities unless it
receives written confirmation from Moody�s that engaging in such transactions would not impair the ratings then assigned to the shares of AMPS
by Moody�s, except that the Fund may engage in BMA swap transactions, purchase or sell exchange-traded financial futures contracts based on
any index approved by Moody�s or Treasury Bonds, and purchase, write or sell exchange-traded put options on such financial futures contracts,
and purchase, write or sell exchange-traded call options on such financial futures contracts (collectively, �Moody�s Hedging Transactions�), subject
to the following limitations:

        (i) the Fund will not engage in any Moody�s Hedging Transaction based on the Municipal Index (other than Closing Transactions)
that would cause the Fund at the time of such transaction to own or have sold (A) outstanding financial futures contracts based on the
Municipal Index exceeding in number 10% of the average number of daily traded financial futures contracts based on the Municipal
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Index in the 30 days preceding the time of effecting such transaction as reported by The Wall Street Journal or (B) outstanding financial
futures contracts based on the Municipal Index having a fair market value exceeding 50% of the fair market value of all Municipal Bonds
constituting Moody�s Eligible Assets owned by the Fund (other than Moody�s Eligible Assets already subject to a Moody�s Hedging
Transaction);
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        (ii) the Fund will not engage in any Moody�s Hedging Transaction based on Treasury Bonds (other than Closing Transactions) that
would cause the Fund at the time of such transaction to own or have sold (A) outstanding financial futures contracts based on Treasury
Bonds having an aggregate fair market value exceeding 40% of the aggregate fair market value of Moody�s Eligible Assets owned by the
Fund and rated Aa by Moody�s (or, if not rated by Moody�s but rated by S&P, rated AAA by S&P) or (B) outstanding financial futures
contracts based on Treasury Bonds having an aggregate fair market value exceeding 80% of the aggregate fair market value of all
Municipal Bonds constituting Moody�s Eligible Assets owned by the Fund (other than Moody�s Eligible Assets already subject to a
Moody�s Hedging Transaction) and rated Baa or A by Moody�s (or, if not rated by Moody�s but rated by S&P, rated A or AA by S&P) (for
purposes of the foregoing clauses (i) and (ii), the Fund shall be deemed to own the number of financial futures contracts that underlie any
outstanding options written by the Fund);

        (iii) the Fund will engage in Closing Transactions to close out any outstanding financial futures contract based on the Municipal
Index if the amount of open interest in the Municipal Index as reported by The Wall Street Journal is less than 5,000;

        (iv) the Fund will engage in a Closing Transaction to close out any outstanding financial futures contract by no later than the fifth
Business Day of the month in which such contract expires and will engage in a Closing Transaction to close out any outstanding option
on a financial futures contract by no later than the first Business Day of the month in which such option expires;

        (v) the Fund will engage in Moody�s Hedging Transactions only with respect to financial futures contracts or options thereon having
the next settlement date or the settlement date immediately thereafter;

        (vi) the Fund (A) will not engage in options and futures transactions for leveraging or speculative purposes, except that the Fund
may engage in an option or futures transaction so long as the combination of the Fund�s non-derivative positions, together with the
relevant option or futures transaction, produces a synthetic investment position, or the same economic result, that could be achieved by an
investment, consistent with the Fund�s investment objective and policies, in a security that is not an option or futures transaction, subject
to the Investment Adviser periodically demonstrating to Moody�s that said economic results are achieved, and (B) will not write any call
options or sell any financial futures contracts for the purpose of hedging the anticipated purchase of an asset prior to completion of such
purchase;

        (vii) the Fund will not enter into an option or futures transaction unless, after giving effect thereto, the Fund would continue to have
Moody�s Eligible Assets with an aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance Amount; and

        (viii) the Fund will not engage in BMA swap transactions with respect to more than 20% of the Fund�s net assets; provided that the
Fund�s use of futures will proportionately decrease as the Fund�s use of BMA swap transactions increases, and vice-versa.

        For purposes of determining whether the Fund has Moody�s Eligible Assets with an aggregate Discounted Value that equals or exceeds the
AMPS Basic Maintenance Amount, the Discounted Value of Moody�s Eligible Assets that the Fund is obligated to deliver or receive pursuant to
an outstanding futures contract or option shall be as follows: (i) assets subject to call options written by the Fund that are either exchange-traded
and �readily reversible� or that expire within 49 days after the date as of which such valuation is made shall be valued at the lesser of (A)
Discounted Value and (B) the exercise price of the call option written by the Fund; (ii) assets subject to call options written by the Fund not
meeting the requirements of clause (i) of this sentence shall have no value; (iii) assets subject to put options written by the Fund shall be valued
at the lesser of (A) the exercise price and (B) the Discounted Value of the subject security; (iv) futures contracts shall be valued at the lesser of
(A) settlement price and (B) the Discounted Value of the subject security, provided that, if a contract matures within 49 days after the date as of
which such valuation is made, where the Fund is the seller the contract may be valued at the settlement price and where the Fund is the buyer the
contract may be valued at the Discounted Value of the subject securities; and (v) where delivery may be made to the Fund with any security of a
class of securities, the Fund shall assume that it will take delivery of the security with the lowest Discounted Value.

        For purposes of determining whether the Fund has Moody�s Eligible Assets with an aggregate Discounted Value that equals or exceeds the
AMPS Basic Maintenance Amount, the following amounts shall be subtracted from the aggregate Discounted Value of the Moody�s Eligible
Assets held by the Fund: (i) 10% of the exercise price
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of a written call option; (ii) the exercise price of any written put option; (iii) where the Fund is the seller under a financial futures contract, 10%
of the settlement price of the financial futures contract; (iv) where the Fund is the purchaser under a financial futures contract, the settlement
price of assets purchased under such financial futures contract; (v) the settlement price of the underlying financial futures contract if the Fund
writes put options on a financial futures contract; and (vi) 105% of the fair market value of the underlying financial futures contracts if the Fund
writes call options on a financial futures contract and does not own the underlying contract.

        For so long as any shares of AMPS are rated by Moody�s, the Fund will not enter into any contract to purchase securities for a fixed price at
a future date beyond customary settlement time (other than such contracts that constitute Moody�s Hedging Transactions), except that the Fund
may enter into such contracts to purchase newly-issued securities on the date such securities are issued (�Forward Commitments�), subject to the
following limitations:

        (i) the Fund will maintain in a segregated account with its custodian cash, cash equivalents or short-term, fixed-income securities
rated P-1, MIG-1 or VMIG-1 by Moody�s and maturing prior to the date of the Forward Commitment with a fair market value that equals
or exceeds the amount of the Fund�s obligations under any Forward Commitments to which it is from time to time a party or long-term,
fixed income securities with a Discounted Value that equals or exceeds the amount of the Fund�s obligations under any Forward
Commitment to which it is from time to time a party, and

        (ii) the Fund will not enter into a Forward Commitment unless, after giving effect thereto, the Fund would continue to have Moody�s
Eligible Assets with an aggregate Discounted Value equal to or greater than the AMPS Basic Maintenance Amount.

        For purposes of determining whether the Fund has Moody�s Eligible Assets with an aggregate Discounted Value that equals or exceeds the
AMPS Basic Maintenance Amount, the Discounted Value of all Forward Commitments to which the Fund is a party and of all securities
deliverable to the Fund pursuant to such Forward Commitments shall be zero.

        For so long as shares of AMPS are rated by S&P or Moody�s, the Fund, unless it has received written confirmation from S&P and/or
Moody�s, as the case may be, that such action would not impair the ratings then assigned to the AMPS by S&P and/or Moody�s, as the case may
be, will not (i) borrow money except for the purpose of clearing transactions in portfolio securities (which borrowings under any circumstances
shall be limited to the lesser of $10 million and an amount equal to 5% of the fair market value of the Fund�s assets at the time of such
borrowings and which borrowings shall be repaid within 60 days and not be extended or renewed and shall not cause the aggregate Discounted
Value of Moody�s Eligible Assets and S&P Eligible Assets to be less than the AMPS Basic Maintenance Amount), (ii) engage in short sales of
securities, (iii) lend any securities, (iv) issue any class or series of stock ranking prior to or on a parity with the AMPS with respect to the
payment of dividends or the distribution of assets upon dissolution, liquidation or winding up of the Fund, (v) reissue any AMPS previously
purchased or redeemed by the Fund, (vi) merge or consolidate into or with any other corporation or entity, (vii) change the Fund�s pricing service
or (viii) engage in reverse repurchase agreements.

        For as long as the AMPS are rated by S&P, the Fund will not, unless it has received written confirmation from S&P that such action would
not impair the rating then assigned to the shares of AMPS by S&P, engage in interest rate swaps, caps and floors, except that the Fund may,
without obtaining the written consent described above, engage in swaps, caps and floors if: (i) the counterparty to the swap transaction has a
short-term rating of A-1 or, if the counterparty does not have a short-term rating, the counterparty�s senior unsecured long-term debt rating is A-
or higher, (ii) the original aggregate notional amount of the interest rate swap transaction or transactions is not to be greater than the liquidation
preference of the AMPS, (iii) the interest rate swap transaction will be marked-to-market weekly by the swap counterparty, (iv) if the Fund fails
to maintain an aggregate discounted value at least equal to the AMPS Basic Maintenance Amount on two consecutive Valuation Dates then the
agreement shall terminate immediately, (v) for the purpose of calculating the Discounted Value of S&P Eligible Assets, 90% of any positive
mark-to-market valuation of the Fund�s rights will be S&P Eligible Assets, 100% of any negative mark-to-market valuation of the Fund�s rights
will be included in the calculation of the AMPS Basic Maintenance Amount, and (vi) the Fund must maintain liquid assets with a value at least
equal to the net amount of the excess, if any, of the Fund�s obligations over its entitlement with respect to each swap. For caps/floors, the Fund
must maintain liquid assets with a value at least equal to the Fund�s obligations with respect to such caps or floors.
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DIRECTORS AND OFFICERS

        The Directors of the Fund consist of eight individuals, seven of whom are not �interested persons� of the Fund as defined in the 1940 Act (the
�non-interested Directors� or �independent Directors�). The Directors are responsible for the overall supervision of the operations of the Fund and
perform the various duties imposed on the directors of investment companies by the 1940 Act.

        Each non-interested Director is a member of the Fund�s Audit Committee (the �Audit Committee�). The principal responsibilities of the Audit
Committee are the appointment, compensation, retention and oversight of the Fund�s independent registered public accounting firm, including the
resolution of disagreements regarding financial reporting between Fund management and such independent registered public accounting firm.
The Audit Committee�s responsibilities include, without limitation, to (i) review with the independent registered public accounting firm the
arrangements for and scope of annual and special audits and any other services provided by the independent registered public accounting firm to
the Fund; (ii) review with the independent registered public accounting firm any audit problems or difficulties encountered during or relating to
the conduct of the audit; (iii) ensure that the independent registered public accounting firm submits on a periodic basis a formal written statement
with respect to their independence, discuss with the independent registered public accounting firm any relationships or services that may impact
the objectivity and independence of the Fund�s independent registered public accounting firm; and (iv) consider information and comments of the
independent registered public accounting firm with respect to the Fund�s accounting and financial reporting policies, procedures and internal
control over financial reporting and Fund management�s responses thereto. The Board of Directors of the Fund has adopted a written charter for
the Audit Committee. The Audit Committee has retained independent legal counsel to assist it in connection with these duties. The Audit
Committee met four times during the Fund�s fiscal year ended October 31, 2004.

        Ms. Ramo and Messrs. London and Salomon are the members of the Fund�s Nominating Committee (the �Nominating Committee�). The
principal responsibilities of the Nominating Committee are to identify individuals qualified to serve as non-interested Directors of the Fund and
to recommend its nominees for consideration by the full Board. While the Nominating Committee is solely responsible for the selection and
nomination of the Fund�s non-interested Directors, the Nominating Committee may consider nominations for the office of the Director made by
Fund stockholders in such manner as it deems appropriate. Fund stockholders who wish to recommend a nominee should send nominations to
the Secretary of the Fund that include biographical information and set forth the qualifications of the proposed nominee. The Nominating
Committee did not meet during the Fund�s fiscal year ended October 31, 2004.

Biographical Information

        Certain biographical and other information relating to the non-interested Directors of the Fund is set forth below, including their ages, their
principal occupations for at least the last five years, the length of time served, the total number of portfolios overseen in the complex of funds
advised by the Investment Adviser, Merrill Lynch Investment Managers, L.P. (�MLIM�) or their affiliates (�MLIM/FAM-advised funds�) and other
public directorships.

Name,
Address*
and
Age of
Director

Position(s)
Held with
the Fund

Term of
Office** and
Length of

Time Served
Principal Occupation(s)

During the Past Five Years

Number of
MLIM/FAM-
Advised Funds
and Portfolios
Overseen

Public
Directorships

James H.
Bodurtha
(61) ***

Director Director since
1995 and
Co-Chairman of
the Board since
2005

Director, The China Business Group, Inc. since 1996
and Executive Vice President thereof from 1996 to
2003; Chairman of the Board, Berkshire Holding
Corporation since 1980; Partner, Squire, Sanders &
Dempsey from 1980 to 1993.

39 registered
investment
companies
consisting of
59 portfolios

None

Kenneth A.
Froot (48)

Director Director since
2005

Professor, Harvard University, since 1992. 39 registered
investment
companies
consisting of
59 portfolios

None
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Name,
Address*
and
Age of
Director

Position(s)
Held with
the Fund

Term of
Office** and
Length of

Time Served
Principal Occupation(s)

During the Past Five Years

Number of
MLIM/FAM-
Advised Funds
and Portfolios
Overseen

Public
Directorships

Joe Grills
(70) ***

Director Director since
2002 and
Co-Chairman of
the Board since
2005

Member of the Committee of Investment of
Employee Benefit Assets of the Association of
Financial Professionals (�CIEBA�) since 1986;
Member of CIEBA�s Executive Committee since
1988 and its Chairman from 1991 to 1992; Assistant
Treasurer of International Business Machines
Corporation (�IBM�) and Chief Investment Officer of
IBM Retirement Funds from 1986 to 1993; Member
of the Investment Advisory Committee of the State
of New York Common Retirement Fund since 1989;
Member of the Investment Advisory Committee of
the Howard Hughes Medical Institute from 1997 to
2000; Director, Duke University Management
Company from 1992 to 2004, Vice Chairman thereof
from 1998 to 2004, and Director Emeritus thereof
since 2004; Director, LaSalle Street Fund from 1995
to 2001; Director, Kimco Realty Corporation since
1997; Member of the Investment Advisory
Committee of the Virginia Retirement System since
1998, Vice Chairman thereof from 2002 to 2005, and
Chairman thereof since 2005; Director, Montpelier
Foundation since 1998 and its Vice Chairman since
2000; Member of the Investment Committee of the
Woodberry Forest School since 2000; Member of the
Investment Committee of the National Trust for
Historic Preservation since 2000.

39 registered
investment
companies
consisting of
59 portfolios

Kimco
Realty
Corporation

Herbert I.
London
(66)

Director Director since
1992

John M. Olin professor of Humanities, New York
University since 1993 and Professor thereof since
1980; President, Hudson Institute since 1997 and
Trustee thereof since 1980; Dean, Gallatin Division
of New York University from 1976 to 1993;
Distinguished Fellow, Herman Kahn Chair, Hudson
Institute from 1984 to 1985; Director, Damon Corp.
from 1991 to 1995; Overseer, Center for Naval
Analyses from 1983 to 1993; Limited Partner,
Hypertech LP since 1996.

39 registered
investment
companies
consisting of
59 portfolios

None

Roberta
Cooper
Ramo
(63)****

Director Director since
1999

Shareholder, Modrall, Sperling, Roehl, Harris &
Sisk, P.A. since 1993; President, American Bar
Association from 1995 to 1996 and Member of the
Board of Governors thereof from 1994 to 1997;
Shareholder, Poole, Kelly & Ramo, Attorneys at
Law, P.C. from 1977 to 1993; Director, Coopers, Inc.
since 1999; Director of ECMC Group (service
provider to students, schools and lenders) since 2001;
Director, United New Mexico Bank (now Wells
Fargo) from 1983 to 1988; Director, First National
Bank of New Mexico (now Wells Fargo) from 1975
to 1976.

39 registered
investment
companies
consisting of
59 portfolios

None

21

Edgar Filing: PAR TECHNOLOGY CORP - Form DEF 14A

109



Name,
Address*
and
Age of
Director

Position(s)
Held with
the Fund

Term of
Office** and
Length of

Time Served
Principal Occupation(s)

During the Past Five Years

Number of
MLIM/FAM-
Advised Funds
and Portfolios
Overseen

Public
Directorships

Robert S.
Salomon,
Jr. (68)

Director Director since
2002

Principal of STI Management (investment adviser)
since 1994; Chairman and CEO of Salomon
Brothers Asset Management from 1992 until 1995;
Chairman of Salomon Brothers equity mutual funds
from 1992 until 1995; regular columnist with
Forbes Magazine from 1992 to 2002; Director of
Stock Research and U.S. Equity Strategist at
Salomon Brothers from 1975 until 1991; Trustee,
Commonfund from 1980 to 2001.

39 registered
investment
companies
consisting of
59 portfolios

None

Stephen B.
Swensrud
(72)

Director Director since
2002

Chairman of Fernwood Associates (investment
adviser) since 1996; Principal, Fernwood
Associates (financial consultants) since 1975;
Chairman of R.P.P. Corporation (manufacturing
company) since 1978; Director of International
Mobile Communications, Incorporated
(telecommunications company), since 1998.

40 registered
investment
companies
consisting of
60 portfolios

International
Mobile
Communications,
Inc.

* The address of each non-interested Director is P.O. Box 9095, Princeton, New Jersey 08543-9095.

** Each Director serves until his or her successor is elected and qualified, until December 31 of the year in which he or she turns 72, or until his or her
death, resignation, or removal as provided in the Fund�s By-Laws or Charter.

*** Co-Chair of the Audit Committee.

**** Chair of the Nominating Committee.

        Certain biographical and other information relating to the Director who is an �interested person� of the Fund as defined in the 1940 Act (the
�interested Director�) and the other officers of the Fund is set forth below, including their ages, their principal occupations for at least the last five
years, the length of time served, the total number of portfolios overseen in MLIM/FAM-advised funds and public directorships held.

Name,
Address*
and
Age of
Director

Position(s)
Held with
the Fund

Term of
Office** and
Length of

Time Served
Principal Occupation(s)

During the Past Five Years

Number of
MLIM/FAM-
Advised Funds
and Portfolios
Overseen

Public
Directorships

Robert C.
Doll, Jr.
(50)***

President
and
Director

President and
Director****
since 2005

President of MLIM/FAM advised funds since 2005;
President of MLIM and FAM since 2001; Co-Head
(Americas Region) FAM and MLIM from 2000 to
2001 and Senior Vice President thereof from 1999 to
2001; Director of Princeton Services, Inc. (�Princeton
Services�) since 2001; President of Princeton
Administrators, L.P. since 2001; Chief Investment
Officer of OppenheimerFunds, Inc. in 1999 and
Executive Vice President thereof from 1991 to 1999.

125 registered
investment
companies
consisting of
164 portfolios

None

Kenneth A.
Jacob (53)

Senior
Vice
President

Senior Vice
President since
2002

Managing Director of MLIM since 2000; First Vice
President of MLIM from 1997 to 2000; Vice President
of MLIM from 1984 to 1997.

38 registered
investment
companies
consisting of
50 portfolios

None

None
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John M.
Loffredo
(41)

Senior
Vice
President

Senior Vice
President since
2001

Managing Director of MLIM since 2000; First Vice
President of MLIM from 1997 to 2000; Vice President
of MLIM from 1991 to 1997; Portfolio Manager with
MLIM and FAM since 1997.

39 registered
investment
companies
consisting of
51 portfolios
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Name,
Address*
and
Age of
Director

Position(s)
Held with
the Fund

Term of
Office** and
Length of

Time Served
Principal Occupation(s)

During the Past Five Years

Number of
MLIM/FAM-
Advised Funds
and Portfolios
Overseen

Public
Directorships

Michael
Kalinoski
(34)

Vice
President

Vice President
since 2000

Vice President of MLIM since 1999 4 registered
investment
companies
consisting of
4 portfolios

None

Donald C.
Burke (45)

Vice
President
and
Treasurer

Vice President
since 1994 and
Treasurer since
1999

First Vice President of FAM and MLIM since 1997
and Treasurer thereof since 1999; Senior Vice
President and Treasurer of Princeton Services since
1999 and Director since 2004; Vice President of
FAM Distributors, Inc. (�FAMD�) since 1999; Vice
President of MLIM and FAM from 1990 to 1997;
Director of Taxation of MLIM from 1990 to 2001.

127 registered
investment
companies
consisting of
166 portfolios

None

Jeffrey
Hiller (53)

Chief
Compliance
Officer

Chief
Compliance
Officer since
2004

Chief Compliance Officer of the
MLIM/FAM-advised funds since 2004; First Vice
President and Chief Compliance Officer of MLIM
since 2004; Chief Compliance Officer of the IQ
Funds since 2004; Global Director of Compliance at
Morgan Stanley Investment Management from 2002
to 2004; Managing Director and Global Director of
Compliance at Citigroup Asset Management from
2000 to 2002; Chief Compliance Officer at Soros
Fund Management in 2000; and Chief Compliance
Officer at Prudential Financial from 1995 to 2000;
Senior Counsel in the Securities and Exchange
Commission�s Division of Enforcement in
Washington, D.C. from 1990 to 1995.

128 registered
investment
companies
consisting of
167 portfolios

None

Alice A.
Pellegrino
(45)

Secretary Secretary since
2004

Director (Legal Advisory) of MLIM since 2002;
Vice President of MLIM from 1999 to 2002;
Attorney associated with MLIM since 1997;
Secretary of FAM, MLIM, FAMD and Princeton
Services since 2004.

125 registered
investment
companies
consisting of
164 portfolios

None

* The address of Mr. Doll and each officer listed is P.O. Box 9011, Princeton, New Jersey 08543-9011.

** Elected by and serves at the pleasure of the Board of Directors of the Fund.

*** Mr. Doll is an �interested person,� as defined in the 1940 Act, of the Fund based on his positions with MLIM, FAM, Princeton Services, and Princeton
Administrators, L.P.

**** As a Director, Mr. Doll serves until his successor is elected and qualified or until December 31 of the year in which he turns 72, or until his death,
resignation, or removal as provided in the Fund�s By-Laws or Charter.
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        In connection with the election of the Fund�s Directors, holders of shares of AMPS, Other AMPS and other preferred stock, voting as a
separate class, are entitled to elect two of the Fund�s Directors, and the remaining Directors are elected by all holders of capital stock, voting as a
single class. Mr. Bodurtha and Mr. London are the Directors elected by holders of preferred stock. See �Description of AMPS � Voting Rights.�
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Share Ownership

        Information relating to each Director�s share ownership in the Fund and in all registered funds in the Merrill Lynch family of funds that are
overseen by the respective Director (�Supervised Merrill Lynch Funds�) as of December 31, 2004 is set forth in the chart below.

Name
Aggregate Dollar Range
of Equity in the Fund

Aggregate Dollar Range
of Securities in Supervised
Merrill Lynch Funds

Interested Director:
   Robert C. Doll, Jr None Over $100,000
Non-interested Directors:
   James H. Bodurtha None Over $100,000
   Kenneth A. Froot** None None
   Joe Grills None Over $100,000
   Herbert I. London None Over $100,000
   Roberta Cooper Ramo None Over $100,000
   Robert S. Salomon, Jr None Over $100,000
   Stephen B. Swensrud None $50,001-$100,000

* For the number of MLIM/FAM-advised funds from which each Director receives compensation, see the table above under �Directors and Officers �
Biographical Information.�

** Mr. Froot was not a Director of the Fund at December 31, 2004.

        As of the date of this statement of additional information none of the Directors and officers of the Fund owned any outstanding shares of
common stock or Other AMPS of the Fund. As of the date of this statement of additional information, none of the non-interested Directors of the
Fund or their immediate family members owned beneficially or of record any securities in ML & Co.

Compensation of Directors

        Pursuant to its investment advisory agreement with the Fund (the �Investment Advisory Agreement�), the Investment Adviser pays all
compensation of officers and employees of the Fund as well as the fees of all Directors of the Fund who are affiliated persons of ML & Co. or its
subsidiaries as well as such Directors� actual out-of-pocket expenses relating to attendance at meetings.

        The Fund pays fees to each non-interested Director for service to the Fund. Each non-interested Director receives an aggregate annual
retainer of $125,000 for his or her services to MLIM/FAM-advised funds, including the Fund. The portion of the annual retainer allocated to
each MLIM/FAM-advised fund is determined quarterly based on the relative net assets of each fund. In addition, each non-interested Director
receives a fee per in-person Board meeting attended and per in-person Audit Committee meeting attended. The annual per meeting fees paid to
each non-interested Director aggregate $100,000 for all MLIM/FAM-advised funds for which that Director serves and are allocated equally
among those funds. Each Co-Chair of the Audit Committee receives an additional annual retainer in the amount of $50,000, which is paid
quarterly and allocated to each MLIM/FAM-advised fund for which such Co-Chair provides services based on the relative net assets of each
such fund.
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        The following table sets forth the compensation paid by the Fund to the non-interested Directors for the Fund�s fiscal year ended October
31, 2004, and the aggregate compensation paid to them from all registered MLIM/FAM-advised funds for the calendar year ended December 31,
2004.

Name of Director
Compensation
from Fund

Pension or
Retirement

Benefits Accrued
as Part of

Fund Expense

Aggregate
Compensation
From Fund and

other MLIM/FAM-
Advised Funds***

James H. Bodurtha* $3,650 None $250,000
Kenneth A. Froot** -0- None -0-
Joe Grills* $3,650 None $250,000
Herbert I. London $3,337 None $225,000
Roberta Cooper Ramo $3,337 None $225,000
Robert S. Salomon, Jr. $3,337 None $225,000
Stephen B. Swensrud $3,337 None $231,000

* Co-Chair of the Audit Committee.

** Mr. Froot was elected as a Director of the Fund and certain other MLIM/FAM-advised funds effective on June 3, 2005.

*** For the number of MLIM/FAM-advised funds from which each Director received compensation see table above under �� Biographical Information.�

INVESTMENT ADVISORY AND MANAGEMENT ARRANGEMENTS

        The Investment Adviser, which is owned and controlled by ML & Co., a financial services holding company and the parent of Merrill
Lynch, provides the Fund with investment advisory and administrative services. The Investment Adviser acts as the investment adviser to more
than 50 registered investment companies and offers investment advisory services to individuals and institutional accounts. As of June 30, 2005,
the Investment Adviser and its affiliates, including MLIM, had a total of approximately $474 billion in investment company and other portfolio
assets under management, including approximately $221 billion in fixed income assets. This amount includes assets managed by certain
affiliates of the Investment Adviser. The Investment Adviser is a limited partnership, the partners of which are ML & Co. and Princeton
Services. The principal business address of the Investment Adviser is 800 Scudders Mill Road, Plainsboro, New Jersey 08536.

        The Investment Advisory Agreement provides that, subject to the oversight of the Fund�s Board of Directors, the Investment Adviser is
responsible for the actual management of the Fund�s portfolio. The responsibility for making decisions to buy, sell or hold a particular security
rests with the Investment Adviser, subject to oversight by the Board of Directors.

        The portfolio manager primarily responsible for the Fund�s day-to-day management is Michael A. Kalinoski. Mr. Kalinoski has been a
portfolio manager and Vice President of MLIM since 1999 and has 12 years of experience investing in Municipal Bonds, including six years as a
portfolio manager on behalf of registered investment companies. He has been the portfolio manager of the Fund since 2000. The Fund�s portfolio
manager will consider analyses from various sources, make the necessary investment decisions, and place orders for transactions accordingly.

        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 $1,135,612, $2,249,920, $2,265,983 and $2,202,564, respectively.
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        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 $1,491, $12,710, $9,311 and $3,111, 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, 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:

Period:
Paid by the Fund to

State Street

Paid by the Fund to
the Investment

Adviser

Six months ended April 30, 2005 $  73,851 $  4,794
Fiscal year ended October 31, 2004 $142,467 $  8,773
Fiscal year ended October 31, 2003 $141,916 $  9,804
Fiscal year ended October 31, 2002 $139,688 $18,351
        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 stockholders of the Fund. The
Board of Directors most recently approved the Investment Advisory Agreement at its meeting on August 10, 2005.

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 are also 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 considers approval of the Fund�s Investment Advisory Agreement and throughout each year reviews and evaluates the
performance 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.
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        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) 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 quality of
overall services provided by the Investment Adviser to be 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 decision 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 and 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 indices.
While the Board reviews performance data at least quarterly, consistent with the Investment Adviser�s investment goals, the Board attaches more
importance to performance over relatively long periods of time, typically three to five years. The Board noted that the Fund�s performance after
fees and expenses ranked in the first quintile for the one year, three year and five year periods ended May 31, 2005. The Board concluded that
the Fund�s performance, considered in the context of the other services provided by the Investment Adviser, supported the continuation 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 municipal 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
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personnel. The Board also reviews the Investment Adviser�s compensation policies and practices with respect to the Fund�s portfolio manager.
The Board noted that the Investment Adviser has over twenty-five years experience investing in the types of investments used by Fund and that
Mr. Kalinoski, the Fund�s portfolio manager, has over ten years� experience investing in tax exempt fixed income securities. The Board noted that
the Investment Adviser and the portfolio manager have a high level of expertise in managing the types of investments used by the Fund and
concluded that the Fund benefits, and should continue to benefit, from that expertise; moreover the Investment Adviser and its investment staff
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have extensive experience in analyzing and managing the types of investments used by the Fund. The Board concluded 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
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 and actual management fee rates, as well as the Fund�s total expenses, were lower than the median fees and expenses charged
by its peer group. 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 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 scope and quality of services provided.

Economies of Scale. The Board considered whether there have been economies of scale in respect of the management of
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
and Assets by Account Type

Number of Accounts and Assets for Which
Advisory Fee is Performance-Based

Name of Investment
Adviser and

Portfolio Manager

Registered
Investment
Companies

Other Pooled
Investment
Vehicles

Other
accounts

Registered
Investment
Companies

Other Pooled
Investment
Vehicles

Other
accounts

Fund Asset Management L.P.

Michael A. Kalinoski  4 0 0 0 0 0

$1,758,638,428

28

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 None
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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 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 fixed 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.

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
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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.
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Other Compensation Programs

        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 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.

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.
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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
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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 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 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.
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        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
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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:

� 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, 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 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.
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� 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.

� 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.

� 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.

� 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.

� Routine proposals related to requests regarding the formalities of corporate meetings.

� 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.

� 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.
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        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 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.
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        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 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.

        For the six months ended April 30, 2005, the Fund paid no brokerage commissions. For the fiscal years ended October 31, 2004, 2003 and
2002, the Fund paid brokerage commissions of $2,000, $12,210 and $17,970, respectively. All of the brokerage commissions paid for the fiscal
year ended October 31, 2004 were paid to MerrillLynch. None of the brokerage commissions paid for the fiscal years ended October 31, 2003
and 2002 were paid to MerrillLynch or its affiliates.

        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
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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 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.
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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
10.58%, 32.30% and 42.06%, 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 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
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Federal income tax purposes (i.e., �tax-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
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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 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 D AMPS and Other AMPS as tax exempt interest, capital 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
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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 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.
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        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.
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        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 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.
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        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.
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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 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.

        Stockholders are urged to consult their tax advisers regarding specific questions as to Federal, state, local or foreign taxes.
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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
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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.

        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 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.
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        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,
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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.

        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.
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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 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 Deloitte & Touche LLP
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
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between 8:30 a.m. and 5:30 p.m. Eastern time on any business day.
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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.

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
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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.

A-1

        When either the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG 1.

        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.

        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:
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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;

A-2

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
B
CCC
CC
C

An obligation rated �BB,� �B,� �CCC,� �CC� and �C� are regarded as having significant speculative characteristics. �BB� indicates the least degree
of speculation and �C� the highest degree of speculation. While such debt will likely have some quality and 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 largely or entirely dependent upon the successful, timely
completion of the 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.
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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-3

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.

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.
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        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.

A-4

        �Source of payment�the more dependent the issue is on the market for its 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.

        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.
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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.

A-5

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.

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
DD
DDD

Bonds are in default on interest and/or principal payments. Such bonds are extremely speculative and should be valued on the basis of
their ultimate recovery value in liquidation or reorganization of the obligor. �DDD�represents the highest potential for 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.
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        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.

A-6

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.

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-7

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
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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 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 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;
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        (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
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        (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

        (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.
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APPENDIX C

AUCTION PROCEDURES

        The following procedures will be set forth in provisions of the 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.
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        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
Percentage
of Reference

Rate�
Notification

Applicable
Percentage
of Reference

Rate�Notification

Applicable
Spread Over

Reference Rate�
No�Notification

Applicable
Spread Over

Reference Rate�
NotificationMoody�s S&P

     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%

        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.
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        (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.
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        (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 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 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
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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.
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        (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

        (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%.
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        (iii) If an Order or Orders 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 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:
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        (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, 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 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;
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        (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 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 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.
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        (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 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.
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