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The registrant hereby amends this registration statement on such date or dates
as may be necessary to delay its effective date until the registrant shall file
a further amendment which specifically states that this registration statement

shall thereafter become effective in accordance with Section 8 (a)

of the

Securities Act of 1933 or until the registration statement shall become

effective on such date as the Commission,
may determine.
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SECURITIES AND EXCHANGE COMMISSION.
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OFFERS TO BUY BE ACCEPTED, PRIOR TO THE TIME THE REGISTRATION STATEMENT BECOMES
EFFECTIVE. NEITHER THE UNDERWRITER NOR THE FUND IS MAKING AN OFFERING OF THESE
SECURITIES OR A SOLICITATION OF AN OFFER TO BUY THESE SECURITIES IN ANY STATE
WHERE SUCH OFFER OR SOLICITATION IS NOT PERMITTED, AND THIS PROSPECTUS DOES NOT
CONSTITUTE SUCH AN OFFER OR SOLICITATION.

SUBJECT TO COMPLETION
PRELIMINARY PROSPECTUS DATED OCTOBER , 2003

$ _
INSURED MUNICIPAL INCOME FUND INC.
__ AUCTION PREFERRED SHARES SERIES E
__ AUCTION PREFERRED SHARES SERIES F
LIQUIDATION PREFERENCE $50,000 PER SHARE

Insured Municipal Income Fund Inc. (the "Fund") is offering ___ Auction Preferred
Shares, Series E ("APS Series E") and __ Auction Preferred Shares, Series F
("APS Series F"). APS Series E and APS Series F have a liquidation preference of

$50,000 per share, plus any accumulated, unpaid dividends. APS Series E and APS
Series F also have priority over the Fund's Common Stock as to distribution of
assets as described in this prospectus. It is a condition of closing this
offering that APS Series E and APS Series F each be offered with a rating of
"Aaa" from Moody's and "AAA" from S&P. The Fund currently has outstanding 800
shares of each of APS Series A, B, C, and 600 shares of APS Series D.

The Fund is a diversified, closed-end management investment company. The Fund's
investment objective is to achieve a high level of current income that is exempt
from federal income tax, consistent with the preservation of capital. To achieve
this objective, the Fund normally invests substantially all of its assets in a
diversified portfolio of Municipal Obligations. Under normal circumstances, the
Fund invests at least 80% of its net assets in insured Municipal Obligations,
the income from which is exempt from regular federal income tax. "Insured
Municipal Obligations" are Municipal Obligations that are insured as to the
timely payment of both principal and interest by an entity that, at the time of
investment, has a claims-paying ability rated Aaa by Moody's Investors Services,

Inc. ("Moody's"), AAA by Standard & Poor's Corporation ("S&P"), or an equivalent
rating from another nationally recognized statistical rating organization
("NRSRO" or "rating agency"). The Fund may invest up to 20% of its net assets in
Municipal Obligations that are not insured but that are, at the time of
investment, (1) backed by an escrow or trust account containing sufficient US

government or US government agency securities to ensure the timely payment of
principal and interest; (2) guaranteed as to timely payment of principal and
interest by an entity which has a credit rating of Aaa by Moody's, AAA by S&P or
an equivalent rating by another NRSRO; or (3) not insured, guaranteed or backed
by escrows but rated Aaa by Moody's, AAA by S&P or an equivalent rating by
another NRSRO. All the Municipal-Obligations described above will have, at the
time of investment, ratings of Aaa from Moody's, AAA from S&P or equivalent
ratings from another NRSRO or (with respect to the Municipal Obligations
described in (1) above), if unrated, will have been determined by the investment
advisor to be of comparable quality to Municipal Obligations that have received
such ratings. There is no guarantee that the Fund will achieve its investment
objective.

UBS Global Asset Management (US) Inc. ("UBS Global AM") serves as investment
advisor and administrator to the Fund. The address of the Fund is 51 West 52nd
Street, New York, New York 10019-6114, and its telephone number is 212-882 5000.

Insurance does not protect the market value of Municipal Obligations or the net
asset value of the Fund.

Investing in APS involves certain risks. See "Investment Risks." The minimum
purchase amount of the APS is $50,000.
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As with all investment companies, neither the Securities and Exchange
Commission ("SEC") nor any state securities commission has approved or
disapproved the fund's shares or determined whether this prospectus 1is
complete or accurate. To state otherwise is a crime.

PRICE TO PUBLIC SALES LOAD (1) PROCEEDS TO FUND (2)

Per Share S S__ S__
Total S S__ S__

(1) The Fund and UBS Global AM have agreed to indemnify the underwriters
against certain liabilities, including liabilities under the
Securities Act of 1933. See "Underwriting."

(2) Before deducting estimated offering expenses of $__ payable by the
Fund.

UBS INVESTMENT
BANK

This Prospectus concisely sets forth certain information an investor should know
before investing and should be retained for future reference. A Statement of
Additional Information, dated October __, 2003, containing additional
information about the Fund has been filed with the Securities and Exchange
Commission ("SEC") and is incorporated by reference into this Prospectus. A copy
of the SAI can be obtained without charge by writing to the Fund or by calling
toll-free 1-800-647 1568 or from the SEC's website at http://www.sec.gov.

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

Dividends on shares of each series of APS, to the extent payable from tax-exempt
income earned on the Fund's investments, will be exempt from federal income tax
in the hands of APS shareholders, subject to the possible application of the
federal alternative minimum tax. The Fund is required to allocate net capital
gains and other taxable income, if any, proportionately between shares of common
stock and the APS. The Fund may give notice of the amount of any dividend income
with respect to each series of the APS that is taxable for federal income tax
purposes in advance of the related Auction, as described in more detail below.
The amount of taxable income allocable to the APS will depend on the amount of
any such income realized by the Fund. See "Taxation."

The PER ANNUM dividend rate for the initial dividend period will be (i) %
PER ANNUM for APS Series E and (ii) % PER ANNUM for APS Series F. For each

Subsequent Dividend Period, the dividend rate on shares of APS Series E and APS
Series F APS Series will be based on a rate set at Auction, except as provided
in this Prospectus. See "Description of APS--Dividends and Dividend Periods."

Prospective purchasers should carefully review the Auction procedures described
in this Prospectus and should note that (i) a bid or sell order constitutes a
commitment to purchase or sell APS based upon the results of an Auction, (ii)
Auctions will be conducted through telephone [or other electronic]
communications and (iii) settlement for purchases and sales will be on the next
business day following an Auction.
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Dividends on shares of each series of APS shall accumulate at the applicable
rate PER ANNUM from the date of original issue and, except as provided below,
shall be payable in the case of APS Series E on [day of week] and each [day of
week] thereafter, and in the case of APS Series F on [day of week] and each [day
of week] thereafter. The first Auction Dates for APS Series E and APS Series F
are scheduled for , 2003 and , 2003, respectively.
Subsequent Dividend Periods shall generally be seven days for each of APS Series
E and APS Series F. However, the Fund, subject to certain conditions, may
designate any dividend period of any APS series as a special dividend period,
which shall be such number of consecutive days, whole months or whole years as
the Fund's board of directors ("Board") shall specify, subject to certain
conditions. The shares of each series of APS are redeemable by the Fund as
described herein. See "Description of APS--Redemption."

Prior to this offering, there has been no market for shares of APS Series E and
APS Series F APS Series. You may buy or sell APS only through an order placed at
an Auction or to or through a broker-dealer or to a person that has delivered a
signed Master Purchaser's Letter to the Auction Agent. APS Series A, B, and C
have been outstanding since 1993.

The APS offered hereby are offered by UBS Securities LLC, subject to its receipt
and acceptance of and right to reject any order in whole or in part. It is
expected that one certificate for each series of APS will be delivered to or
through the facilities of Depository Trust Company on or about , 2003.
You should rely only on the information contained or incorporated by reference

in this Prospectus. Neither the Fund nor UBS Global AM has authorized anyone to
provide you with different information.

You should not assume that the information contained in this prospectus is
accurate as of any date other that the date on the front of this prospectus.

NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE.

THE DATE OF THIS PROSPECTUS IS OCTOBER , 2003.
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Inside Back Cover

The Fund is committed to protecting the personal information it collects
about individuals who are prospective, current or former investors. The
following information is provided to help you understand how the Fund
protects personal information, and why, in certain cases, the Fund may

share information with certain other parties.

The Fund may collect personal information to process requests and
transactions and to provide customer service. The Fund limits access to

personal information to those individuals who need to know that information
in order to process transactions and service accounts. Such individuals are
required to maintain and protect the confidentiality of personal
information. The Fund does not disclose any personal information it

receives to anyone, except for business purposes, such as to facilitate the
servicing of accounts, or otherwise as permitted or required by law. The
Fund maintains physical, electronic and procedural safeguards to protect
personal information [, and requests the same from other companies,
affiliated and unaffiliated, that provide services to the Fund and its

shareholders].

THE FUND IS NOT A COMPLETE OR BALANCED INVESTMENT PROGRAM.

PROSPECTUS SUMMARY

This is only a summary. This summary may not contain all of the information
that you should consider before investing in APS Series E or APS Series F. You
should read the more detailed information contained in this Prospectus and the

Statement of Additional Information.

The Fund Insured Municipal Income Fund Inc.

is a diversified,

closed-end management investment company. Insured
Municipal Income Fund Inc. is referred to simply as "the

Fund" throughout the prospectus.

The Fund's Common Stock

trades on the New York Stock Exchange under the symbol
"PIF." See "Description of Common Stock." As of
September 31, 2003, the Fund had outstanding 20,628,363
shares of Common Stock, 800 shares of Auction Preferred
Shares (APS) Series A, B, C, and 600 shares of APS

Series D. As of September 30, 2003,

assets were $473,084,088.

the Fund's total

Investment Objective The Fund's investment objective is to achieve a high

and Policies level of current income that is exempt from federal
income tax, consistent with the preservation of capital.
There is no assurance that the Fund will achieve its

investment objective.

The Fund normally invests substantially all of its
assets in a diversified portfolio of Municipal
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Insured Municipal
Obligations

Investment Advisor
and Administrator

Obligations. Under normal circumstances, the Fund
invests at least 80% of its net assets in insured
Municipal Obligations, the income from which is exempt
from regular federal income tax. The Fund normally
invests in intermediate to longer-term Municipal
Obligations. However, in order to invest cash reserves
or when, in the opinion of the investment advisor, no
suitable intermediate to longer-term Municipal
Obligations are available, the Fund may invest up to 20%
of its net assets in high quality short-term Municipal
Obligations that are rated, at the time of investment,
no lower than MIG-2 by Moody's, SP-2 by S&P or the
equivalent by another NRSRO or, if unrated, that are
determined by the investment advisor to be of comparable
quality to Municipal Obligations that are rated at least
MIG-2 or SP-2. These short-term Municipal Obligations
may include variable or floating rate demand notes and
similar instruments that trade as short-term
obligations. For temporary defensive purposes, the Fund
may invest without limit in such short-term Municipal
Obligations. In addition, if in the opinion of the
investment advisor no suitable short-term Municipal
Obligations are available, the Fund temporarily may hold
cash and, with respect to up to 20% of its net assets,
invest in taxable money market instruments. See
"Investment Objective and Policies," "Investment Risks,"
"Taxation" and Appendix A.

Insured municipal obligations held by the Fund will be
insured as to their scheduled payment of principal and
interest under (i) an insurance policy obtained by the
issuer or underwriter of the municipal obligation at the
time of its original issuance ("original issue
insurance"), (ii) an insurance policy obtained by the
Fund or a third party subsequent to the municipal bond's
original issuance ("secondary market insurance") or
(iii) another municipal insurance policy purchased by
the Fund ("portfolio insurance"). This insurance does
not protect the market value of the municipal
obligations it covers or the net asset value of the
Fund.

UBS Global AM, an indirect, wholly owned subsidiary of
UBS AG, 1s the Fund's investment advisor and
administrator. UBS Global AM provides investment
advisory and portfolio management services to investment
companies, pension funds and other institutional,
corporate and individual clients. As investment advisor
and administrator, UBS Global AM is entitled to receive
from the Fund a fee, computed weekly and paid monthly,
in an amount equal to an annual rate of 0.90% of the
Fund's average weekly net assets. UBS Global AM has
agreed to waive a portion of

5

its fee in the amount of 0.20% of average weekly net
assets, effectively reducing the annual fee paid to UBS
Global AM by the Fund to 0.70% of average weekly net
assets. This waiver will continue indefinitely unless
the Fund's Board of Directors agrees to any change. See
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The Offering

Auction Preferred
Shares

Risk Factors Summary

Trading Market

"Management of the Fund."

The Fund is offering its preferred stock, designated as
APS Series E and APS Series F, at a purchase price of
$50, 000 per share. Shares of APS Series E and APS Series
F are being made available by UBS Securities LLC.

The Fund has outstanding 800 shares of each of APS
Series A, B, and C, and 600 shares of APS Series D,
having an aggregate liquidation value of $150,000,000.
Shares of APS Series E and APS Series F are very similar
to APS Series A, B, C and D. The issuance of APS Series
E and APS Series F will increase the total assets of the
Fund. The APS pay dividends at rates that are adjusted
over relatively short periods of time and that reflect
prevailing short-term, tax-exempt interest rates. The
proceeds of APS offerings are invested in longer-term
Municipal Obligations, which typically bear interest at
rates that are higher than short-term, tax—exempt
interest rates. The APS offered hereby are expected to
receive ratings of Aaa from Moody's and AAA from S&P.
See "Description of APS."

Risk is inherent in all investing. Therefore, before
investing in the APS, you should consider certain risks
carefully. The primary risks of investing in the APS
are:

- if an Auction fails, you may not be able to sell
some or all of your shares;

- because of the nature of the market for APS, you
may receive less than the price you paid for your
shares if you sell them outside of the Auction,
especially when market interest rates are rising;

- a rating agency could suspend, withdraw or
downgrade the rating assigned to the APS, which
could affect liquidity;

- the Fund may be forced to redeem your shares to
meet regulatory or rating agency requirements, or
may voluntarily redeem your shares in certain
circumstances;

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

- if interest rates rise, the value of the Fund's
investment portfolio will decline, reducing the
asset coverage for the APS;

- if an issuer of a Municipal Obligation in which the
Fund invests experiences financial difficulty or
defaults, there may be a negative impact on the
income and assets of the Fund's portfolio; and

- the Fund may invest up to 20% of its net assets in
Municipal Obligations that are not insured but that
are of higher quality at the time of purchase as
noted above.

For additional risks of investing in the Fund, see
"Investment Objectives and Policies" and "Investment
Risks."

APS are not listed on an exchange. Instead, you may buy
or sell APS through an Auction that normally is held
weekly, by submitting orders to or through a
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Dividends and
Dividend Periods

Broker-Dealer or other person that has delivered a
signed Master Purchaser's Letter to the Auction Agent.

The Broker-Dealers may maintain a secondary trading
market in the APS outside of Auctions. They have no
obligation to do so, however, and there can be no
assurance that a secondary market for the APS will
develop or, if it does develop, that it will provide
holders with ligquidity. APS Series E and APS Series F
will not be registered on any stock exchange or on The
Nasdag Stock Market.

The first Auction Dates for APS Series E and APS Series
F are , 2003

and , 2003, respectively, and each subsequent
Auction will normally be held on each [day of week] and
[day of week] thereafter, resepectively, provided that
the Fund, subject to certain conditions, may designate
any Subsequent Dividend Period as a Special Dividend
Period, which shall be such number of consecutive days,
whole months or whole years as the Board of Directors
shall specify, subject to certain conditions. The start
date for subsequent dividend periods will normally be
the business day following the Auction Dates, unless the
then-current dividend period is a special dividend
period.

The table below shows the dividend rate for the initial
dividend periods on APS Series E and APS Series F. For
subsequent dividend periods, APS will pay dividends
based on a rate set at Auction, normally held weekly. In
most instances, dividends are paid [weekly], on the day
following the end of the dividend period. The rate set
at Auction will not exceed the Maximum Rate. See
"Description of APS--Dividends and Dividend Periods."

In addition, the table below also shows the date from
which dividends on the APS will accumulate at the
initial rate, the Dividend Payment Date for the initial
dividend period, and the day on which dividends will
normally be paid. If the day on which dividends
otherwise would be paid is a Sunday, Monday or Tuesday
that is not a Business Day, then your dividends will be
paid on the first Business Day that falls after that
day. If the day on which dividends would otherwise be
paid is a Wednesday, Thursday, Friday, or Saturday that
is not a Business Day, then your dividends will be paid
on the first Business Day that falls prior to such day.

Finally, the table below shows the number of days of the
initial dividend period for the APS. Subsequent dividend
periods generally will be [seven days]. The Dividend
Payment Date for special dividend periods of more than
[seven days] will be set out in the notice designating a
special dividend period. See "Description of
APS--Dividends and Dividend Periods."
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Special Tax
Considerations

Ratings

Redenption

Ligquidation
Preference

Voting Rights

DIVIDEND
DATE OF PAYMENT DATE
INITIAL DIVIDEND ACCUMULATION FOR INITIAL
RATE AT INITIAL RATE DIVIDEND PERIOD

SERIES E

SERIES F

Because under normal circumstances the Fund will invest
substantially all of its assets in municipal bonds, the
income you receive will ordinarily be exempt from
federal income tax. Taxable income or gain earned by the
Fund will be allocated proportionately to holders of APS
and Common Stock, based on the percentage of total
dividends paid to each class for that year. Accordingly,
certain specified APS dividends may be taxable to
holders of APS. Under certain circumstances, the Fund
will be required to pay additional amounts to holders of
APS in order to offset the federal income tax effect of
the taxable income so allocated. See "Taxation" and
"Description of APS--Dividends and Dividend Periods."

APS Series E and APS Series F are expected to be issued
with a rating of "Aaa" from Moody's and "AAA" from S&P.
In order to maintain these ratings, the Fund must own
portfolio securities of a sufficient value and with
adequate credit quality to meet the rating agencies'
guidelines. See "Description of APS--Rating Agency
Guidelines and Asset Maintenance."

The Fund may be required to redeem APS if, for example,
the Fund does not meet an asset coverage ratio required
by law or fails to correct a failure to meet a rating
agency guideline in a timely manner. The Fund
voluntarily may redeem APS under certain conditions. See
"Description of APS--Redemption" and "Description of
APS--Rating Agency Guidelines and Asset Maintenance."

The liquidation preference for shares of APS Series E
and APS Series F will be $50,000 per share plus
accumulated but unpaid dividends. See "Description of
APS--Liquidation Preference."

The holders of all outstanding series of APS, voting as
a separate class, have the right to elect at least two
directors of the Fund at all times. Such holders also
have the right to elect a majority of the directors in
the event that two years' dividends on the preferred
shares are unpaid. In each case, the remaining directors
will be elected by holders of Common Stock and all
outstanding series of APS, voting together as a single
class. The holders of all outstanding series of APS will
vote as a separate class or classes on certain other
matters as required under the Fund's Articles of
Incorporation, the Investment Company Act of 1940, as

10

SUBSE
DIVI
PAYME
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amended, and Maryland law. See "Description of
APS--Voting Rights," and "Description of Common
Stock--Certain Anti-Takeover Provisions of the Articles
of Incorporation.”

FINANCIAL HIGHLIGHTS

The following financial highlights tables are intended to help you understand
the Fund's financial performance for the past 5 years, with respect to its
common stock and with respect to its currently outstanding APS. Certain
information reflects financial results for a single share of common stock, or
single share of APS, respectively. In the first table, 'total investment return'
represents the rate that an investor would have earned on an investment in the
Fund's common stock.

The information in the financial highlights (for the three most recently
completed fiscal years), except for the six-month period ended March 31, 2003,
has been audited by Ernst & Young LLP, independent auditors, whose report
appears in the Fund's Annual Report to Shareholders. The Fund's financial
statements are included in the Fund's Annual and Semi-Annual Reports to
Shareholders. You may obtain the Fund's Annual and Semi-Annual Reports to
Shareholders without charge by calling 1-800-762 1000. The information in the
financial highlights prior to the three most recently completed fiscal years was
audited by the Fund's previous independent auditor.

[WE WILL NEED TO ADD UNAUDITED STUB FINANCIALS FOR THE 6 MONTHS ENDED
SEPTEMBER 30, 2003]

FOR THE YEARS ENDED MAR

2003 2002 2001
NET ASSET VALUE,

BEGINNING OF PERIOD S 15.15 S 15.30 S 14.54
Net investment income 0.97 1.01 1.04
Net realized and unrealized gains

(loss) from investment activities 0.58 (0.26) 0.79
Common share equivalent of dividends

paid to auction preferred

shareholders from net investment income (0.10) (0.17) (0.31)
Net increase (decrease) from

operations applicable to common

shareholders 1.45 0.58 1.52
Dividends paid to common shareholders

from net investment income (0.84) (0.73) (0.76)
NET ASSET VALUE, END OF PERIOD S 15.76 S 15.15 S 15.30
MARKET VALUE, END OF PERIOD S 13.98 S 13.42 S 13.11
TOTAL INVESTMENT RETURN (1) 10.61% 8.04% 16.02%
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RATIO TO AVERAGE NET ASSETS

ATTRIBUTABLE TO COMMON SHARES:
Total expenses, net of waivers from advisor 1.41% 1.42% 1.44%
Total expenses, before waivers from

advisor 1.60% 1.61% 1.63%
Net investment income before auction

preferred shares dividends 6.23% 6.57% 7.00%
Auction preferred shares dividends

from net investment income 0.61% 1.11% 2.10%
Net investment income available to

common shareholders, net of waivers

from advisor 5.62% 5.46% 4.90%
Net investment income available to

common shareholders, before waivers

from advisor 5.43% 5.27% 4.71%
SUPPLEMENTAL DATA:
Net assets applicable to common

shareholders, end of year, 1000's S 325,060 S 312,552 S 315,568

Asset coverage per share of auction
preferred shares, end of period S 158,353 S 154,184 S 155,189

(1) Total investment return is calculated assuming a $10,000 purchase of common
stock at the current market price on the first day of each period reported and a
sale at the current market price on the last day of each period reported, and
assuming reinvestment of dividends and other distributions to common
shareholders as prices obtained under the Fund's Dividend Reinvestment Plan.
Total investment return does not reflect brokerage commissions or taxes that a
shareholder would pay on Fund distributions.

FOR THE YEARS ENDED MAR

1998 1997 1996
NET ASSET VALUE,
BEGINNING OF PERIOD S 14.10 S 14.11 S 13.42

Net investment income 1.03 1.05 1.06
Net realized and unrealized gains

(loss) from investment activities 1.30 (0.03) 0.67
Common share equivalent of dividends

paid to auction preferred

shareholders from net investment income (0.26) (0.206) (0.28)

12
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Net increase (decrease) from
operations applicable to common
shareholders 2.33 1.02 1.73

Dividends paid to common shareholders

from net investment income (0.77) (0.77) (0.76)
NET ASSET VALUE, END OF PERIOD  §  15.40 5  14.10  §  14.11
VARKET VALUE, END OF PERIOD §  13.56 s 12.00  $  12.13
TOTAL INVESTMENT RETURN(L)  19.708  5.45%  16.13%

RATIO TO AVERAGE NET ASSETS
ATTRIBUTABLE TO COMMON SHARES:

Total expenses, net of waivers from advisor 1.49% 1.38% 1.33%
Total expenses, before waivers from advisor 1.74% 1.76% 1.65%

Net investment income before auction

preferred shares dividends 6.84% 7.37% 7.45%
Auction preferred shares dividends

from net investment income 1.75% 1.81% 1.97%
Net investment income available to common

shareholders, net of waivers from advisor 5.09% 5.56% 5.48%
Net investment income available to common

shareholders, before waivers from advisor
SUPPLEMENTAL DATA:
Net assets applicable to common

shareholders, end of year, 1000's S 467,761 $ 440,758 S 441.040

Asset coverage per share of auction
preferred shares, end of period S 155,920 S 146,919 S 147,013

(1) Total investment return is calculated assuming a $10,000 purchase of common
stock at the current market price on the first day of each period reported and
a sale at the current market price on the last day of each period reported,

and assuming reinvestment of dividends and other distributions to common
shareholders as prices obtained under the Fund's Dividend Reinvestment Plan.
Total investment return does not reflect brokerage commissions or taxes that a
shareholder would pay on Fund distributions.

*Annualized

**Calculated using the average share method.

The following information relates to the APS outstanding as of the end of the
periods indicated.

INVOLUNTARY
TOTAL AMOUNT ASSET COVERAGE PER LIQUIDATING
YEAR SENIOR SECURITIES OUTSTANDING* UNIT** PREFERENCE PER UNIT
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2003 APS Series A, B, C, D $ 150,000,000

2002 APS Series A, B, C, D $ 150,000,000

2001 APS Series A, B, C, D $ 150,000,000

2000 APS Series A, B, C, D $ 150,000,000

1999 APS Series A, B, C, D $ 150,000,000

1998 APS Series A, B, C, D $ 150,000,000

1997 APS Series A, B, C, D $ 150,000,000 $ 146,919
1996 APS Series A, B, C, D $ 150,000,000 $ 147,013
1995+ APS Series A, B, C, D $ 150,000,000 S 142,265
1994++ APS Series A, B, C $ 120,000,000 $ 139,094

10
* Based on liquidation value. Number of APS shares outstanding did not change

after the January 21, 1993 issue date.
** Asset Coverage Per Unit is the same for each APS Series.

*** Average Market Value Per Unit is the same for each APS Series and 1is
calculated by multiplying $50,000 by the result obtained by dividing (a)
the average monthly market value of the Common Stock during the fiscal
year; by (b) the average of the amount of APS outstanding at the end of
such month.

+ Reflects the full fiscal year for APS Series A,B, and C and the period
from November 28, 1994 (date of issuance) to March 31, 1995 for APS Series
D.

++ Reflects the period from August 12, 1993 (date of issuance of APS Series
A, B and C) to March 31, 1994.

THE FUND

Insured Municipal Income Fund Inc. (the "Fund") is a diversified, closed-end
management investment company registered under the Investment Company Act of
1940 ("1940 Act"). The Fund was incorporated in the State of Maryland on
February 18, 1993. The Fund commenced operations on June 7, 1993, after an
initial public offering of its Common Stock. The Fund issued APS Series A, B,
and C in 1993, and APS Series D in 1994. As of March 31, 2003, the Fund had
20,628,363 shares of Common Stock issued and outstanding. As of September 30,
2003, the Fund's total net assets were $473,084,088, of which $120,000,000 was
due to APS Series A, B, and C ($40,000,000 per series) and $30,000,000 was due
to APS Series D.

The Fund's Common Stock is traded on the New York Stock Exchange, Inc. ("NYSE")
under the symbol "PIF." The Common Stock and the APS are collectively referred
to herein as "Shares," and the holders thereof as "Shareholders." The Fund's
principal office is located at 51 West 52nd Street, New York, New York
10019-6114, and its telephone number is 212-882 5000.

50,000
50,000
50,000
50,000
50,000
50,000
50,000
50,000
50,000

50,000
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USE OF PROCEEDS

The net proceeds of this offering are estimated to be approximately $

after payment of underwriting discounts and offering expenses. Expenses related
to the issuance of APS Series E and APS Series F will be borne by the Fund and
will reduce the net asset value of the Common Stock. The Fund expects to invest
the proceeds in accordance with the Fund's investment objective and policies as
soon as practicable, but in no event later than three months from the closing of
this offering. Pending such investment, the Fund may invest the proceeds in high
quality, short-term, tax-exempt or taxable (if necessary) money market
securities, or in high quality Municipal Obligations with relatively low
volatility (such as pre-refunded securities).

CAPITALIZATION
(UNAUDITED)
The following table sets forth the unaudited capitalization of the Fund as of

September 30, 2003 and as adjusted to give effect to the issuance of the shares
of each APS series offered hereby.

COMPOSITION OF NET ASSETS: ACTUAL

Shareholders Equity:

Preferred Stock, $.001 par value per share (3,000 shares of APS
authorized, issued and outstanding, actual, at $50,000 per share

liquidation preference, and shares of APS authorized, issued and

outstanding as adjusted for issuance of APS Series E and APS Series

F, at $50,000 per share liquidation preference) $ 150,000,
11

Common Stock, $.001 par value; total 199,997,000 shares authorized, actual,

and total shares authorized, as adjusted; 20,628,363 shares issued
and outstanding 20,631
Paid-in surplus 302,679,047
Undistributed net investment income 3,342,323
Accumulated net realized losses from investment
transactions (5,580,792
Net unrealized appreciation of investments 24,598,909
Net Assets $ 475,060,118
Net Assets Available to holders of Common Stock $ 325,060,118

* Net of underwriting discounts and offering expenses relating to the APS Series
E and APS Series F aggregating $

PORTFOLIO COMPOSITION
As of September 30, 2003, approximately 87.98% of the Fund's total assets was

invested in long- and intermediate-term Municipal Obligations and approximately
12.02% was invested in short-term securities and cash. The following table sets

15
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forth certain information with respect to the composition of the Fund's
investment portfolio as of September 30, 2003. This information is derived from
the Fund's unaudited financial information as of September 30, 2003 included in
the Statement of Additional Information ("SAI"), and should be read in
connection therewith.

[ADJUST TABLE AS NECESSARY TO INCLUDE ONLY RATINGS OF SECURITIES CURRENTLY IN
THE PORTFOLIO]

CREDIT RATING* NUMBER OF ISSUES MARKET VALUE P

AAA/Raa+ [ $ [

AA/RAa

A/A

BBB/Baa

Unrated+

Short-Term Securities [ ] $ [ ]

Total [ ] $ [ ]

* Ratings—--using the higher of the rating from Moody's Investors Service Inc.
("Moody's") or from Standard & Poor's Corporation ("S&P"). See Appendix A

to the SAI. The ratings shown reflect the rating attributable directly to
the Municipal Obligations or short-terms securities or, in the case of any
Municipal Obligations that are covered by a Secondary Market Insurance
Policy, or by a Portfolio Insurance Policy that provides the Fund with the
option to obtain a comparable permanent insurance policy, the rating
attributable to the claims-paying ability of the bond insurer.

+ Includes securities that are backed by an escrow or trust containing
sufficient US Government Securities to ensure the timely payment of
principal and interest.

+ Refers to securities that have not been rated by Moody's, S&P, or another
NRSRO, but that have been assessed by UBS Global AM as being of comparable
credit quality to rated securities in which the Fund may invest.

INVESTMENT OBJECTIVE AND POLICIES

The Fund's investment objective is to achieve a high level of current income
that is exempt from federal income tax, consistent with the preservation of
capital.

To achieve this objective, the Fund normally invests substantially all of its
assets in a diversified portfolio of Municipal Obligations. Under normal
circumstances, the Fund invests at least 80% of its net assets in insured
Municipal Obligations, the income from which is exempt from regular federal
income tax. "Insured Municipal Obligations" are Municipal Obligations that are
insured as to the timely payment of both principal and interest by an entity
that, at the time of investment, has a claims-paying ability rated Aaa by
Moody's, AAA by S&P or an equivalent rating by another NRSRO. The Fund may
invest up to 20% of its net assets in Municipal Obligations that are not insured
but that are, at the time of investment,

12

(1) backed by an escrow or trust account containing sufficient US government or

ERCENT
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US government agency securities to ensure the timely payment of principal and
interest; (2) guaranteed as to timely payment of principal and interest by an
entity which has a credit rating of Aaa by Moody's, AAA by S&P or an equivalent
rating by another NRSRO; or (3) not insured, guaranteed or backed by escrows but
rated Aaa by Moody's, AAA by S&P or an equivalent rating by another NRSRO. All
the Municipal Obligations described above will have, at the time of investment,
ratings of Aaa from Moody's, AAA from S&P or equivalent ratings from another
NRSRO or (with respect to the Municipal Obligations described in (1) above), if
unrated, will have been determined by the investment advisor to be of comparable
quality to Municipal Obligations that have received such ratings. The Fund
normally invests substantially all of its assets in intermediate to longer-term
Municipal Obligations. However, in order to invest cash reserves or when, in the
opinion of the investment advisor, no suitable intermediate to longer-term
Municipal Obligations are available, the Fund may invest up to 20% of its net
assets in high quality short-term Municipal Obligations that are rated, at the
time of investment, no lower than MIG-2 by Moody's, SP-2 by S&P or the
equivalent by another NRSRO or, if unrated, that are determined by the
investment advisor to be of comparable quality to Municipal Obligations that are
rated at least MIG-2 or SP-2. These short-term Municipal Obligations may include
variable or floating rate demand notes and similar instruments that trade as
short-term obligations. For temporary defensive purposes, the Fund may invest
without limit in such short-term Municipal Obligations. In addition, if in the
opinion of the investment advisor no suitable short-term Municipal Obligations
are available, the Fund temporarily may hold cash and, with respect to up to 20%
of its net assets, invest in taxable money market instruments.

Municipal Obligations are issued by or on behalf of states, the District of
Columbia, territories or possessions of the United States or their respective
political subdivisions, agencies or instrumentalities, or by multistate agencies
or authorities, the interest on which is, in the opinion of bond counsel, exempt
from federal income tax.

Municipal Obligations are issued for various public purposes, including
construction of public facilities, such as airports, bridges, hospitals,
housing, mass transportation, schools, streets and water and sewer works. Other
public purposes for which Municipal Obligations may be issued include
refinancing outstanding obligations and obtaining funds for general operating
expenses and for loans to other public institutions and facilities.

Municipal Obligations include (i) "public purpose" obligations, which generate
interest that is exempt from regular federal income tax and is not a an item of
tax preference for purposes of the federal alternative minimum tax ("Tax
Preference Item"), and (ii) qualified "private activity" obligations (which
generate interest that is exempt from federal income tax but that, if the
obligations were issued after August 7, 1986, is a Tax Preference Item. More
information on the types of Municipal Obligations in which the Fund may invest
is contained in Appendix A to this Prospectus and the SAI.

The Fund may invest more than 25% of its total assets in a particular segment of
the Municipal Obligations market, such as hospital, housing or airport revenue
bonds, or in securities, the interest on which is paid from revenues on similar
types of projects, if UBS Global AM determines that the yields available from
obligations in that market segment justify the potential increase in risk
resulting from a large investment in that market segment. Although such
obligations might be supported by the credit of governmental entities or by
non—-governmental entities from a number of different industries, an economic,
business, political or other change affecting one such obligation might also
affect other obligations in the same market segment.

The Fund may use options (both exchange-traded and OTC) to attempt to enhance

income (which would be taxable income) and also may attempt to "hedge" or manage
the overall risk of its investments by
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using options, futures contracts and interest rate protection transactions. The
Fund is not required to use derivatives or other portfolio strategies to seek to
enhance return or to seek to hedge its portfolio, and UBS Global AM may elect
not to do so. The Fund may use derivatives as a substitute for taking a position
in an underlying security or other asset and/or as part of a strategy designed
to reduce exposure to other risks, such as interest rate risk. The Fund also may
use derivatives to add leverage to the portfolio and/or to hedge against
increases in the Fund's costs associated with the dividend payments on the
preferred stock, including the APS. The Fund's use of derivative instruments
involves risks different from, and possibly greater than, the risks associated
with investing directly in securities and other traditional investments.
Derivatives are subject to a number of risks such as liquidity risk, interest
rate risk, credit risk, leverage risk, the risk of ambiguous documentation and
management risk. They also involve the risk of mispricing or improper valuation
and the risk that changes in the value of the derivative may not correlate
perfectly with the underlying asset, rate or index. If UBS Global AM incorrectly
forecasts market values, interest rates or other applicable factors, the Fund's
performance could suffer. If the Fund invests in a derivative instrument it
could lose more than the principal amount invested. There can be no assurance
that the Fund's portfolio strategies will be effective. Some of the derivative
strategies that the Fund may use to seek to enhance its return are riskier than
its hedging transactions and have speculative characteristics. Such strategies
do not attempt to limit the Fund's risk of loss. The use of derivatives also may
increase the amount of taxes payable by stockholders; however, the fund will
attempt to mitigate any taxable dividends resulting from the Fund's use of
derivatives. Also, suitable derivative transactions may not be available in all
circumstances, and there can be no assurance that the Fund will engage in these
transactions to reduce exposure to other risks when that would be beneficial.

The Fund may invest all or a portion of its assets in Municipal Obligations, the
interest on which is subject to the AMT for individual taxpayers. Accordingly,
shareholders who are individuals may be required to include a portion of the
Fund's dividends in calculating their AMT liability. Corporate Shareholders must
include the entire amount of any exempt-interest dividends in calculating their
adjusted current earnings for purposes of the AMT. The Fund may not be an
appropriate investment for investors who are subject to AMT liability or who
would become subject to AMT liability by reason of an investment in the Fund.
All or a portion of the Fund's dividends also may be subject to state and local
taxation. See "Taxation."

Generally, Municipal Obligations which are covered by insurance or a guarantee
would not be rated Aaa or AAA, and might not be considered to be of investment
grade credit quality in the absence of insurance or a guarantee. Although
insurance or guarantees on, or escrows of US government securities with respect
to, Municipal Obligations reduce financial or credit risk with respect to those
Municipal Obligations (I.E., the possibility that owners of the insured
Municipal Obligations will not receive timely scheduled payments of principal or
interest), insured, guaranteed and escrow-backed Municipal Obligations remain
subject to market risk (I.E., fluctuations in market value as a result of
changes in prevailing interest rates). Accordingly, insurance or guarantees on,
or escrow backing with respect to, Municipal Obligations does not ensure the
market value of the Fund's assets or the net asset value or the market price of
its Common Stock or APS.

The Fund's investment objective and certain investment limitations described in
the SAI are fundamental policies that may not be changed without shareholder
approval. In addition, the Fund's policy of normally investing at least 80% of
its net assets in insured Municipal Obligations, the income from which is exempt
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approval. The Fund will interpret its 80% policy (and a related 20% policy with

respect to investments in taxable
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investments as described below) as if the following phrase appeared immediately

after the words "net assets": " (plus the amount of any borrowing for investment
purposes) ." If subsequent to an investment, the Fund's 80% policy is no longer

met (E.G., bonds are called resulting in a large influx of cash), then under
normal circumstances, the Fund's future investments would be made in a manner
that would bring the Fund's investments back in line with the 80% threshold. All
other investment policies may be changed by the Fund's Board without shareholder
approval.

Each insured Municipal Obligation in which the Fund invests will be covered by
original issue insurance, secondary market insurance, or portfolio insurance.
Original issue insurance is purchased with respect to a particular issue of
Municipal Obligations by the issuer thereof or a third party in conjunction with
the original issuance of a municipal obligation. Under original issue insurance,
the insurer unconditionally guarantees to the holder of the municipal bond the
timely payment of principal and interest on such obligations when and as these
payments become due but not paid by the issuer, except that in the event of the
acceleration of the due date of the principal by reason of mandatory or optional
redemption (other than acceleration by reason of a mandatory sinking fund
payment), default or otherwise, the payments guaranteed may be made in the
amounts and at the times as payment of principal would have been due had there
not been any acceleration. Secondary market insurance is purchased by the Fund
or a third party subsequent to the time of original issuance of a Municipal
Obligation. Secondary market insurance generally provides the same type of
coverage as original issue insurance. Both original issue insurance and
secondary market insurance remain in effect as long as the Municipal Obligations
covered thereby remain outstanding and the insurer remains in business,
regardless of whether the fund ultimately disposes of such Municipal
Obligations. Portfolio insurance may be purchased by the Fund with respect to
Municipal Obligations which the Fund intends to purchase or already owns and
would generally terminate when the municipal obligation is sold by the Fund or
redeemed. Portfolio Insurance guarantees the payment of principal and interest
on specified eligible municipal bonds purchased and presently held by the Fund.
The Fund currently intends to emphasize investments in Municipal Obligations
with original issue insurance or secondary market insurance. There is no
limitation on the percentage of the Fund's assets that may be invested in
Municipal Obligations insured by any given insurer.

Original issue insurance, secondary market insurance and portfolio insurance
generally do not insure payment on an accelerated basis, the payment of any
redemption premium (except with respect to certain premium payments in the case
of certain small issue industrial development and pollution control Municipal
Obligations), the value of the Common Stock or the market value of Municipal
Obligations, or payments of any tender purchase price upon the tender of the
Municipal Obligations. Such insurance also does not insure against nonpayment of
principal of or interest on Municipal Obligations resulting from the insolvency,
negligence or any other act or omission of the trustee or other paying agent for
such obligations.

Moody's, S&P and the other nationally recognized statistical rating
organizations are private services that provide ratings of the credit quality of
debt obligations, including Municipal Obligations. It should be emphasized that
ratings are general and are not absolute standards of quality. Consequently,
Municipal Obligations with the same maturity, interest rate and rating may have
different market prices. Also, rating agencies may fail to make timely changes
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in credit ratings in response to subsequent events, so that an issuer's
financial condition may be better or worse than is indicated by its rating.

The Fund's policy of investing in Municipal Obligations insured by insurers
whose claims-paying ability is rated Aaa by Moody's, AAA by S&P or the
equivalent by another NRSRO applies only at the time of the Fund's investment in
a particular Municipal Obligation. A subsequent downgrade of an insurer's
claims-paying ability rating by Moody's, S&P or another NRSRO would result in a
downgrade of the rating assigned to the Municipal Obligations insured by such
insurer, although the Municipal Obligations

15

may have an independent rating that is higher than the new rating assigned to
the insurer's claims-paying ability. The securities could experience a decrease
in market price as a result of such a downgrade. In the event the ratings
assigned to such Municipal Obligations decline to below investment grade, such
Municipal Obligations would probably become less liquid or even illiquid. UBS
Global AM will consider a downgrade by Moody's, S&P or another NRSRO with
respect to the claims-paying ability of an insurer or the credit characteristics
of a particular issuer in determining whether the Fund should continue to hold
the relevant municipal obligation. In making such a determination, UBS Global AM
will also consider such factors as the rating assigned to the municipal
obligation independent of the insurance, its assessment of the credit quality of
the issuer of the municipal obligation and the price at which the municipal
obligation could be sold. UBS Global AM will engage in an orderly disposition of
downgraded Municipal Obligations to the extent necessary to ensure that the
Fund's holdings of Municipal Obligations rated below Baa by Moody's, BBB by S&P
or an equivalent rating by another NRSRO do not exceed 5% of the Fund's net
assets. Municipal Obligations rated Baa by Moody's are investment grade but
Moody's considers them to have speculative characteristics. Changes in economic
conditions or other circumstances are more likely to affect the ability of
Municipal Obligations that are rated Baa or BBB (or equivalent) to make
principal and interest payments than that of higher grade Municipal Obligations.

Although UBS Global AM periodically reviews the financial condition of each
insurer of a municipal obligation in the Fund's portfolio, there can be no
assurance that the insurers will be able to honor their obligations in all
circumstances. In the event of a default by an issuer on its obligations with
respect to any Municipal Obligations in the Fund's portfolio, the Fund could
look to the insurer or guarantor of the relevant Municipal Obligations for
payments of principal and interest. Such insurer or guarantor may not be rated
Aaa, AAA or the equivalent. Accordingly, the Fund could be exposed to greater
risk of non-payment in such circumstances which could in turn adversely affect
the Fund's net asset value, the market price per share of the Common Stock and
the price of the APS. Alternatively, the Fund could elect to dispose of these
Municipal Obligations; however, the market prices for such Municipal Obligations
may be lower than the Fund's purchase price for them, and the Fund could sustain
a capital loss as a result.

OTHER INVESTMENT PRACTICES

Certain of the other investment practices in which the Fund may engage and that
are described below may give rise to federal income tax. Under normal
circumstances, the Fund does not intend to engage in those practices to a
significant extent. The Fund's ability to engage in certain of these investment
practices is limited by the rating agency guidelines applicable to the APS,
which are described further below.

WHEN-ISSUED AND DELAYED DELIVERY SECURITIES. The Fund may purchase Municipal
Obligations on a when-issued basis, or may purchase or sell Municipal
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Obligations for delayed delivery. In when-issued or delayed delivery
transactions, delivery of the securities occurs beyond normal settlement
periods, but no payment or delivery will be made by the Fund prior to the actual
delivery or payment by the other party to the transaction. The Fund does not
accrue income with respect to a when-issued or delayed delivery security prior
to its stated delivery date. When the Fund purchases securities on a when-issued
or delayed-delivery basis, however, it immediately assumes the risks of
ownership, including the risk of price fluctuation. Depending on market
conditions, the Fund's when-issued and delayed delivery purchase commitments
could cause its net asset value per share (and thus its market value per share)
to be more volatile, because such securities may increase the amount by which
the Fund's total assets, including the value of when-issued and delayed delivery
securities held by the Fund, exceed its net assets. Failure to deliver a
security purchased on a when-issued or delayed delivery basis may result in a
loss or missed opportunity to make an alternative investment.
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SHORT-TERM TAX-EXEMPT AND TAXABLE INVESTMENTS. The Fund normally invests
substantially all of its assets in intermediate to longer-term Municipal
Obligations. However, in order to invest cash reserves, or when, in the opinion
of UBS Global AM, no suitable longer-term Municipal Obligations are available,
the Fund may invest up to 20% of its net assets in high quality short-term
Municipal Obligations that are rated, at the time of investment, no lower than
MIG-2 by Moody's, SP-2 by S&P or the equivalent by another NRSRO; or, if
unrated, that are determined by UBS Global AM to be of comparable quality to
Municipal Obligations that are rated at least MIG-2 or SP-2. These Municipal
Obligations may include variable or floating rate demand notes and similar
instruments that trade as short-term obligations. The Fund may invest without
limit in such high quality short-term Municipal Obligations for temporary
defensive purposes.

In addition, if in the opinion of UBS Global AM no suitable short-term Municipal
Obligations are available, the Fund temporarily may hold cash and, with respect
to up to 20% of its net assets, invest in taxable money market instruments,
including: (1) US government securities; (2) high quality commercial paper that
is rated, at the time of purchase, no lower than Prime-2 by Moody's or A-2 by
S&P or, 1f unrated, that is determined by UBS Global AM to be of comparable
quality to commercial paper that is rated at least Prime-2 or A-2; (3) bank
obligations (including certificates of deposit, time deposits and bankers'
acceptances of domestic banks); and (4) repurchase agreements with respect to
any of the foregoing. Interest earned from such taxable investments will be
taxable to shareholders as ordinary income when distributed. If the Fund were to
hold cash, the cash would not earn interest, and the Fund's yield would be lower
than if the cash had been invested.

REPURCHASE AGREEMENTS. The Fund is authorized to enter into repurchase
agreements with respect to any obligation issued or guaranteed by the U.S.
government, its agencies or instrumentalities and also with respect to
commercial paper, bank certificates of deposit and bankers' acceptances.
Repurchase agreements are transactions in which the Fund would purchase
securities from a bank or recognized securities dealer (or its affiliate) and
simultaneously commit to resell those securities to the counterparty at an
agreed-upon date or upon demand and at a price reflecting a market rate of
interest unrelated to the coupon rate or maturity of the purchased securities.
The Fund would maintain custody of the underlying securities prior to their
repurchase, either through its regular custodian or through a special
"tri-party" custodian or sub-custodian that maintains separate accounts for both
the Fund and its counterparty; thus, the obligation of the counterparty to pay
the repurchase price on the date agreed to or upon demand would, in effect, be
secured by such securities. If the value of such securities were less than the
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repurchase price, plus any agreed-upon additional amount, the other party to the
agreement would be required to provide additional collateral so that at all
times the collateral is at least equal to the repurchase price, plus any
agreed-upon additional amount. The difference between the total amount to be
received upon repurchase of the securities and the price which was paid by the
Fund upon acquisition would be accrued as interest and included in the Fund's
net investment income.

Repurchase agreements carry certain risks not associated with direct investments
in securities, including possible declines in the market value of the underlying
securities and delays and costs to the Fund if the other party to the repurchase
agreement becomes insolvent. The Fund intends to enter into repurchase
agreements only with banks and dealers in transactions believed by UBS Global AM
to present minimal credit risks in accordance with guidelines established by the
Fund's board of directors. UBS Global AM will review and monitor the
creditworthiness of such institutions under the board's general supervision.

REVERSE REPURCHASE AGREEMENTS. The Fund may enter into reverse repurchase
agreements with the same parties with whom it may enter into repurchase
agreements. Under a reverse repurchase agreement, the Fund would sell securities
and agree to repurchase (and the buyer would be required to resell) them at a
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mutually agreed date or upon demand and at a price reflecting a market rate of
interest. At the time the Fund enters into a reverse repurchase agreement, it
will establish and maintain a segregated account with an approved custodian
containing cash or liquid securities, marked to market daily, having a value not
less than the repurchase price (including accrued interest). The market value of
securities sold under reverse repurchase agreements typically is greater than
the proceeds of the sale, and accordingly, the market value of the securities
sold is likely to be greater than the value of the securities in which the Fund
invests those proceeds. Thus, reverse repurchase agreements involve the risk
that the Fund might be unable to reacquire the securities that it has sold. In
the event the buyer of securities under a reverse repurchase agreement files for
bankruptcy or becomes insolvent, such buyer or its trustee or receiver may
receive an extension of time to determine whether to enforce the Fund's
obligation to repurchase the securities, and the Fund's use of the proceeds of
the reverse repurchase agreement may effectively be restricted pending such
decision. Reverse repurchase agreements will be treated as borrowings for
purposes of calculating the Fund's borrowing limitation discussed below.

LENDING OF PORTFOLIO SECURITIES. To attempt to enhance income (which would be
taxable income) the Fund is authorized to lend up to 33 1/3% of the total value
of its portfolio securities to broker-dealers or institutional investors that
UBS Global AM deems qualified, but only if doing so would not adversely affect
the rating of the APS by S&P and only when the borrower maintains acceptable
collateral with the Fund's custodian in an amount, marked to market daily, at
least equal to the market value of the securities loaned, plus accrued interest
and dividends. Acceptable collateral is limited to cash, U.S. government
securities and irrevocable letters of credit that meet certain guidelines
established by UBS Global AM. In determining whether to lend securities to a
particular broker-dealer or institutional investor, UBS Global AM will consider,
and during the period of the loan will monitor, all relevant facts and
circumstances, including the creditworthiness of the borrower. The Fund will
retain authority to terminate any loans at any time. The Fund may pay reasonable
administrative and custodial fees in connection with a loan and may pay a
negotiated portion of the interest earned on the cash held as collateral to the
borrower or placing broker. The Fund will receive reasonable interest on the
loan or a flat fee from the borrower, and amounts equivalent to any dividends,
interest or other distributions on the securities loaned. The Fund will regain
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ownership of loaned securities to exercise beneficial rights, such as voting and
subscription rights, when regaining such rights is considered to be in the
Fund's interest.

OTHER PRACTICES. The Fund may invest up to 20% of its net assets in illiquid
securities. Illiquid securities are those that cannot be disposed of within
seven days in the ordinary course of business at approximately the amount at
which the Fund has valued the securities. Illiquid securities include, among
others, securities subject to contractual restrictions on resale, repurchase
agreements maturing in more than seven days and municipal lease obligations
(including certificates of participation) other than those that UBS Global AM
has determined are liquid pursuant to guidelines established by the Board. To
the extent that the Fund invests in illiquid securities, the Fund may not be
able to readily liquidate such investments, and would have to sell other
investments if necessary to raise cash to meet its obligations. The lack of a
liquid secondary market for illiquid securities may make it more difficult for
the Fund to assign a value to those securities for purposes of valuing the
Fund's portfolio and calculating its net asset value. The Fund also may invest
in stand-by commitments with respect to Municipal Obligations it purchases or
holds. The Fund may engage in short sales "against the box."
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INVESTMENT RISKS

RISK IS INHERENT IN ALL INVESTING. INVESTING IN ANY INVESTMENT COMPANY
SECURITY INVOLVES RISK, INCLUDING THE RISK THAT YOU MAY RECEIVE LITTLE OR NO
RETURN ON YOUR INVESTMENT OR EVEN THAT YOU MAY LOSE PART OR ALL OF YOUR
INVESTMENT. THEREFORE, BEFORE PURCHASING THE FUND'S APS, YOU SHOULD CONSIDER
CAREFULLY THE FOLLOWING RISKS THAT YOU ASSUME WHEN YOU INVEST IN THE FUND. AN
INVESTMENT IN THE FUND'S APS SHOULD NOT CONSTITUTE A COMPLETE INVESTMENT
PROGRAM.

RISKS OF INVESTING IN APS

AUCTION RISK. An attempt to sell APS at an auction may fail if the auction
fails; that is, if there are more APS offered for sale than there are buyers for
those shares. If sufficient clearing bids do not exist in an auction, the
applicable rate will be the maximum applicable rate, and in such event, owners
of APS wishing to sell will not be able to sell all, and may not be able to sell
any, of such shares in the auction. As a result, an investment in APS may be
illiquid. Neither the broker-dealers nor the Fund is obligated to purchase APS
in an auction or otherwise, nor is the Fund required to redeem APS in the event
of a failed auction. Also, if an investor places bid orders (orders to retain
APS) at an auction only at a specified rate, and that bid rate exceeds the
applicable rate set at the auction, the investor will not retain its APS.
Finally, if an investor elects to retain APS without specifying a rate below
which it would not wish to continue to hold its APS, and the auction sets a
below-market rate, it may receive a lower rate of return on its APS than the
market rate. See "The Auction."

RATINGS AND ASSET COVERAGE RISK. While Moody's is expected to assign a rating of
"Aaa" to the APS and S&P is expected to assign a rating of "AAA" to the APS, the
ratings will not eliminate or necessarily mitigate the risks of investing in the
APS. A rating agency could withdraw, suspend or downgrade the rating assigned to
the APS, which may make shares of APS less liquid at an auction or in the
secondary market. In addition, the Fund may be forced to redeem APS to meet
regulatory or rating agency requirements. The Fund may also voluntarily redeem
APS under certain circumstances. See "Description of APS--Redemption." The Fund
may not redeem APS if such a redemption would cause the Fund to fail to meet
regulatory or rating agency asset coverage requirements, and the Fund may not
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declare, pay or set apart for payment any dividend or other distribution if
immediately thereafter the Fund would fail to meet regulatory asset coverage
requirements. A material decline in the Fund's net asset value may impair the
Fund's ability to maintain its required levels of asset coverage on the APS, or,
in an extreme case, to pay dividends on APS. In addition, as a condition to its
receipt of "Aaa" and "AAA" ratings on the APS, the Fund has agreed to certain
investment limitations, which may restrict the Fund from making investments that
UBS Global AM believes would benefit the Fund. See "Rating Agency Guidelines"
for descriptions of the significance and limitations of the ratings on the APS
and of the asset maintenance and other tests the Fund must meet.

SECONDARY MARKET RISK. The broker-dealers may maintain a secondary trading
market in the APS outside of auctions; however, they have no obligation to do
so, and there can be no assurance that a secondary market for the APS 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 APS will not be registered on any
stock exchange or on any automated quotation system. Investors may not be able
to sell any or all of their APS between auctions, or may receive a purchase
price of less than $50,000 per share,
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plus unpaid dividends. An increase in the level of interest rates likely will
have an adverse effect on the secondary market price of the APS.

INTEREST RATE RISK AND APS. The Fund issues shares of APS, which generally pay
dividends based on short-term interest rates. The Fund generally will purchase
Municipal Obligations that pay interest at fixed or adjustable rates. If
short-term interest rates rise, dividend rates on the shares of APS may rise so
that the amount of dividends paid to the holders of shares of APS exceeds the
income from the Fund's portfolio securities. Because income from the Fund's
entire investment portfolio (not just the portion of the portfolio purchased
with the proceeds of the APS offering) is available to pay dividends on the
shares of APS, dividend rates on the shares of APS would need to greatly exceed
the Fund's net portfolio income before the Fund's ability to pay dividends on
the shares of APS would be jeopardized. If market interest rates rise, this
could negatively impact the value of the Fund's investment portfolio, reducing
the amount of assets serving as asset coverage for the APS.

LEVERAGE RISK. The Fund uses financial leverage for investment purposes by
issuing APS. It is currently anticipated that, taking into account the APS being
offered in this Prospectus and the outstanding Series A APS, Series B APS,
Series C APS, and Series D APS, the amount of leverage will represent
approximately [__%] of the Fund's Managed Assets. The Fund's leveraged capital
structure creates special risks not associated with unleveraged funds having
similar investment objectives and policies. These include the possibility of
higher volatility of the net asset value of the Fund and the APS' asset
coverage.

RESTRICTIONS ON DIVIDENDS AND OTHER DISTRIBUTIONS. Restrictions imposed on the
declaration and payment of dividends or other distributions to holders of the
Fund's common shares and APS, both by the Investment Company Act of 1940 and by
requirements imposed by rating agencies, might impair the Fund's ability to
maintain its qualification as a regulated investment company for federal income
tax purposes. While the Fund intends to redeem APS to enable the Fund to
distribute its income as required to maintain its qualification as a regulated
investment company under the Internal Revenue Code ("Code"), there can be no
assurance that such actions can be effected in time to meet the Code
requirements. See "Taxation."

24



Edgar Filing: INSURED MUNICIPAL INCOME FUND INC - Form N-2

GENERAL RISKS OF INVESTING IN THE FUND

MARKET RISK AND SELECTION RISK. Market risk is the risk that the bond market
will go down in value, including the possibility that the market will go down
sharply and unpredictably. Selection risk is the risk that the securities that
UBS Global AM selects will underperform the bond market, the relevant market
indices, or other funds with similar investment objectives and investment
strategies.

MUNICIPAL OBLIGATION MARKET RISK. The amount of public information available
about the Municipal Obligations in the Fund's portfolio is generally less than
that for corporate equities or bonds, and the investment performance of the Fund
may therefore be more dependent on the analytical abilities of UBS Global AM
than that of an equity fund or a taxable bond fund. The secondary market for
Municipal Obligations also tends to be less well-developed or liquid than many
other securities markets, which may adversely affect the Fund's ability to sell
its bonds at attractive prices or at prices approximating those at which the
Fund currently values them. The Fund may invest up to 20% of its assets in
illiquid securities. See "Investment Objective and Policies - Other Investment
Practices." The ability of municipal issuers to make timely payments of interest
and principal may be diminished during general economic downturns and as
governmental cost burdens are reallocated among federal, state and local
governments. In
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addition, laws enacted in the future by Congress or state legislatures or
referenda could extend the time for payment of principal and/or interest, or
impose other constraints on enforcement of such obligations, or on the ability
of municipalities to levy taxes. Issuers of Municipal Obligations might seek
protection under the bankruptcy laws. In the event of bankruptcy of such an
issuer, the Fund could experience delays in collecting principal and interest
and the Fund may not, in all circumstances, be able to collect all principal and
interest to which it is entitled. To enforce its rights in the event of a
default in the payment of interest or repayment of principal, or both, the Fund
may take possession of and manage the assets securing the issuer's obligations
on such securities, which may increase the Fund's operating expenses. Any income
derived from the Fund's ownership or operation of such assets may not be
tax—exempt.

INTEREST RATE AND CREDIT RISK. The Fund invests in Municipal Obligations, which
are subject to interest rate and credit risk. Interest rate risk is the risk
that prices of Municipal Obligations generally increase when interest rates
decline and decrease when interest rates increase. Prices of longer term
securities generally change more in response to interest rate changes than
prices of shorter term securities. The common share net asset value and market
price per share of the bonds in which the Fund will invest will fluctuate more
in response to changes in market interest rates than if the Fund invested
primarily in shorter-term bonds. The Fund's use of leverage by the issuance of
APS and its investments in certain other obligations, as described above, may
increase interest rate risk. Market interest rates for investment grade
Municipal Obligations in which the Fund will primarily invest have recently
declined significantly below the recent historical average rates for such bonds
and market interest rates are now near historical lows. These levels increase
the risk that these rates will rise in the future (which would cause the value
of the Fund's net assets to decline). Credit risk is the risk that the issuer
will be unable to pay the interest or principal when due. The degree of credit
risk depends on both the financial condition of the issuer and the terms of the
obligation. The Fund intends to invest in Municipal Obligations that are rated
investment grade by S&P, or another NRSRO. It may also invest up to 20% of its
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net assets in unrated Municipal Obligations that UBS Global AM believes are of
comparable quality. Obligations rated in the lowest investment grade category
may have certain speculative characteristics.

CALL AND REDEMPTION RISK. A Municipal Bond's issuer may call the bond for
redemption before it matures. If this happens to a Municipal Bond the Fund
holds, the Fund may lose income and may have to invest the proceeds in Municipal
Obligations with lower yields.

PRIVATE ACTIVITY BONDS. The Fund may invest in certain tax exempt securities
classified as "private activity bonds." These bonds may subject certain
investors in the Fund to the AMT. The Fund is not restricted with respect to
investing in private activity bonds that are not subject to the AMT. See
"Taxation."

INFLATION RISK. Inflation risk is the risk that the value of assets or income
from an investment will be worth less in the future as inflation decreases the
value of money. As inflation increases, the real value of the APS can decline.

PORTFOLIO STRATEGIES. The Fund may engage in various portfolio strategies both
to seek to hedge its portfolio against adverse effects from movements in
interest rates and in the securities markets generally and to seek to increase
the return of the Fund. These strategies include the use of derivatives, such as
exchange-traded financial futures and option contracts, options on futures
contracts or over-the-counter dealer transactions in caps, swap agreements or
swaptions. Such strategies subject the Fund to the risk that, if UBS Global AM
incorrectly forecasts market values, interest rates or other applicable factors,
the Fund's performance could suffer. The Fund is not required to use derivatives
or other portfolio strategies
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and may not do so. Income earned by the Fund from many hedging activities will
be treated as capital gain and, if not offset by net realized capital loss, will
be distributed to shareholders in taxable distributions. There can be no
assurance that the Fund's portfolio strategies will be effective.

DERIVATIVES RISK. The Fund may use options (both exchange-traded and OTC) to
attempt to enhance income (which would be taxable income) and also may attempt
to "hedge" or manage the overall risk of its investments by using options,
futures contracts and interest rate protection transactions. The Fund is not
required to use derivatives or other portfolio strategies to seek to enhance
return or to seek to hedge its portfolio, and UBS Global AM may elect not to do
so. The Fund may use derivatives as a substitute for taking a position in an
underlying security or other asset and/or as part of a strategy designed to
reduce exposure to other risks, such as interest rate risk. The Fund also may
use derivatives to add leverage to the portfolio and/or to hedge against
increases in the Fund's costs associated with the dividend payments on the
preferred stock, including the APS. The Fund's use of derivative instruments
involves risks different from, and possibly greater than, the risks associated
with investing directly in securities and other traditional investments.
Derivatives are subject to a number of risks such as ligquidity risk, interest
rate risk, credit risk, leverage risk, the risk of ambiguous documentation and
management risk. They also involve the risk of mispricing or improper valuation
and the risk that changes in the value of the derivative may not correlate
perfectly with the underlying asset, rate or index. If UBS Global AM incorrectly
forecasts market values, interest rates or other applicable factors, the Fund's
performance could suffer. If the Fund invests in a derivative instrument it
could lose more than the principal amount invested. There can be no assurance
that the Fund's portfolio strategies will be effective. Some of the derivative
strategies that the Fund may use to seek to enhance its return are riskier than
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its hedging transactions and have speculative characteristics. Such strategies
do not attempt to limit the Fund's risk of loss. The use of derivatives also may
increase the amount of taxes payable by stockholders. Also, suitable derivative
transactions may not be available in all circumstances, and there can be no
assurance that the Fund will engage in these transactions to reduce exposure to
other risks when that would be beneficial.

ANTI-TAKEOVER PROVISIONS. The Fund's Articles of Incorporation include
provisions that could limit the ability of other entities or persons to acquire
control of the Fund or to change the composition of its Board of Directors. Such
provisions could limit the ability of shareholders to sell their shares at a
premium over prevailing market prices by discouraging a third party from seeking
to obtain control of the Fund. See "Description of Capital Stock —--Anti-Takeover
Provisions of the Articles of Incorporation"

MARKET DISRUPTION. The war with Irag, its aftermath and the continuing
occupation of Iraq are likely to have a substantial impact on the U.S. and world
economies and securities markets. The nature, scope and duration of the war and
occupation cannot be predicted with any certainty. Terrorist attacks on the
World Trade Center and the Pentagon on September 11, 2001 closed some of the
U.S. securities markets for a four-day period, and similar events cannot be
ruled out. The war and occupation, terrorism and related geopolitical risks have
led, and may in the future lead, to increased short-term market volatility and
may have adverse long-term effects on U.S. and world economies and markets
generally. Those events could also have an acute effect on individual issuers or
related groups of issuers. These risks could also adversely affect individual
issuers and securities markets, interest rates, auctions, secondary trading,
ratings, credit risk and other factors relating to the APS.

PORTFOLIO MANAGEMENT AND OTHER CONSIDERATIONS. If short term or medium term
rates increase or other changes in market conditions occur to the point where
the Fund's leverage could adversely affect holders of common shares (or in
anticipation of such changes), the Fund may attempt to shorten the average
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maturity or duration of its investment portfolio in order to offset the negative
impact of leverage. The Fund also may attempt to reduce the degree to which it
is leveraged by redeeming preferred shares or otherwise by purchasing preferred
shares, including the APS. Purchases and redemptions of preferred shares,
including the APS, whether on the open market or in negotiated transactions, are
subject to limitations under the 1940 Act. In determining whether or not it is
in the best interest of the Fund and its shareholders to redeem or repurchase
outstanding preferred shares, the Board of Trustees will take into account a
variety of factors, including the following:

- market conditions,
- the ratio of preferred shares to common shares, and
— the expenses associated with such redemption or repurchase.
If market conditions subsequently change, the Fund may sell previously unissued
preferred shares or preferred shares that the Fund had issued but later
repurchased or redeemed.
DESCRIPTION OF APS

GENERAL

The Articles of Incorporation authorize the issuance of 200,000,000 shares of
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capital stock, currently designated shares of Common Stock, 800
shares of each of APS Series A, B, and C, and 600 shares of APS Series D. The
Board is authorized to classify and reclassify any unissued shares of capital
stock from time to time by setting or changing the preferences, conversion or
other rights, voting powers, restrictions, limitations as to dividends,
qualifications or terms and conditions of redemption of such shares of stock
and, therefore, to reclassify some or all of the Fund's unissued capital stock
as Preferred Stock. In connection with the issuance of APS Series E and APS
Series F contemplated in this prospectus, the Board has reclassifies and issued

shares of its capital stock as APS Series E and shares of its
capital stock as APS Series F.

DEFINED TERMS

As used herein with respect to any APS series, (i) "Applicable Rate" means the
rate PER ANNUM at which dividends are payable on APS series shares for any
Dividend Period thereof, (ii) "Business Day" means a day on which the NYSE is
open for trading and which is not a Saturday, Sunday or other day on which banks
in New York City are authorized by law to close, (iii) "Date of Original Issue"
means the date on which the Fund initially issued shares of such series of APS,
(iv) "Dividend Payment Date" means any date on which dividends on shares of such
series of APS are payable as provided under "Description of APS--Dividends and
Dividend Periods," (v) "Dividend Period" means the period from and including the
Date of Original Issue of such series to but excluding the initial Dividend
Payment Date for such series and any period thereafter from and including one
Dividend Payment Date for such series to but excluding the next succeeding
Dividend Payment Date for such series, (vi) "Initial Dividend Period" means the
period from and including the Date of Original Issue of such series to but
excluding the first Dividend Payment Date which occurs in a month which contains
the first scheduled Auction Date with respect to shares of such series of APS,
(vii) "Rate Period" means the Initial Dividend Period of such series and any
Subsequent Dividend Period of such series, (viii) "Subsequent Dividend Period"
means any period from and including the first day following the Initial Dividend
Period for such series to but excluding the next
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Dividend Payment Date for such series which follows a scheduled Auction for such
series to but excluding the next succeeding Dividend Payment Date which follows
a scheduled Auction for such series, provided, however, that if any Subsequent
Dividend Period is also a Special Dividend Period, such term shall mean the
period commencing on the first day of such Special Dividend Period and ending on
the last day of the last Dividend Period thereof, (ix) "Minimum Dividend Period"
means any Rate Period consisting of 28 days with respect to each series of APS,
subject to certain exceptions, (x) "Valuation Date" means each Business Day and
(xi) "Special Dividend Period" means any Subsequent Dividend Period commencing
on the date designated by the Fund, as set forth under "Description of APS

— Dividends and Dividend Periods," and ending on the last day of the last
Dividend Period thereof.

Terms used herein and not otherwise defined have the meanings ascribed to them
in the Glossary contained in the SATI.

DIVIDENDS AND DIVIDEND PERIODS
Dividends on shares of APS Series will accumulate at the Applicable Rate PER
ANNUM from the Date of Original Issue and will be payable, when, as and if

declared by the Board out of legally available funds on the dividend dates set
forth below:
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SUBSEQUENT DIVIDEND DATES ON

SERIES INITIAL DIVIDEND DATE EACH
APS Series E , 2003 [DAY OF WEEK]
APS Series F , 2003 [DAY OF WEEK]

* However, in any calendar month in which an Auction is scheduled to
occur, dividends are payable on the first business day following
the scheduled Auction Date.

Subsequent Dividend Periods shall be [seven days] for each of APS Series E and
APS Series F, provided that the Fund, subject to certain conditions, may
designate any Subsequent Dividend Period as a Special Dividend Period, which
shall be such number of consecutive days or whole years as the Board shall
specify, subject to certain exceptions.

If the day on which dividends otherwise would be paid is a Sunday, Monday or
Tuesday that is not a Business Day, then your dividends will be paid on the
first Business Day that falls after that Sunday, Monday or Tuesday. If the day
on which dividends would otherwise be paid is a Wednesday, Thursday, Friday or
Saturday that is not a Business Day, then your dividends will be paid on the
first Business Day that falls prior to such Wednesday, Thursday, Friday or
Saturday.

Dividends on APS Series E and APS Series F will be paid through the Securities
Depository (Depository Trust Company or any successor) on each Dividend Payment
Date. The Securities Depository, in accordance with its normal procedures, is
expected to distribute dividends received on APS Series E and APS Series F in
next-day funds to Agent Members, who are in turn expected to distribute such
dividend payments to the persons for whom they are acting as agents. Each of the
initial broker-dealers, however, has indicated to the Fund that it or one of its
affiliates will make such dividend payments available in same-day funds on each
Dividend Payment Date to customers that use such broker-dealer or such affiliate
as Agent Member.

The dividend rate for the respective Initial Dividend Periods for each of APS
Series E and APS Series F will be (i) ___ % PER ANNUM for the APS Series E and
(ii) ___% PER ANNUM for APS Series F. For each Subsequent Dividend Period, the
dividend rate for shares of each series of APS will be the Applicable Rate PER
ANNUM that the Auction Agent (Deutsche Bank Trust Company Americas or any
successor)
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advises the Fund results from an Auction, except as provided below. The dividend
rate that results from an Auction for a series of APS will not be greater than
the Maximum Rate.

The Maximum Rate will generally be the Applicable Percentage (set forth in the
Applicable Percentage Table, below) of the Reference Rate set forth below.
However, where APS Series E or F has or had a Special Dividend period (other
than a Special Dividend Period of 28 days or less) and an Auction at which
sufficient clearing bids existed has not yet occurred for a Minimum Dividend
Period for such series (28 days for each series of APS) after such Special
Dividend Period, the Maximum Rate shall be the Reference Rate multiplied by the
greater of

(A) the dividend rate on shares of such APS series for the then-ending Rate
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Period, or

(B) the product of (x) the Applicable Percentage on such Auction Date, and (y)
the higher of (1) the "AA" Composite Commercial Paper Rate on such Auction Date
for the then-ending Rate Period of such series, if such Rate Period is less than
one year, or the Treasury Rate on such Auction Date for such Rate Period, if
such Rate Period is one year or greater, or (2) the "AA" Composite Commercial
Paper Rate on such Auction Date for such Special Dividend Period of such series,
if the Special Dividend Period is less than one year, or the Treasury Rate on
such Auction Date for the Special Dividend Period, if the Special Dividend
Period is one year or greater.

Where an Auction Date immediately precedes the first day of any proposed Special
Dividend Period of more than 28 days, the Maximum Rate shall be the Applicable
Percentage (set forth in the Applicable Percentage Table, below) multiplied by
the highest of (1) the Reference Rate on such Auction Date for the then-ending
Rate Period of such series, if such Rate Period is less than one year, or the
Treasury Rate on such Auction Date for such Rate Period, if such Rate Period is
one year or greater; (2) the Reference Rate on such Auction Date for the Special
Dividend Period of such series for which the Auction is being held, if such
Special Dividend Period is less than one year, or the Treasury Rate on such
Auction Date for the Special Dividend Period for which the Auction is being
held, if such Special Dividend Period is one year or greater; or (3) the
Reference Rate on such Auction Date for a Minimum Dividend Period.

REFERENCE RATES; TREASURY RATES. The applicable Reference Rates and Treasury
Rates will be the rates announced on such Auction Date for the Business Day
immediately prior to such Auction Date.

The Reference Rate is, with respect to any Rate Period of less than one year,
the higher of (i) the "AA" Composite Commercial Paper Rate and (ii) the Taxable
Equivalent of the Short-Term Municipal Bond Rate. The applicable "AA" Composite
Commercial Paper Rates and Treasury Rates will be the rates announced on such
Auction Date for the Business Day immediately prior to such Auction Date.

"AA Composite Commercial Paper Rate," on any date for any Rate Period, means:

(i) (A) in the case of any Minimum Dividend Period or any Rate Period of between
7 and 35 days, the interest equivalent of the 30-day rate; provided, however, in
the case of any Minimum Dividend Period of 7 days or any Rate Period with 7
days, and if the "AA" Composite Commercial Paper Rate is being used to determine
the Applicable Rate when all of the outstanding APS are subject to submitted
hold orders, then the interest equivalent of the 7-day rate, and (B) in the case
of any Rate Period with more than 35 days, the interest equivalent of the
180-day rate, on commercial paper placed on behalf of issuers whose corporate
bonds are rated "AA"' by S&P or the equivalent of such rating by S&P or another
rating agency, as made available on a discount basis or otherwise by the Federal
Reserve Bank of New York for the Business Day immediately preceding such date;
or (ii) in the event that the Federal Reserve Bank of New York does not make
available any such rate, then the arithmetic average of such rates, as quoted on
a discount basis or otherwise, by the Commercial Paper Dealers to the Auction
Agent for the close of business on the Business Day next preceding such date.
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"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 or any successor index (the
"Kenny 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, (provided that the use
of such successor will not result in a reduction or withdrawal of the rating of
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the APS by Moody's, if Moody's 1is then rating the APS, or by S&P, if S&P is then
rating the APS) based on 30-day yield evaluations at par of bonds, the interest
on which is excludable for regular federal income tax purposes, 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 Internal Revenue Code or successor provisions, for
purposes of the AMT, 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 (i) 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 (ii) 1.00 minus the Marginal Tax Rate
(expressed as a decimal).

For the purposes of the foregoing, "Treasury Rate," on any date for any Rate
Period, means: (i) the yield on the most recently auctioned non-callable direct
obligations of the US Government (excluding " flower" bonds) with a remaining
maturity within three months of the duration of such Rate Period, as quoted in
THE WALL STREET JOURNAL on such date for the Business Day next preceding such
date; or (ii) in the event that any such rate is not published by THE WALL
STREET JOURNAL, then the arithmetic average of the yields (expressed as an
interest equivalent in the case of a Rate Period which is one year or less and
expressed as a bond equivalent in the case of any longer Rate Period) on the
most recently auctioned non-callable direct obligations of the US Government
(excluding "flower" bonds) with a remaining maturity within three months of the
duration of such Rate Period as quoted on a discount basis or otherwise by the
US Government Securities Dealers to the Auction Agent for the close of business
on the Business Day immediately preceding such date.

The "Applicable Percentage" will be a percentage, determined as set forth below,
based on the prevailing rating of the APS in effect at the close of business on
the Business Day next preceding such Auction Date:

APPLICABLE
PREVAILING RATING PERCENTAGE

"aa3"/AA- or higher
"a3"/A-

"baa3"/BBB-
"ba3"/BB-

Below "ba3"/BB-

o° o0 o° o o

However, if the Fund has notified the Auction Agent of its intent to allocate
income that is taxable for federal income tax purposes to the APS prior to any
Auction, for purposes of determining the Maximum Rate with respect to such
Auction, the Applicable Percentage in the foregoing table shall be divided by
the quantity (1 minus the Marginal Tax Rate), only to the extent of the portion
of the dividend on the APS
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for such Rate Period that represents the allocation of taxable income to APS. If

the APS are rated by only one rating agency, such rating will be the prevailing
rating. If the ratings for the APS are split between two of the foregoing
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categories, the lower rating will determine the prevailing rating.

If an Auction for any series of APS is not held when scheduled for any reason,
or if the Fund fails to deposit in a timely manner with the Auction Agent the
full amount of any dividend on, or redemption price of, shares of any series of
APS, and such failure has not been cured as set forth below prior to any
succeeding Subsequent Dividend Period, the dividend rate on the shares of such
series for any such Subsequent Dividend Period will be the maximum rate on date
on which the Auction was scheduled to be held.

If the Fund fails to deposit in a timely manner with the Auction Agent the full
amount of any dividend on, or redemption price of, any shares of any APS series
during any Rate Period for that series, and, does not cure its failure to do so
or pay a late charge, if applicable, prior to 12:00 Noon Eastern time on the
third Business Day next following the failure, Auctions for such series will be
suspended until the failure is cured. The dividend rate for such shares of APS
for each dividend period commencing after that failure (including the dividend
period, if any, during which the failure is cured) shall be a rate PER ANNUM
equal to the Maximum Rate on the Auction Date for each such dividend period (but
with the prevailing rating for such shares, for purposes of determining such
Maximum Rate, being deemed to be "Below "ba3"/BB-").

ADDITIONAL DIVIDENDS. If the Fund allocates any net capital gain or other income
taxable for federal income tax purposes to a dividend paid on APS without having
provided advance notice thereof to the Auction Agent (a "Taxable Allocation"),
whether or not such allocation is made retroactively as a result of the
redemption of all or a portion of the APS or the ligquidation of the Fund, the
Fund shall pay an additional dividend.

Simultaneously with such allocation, if practicable, but in no event later than
270 days after the end of the Fund's taxable year for which a Taxable Allocation
is made, provide notice thereof to the Auction Agent and to each APS shareholder
during such taxable year at such shareholder's address as it last appears on the
stock books of the Fund. The Fund will, within 30 days of notifying the Auction
Agent, pay to the Auction Agent (who will then distribute to such holders of
shares of APS), out of legally available funds, an amount equal to the aggregate
Additional Dividends (as defined below) with respect to all Taxable Allocations
made to such holders for the taxable year in question. See "Taxation."

The additional dividend will be in an amount approximately equal to the amount
of taxes paid by a holder of APS on the Taxable Allocation and the additional
dividend, provided that the additional dividend will be calculated (i) without
consideration being given to the time value of money; (ii) assuming that no
holder of APS is subject to the AMT with respect to dividends received from the
Fund; and (iii) assuming that each Taxable Allocation would be taxable in the
hands of APS shareholder at the maximum marginal regular federal individual
income tax rate applicable to ordinary income or net capital gain, as
applicable, or the maximum marginal regular federal corporate income tax rate,
whichever is greater, in effect during the taxable year in question.

RATING AGENCY GUIDELINES AND ASSET MAINTENANCE

The Fund is required under Moody's and S&P guidelines to maintain assets having
in the aggregate a Discounted Value at least equal to the APS Basic Maintenance
Amount . Moody's and S&P have each established separate guidelines for
determining Discounted Value. To the extent any particular portfolio holding
does not satisfy the applicable rating agency's guidelines, all or a portion of
such holding's value will not be included in the calculation of Discounted Value
(as defined by such rating agency). The Moody's and S&P guidelines do not impose
any limitations on the percentage of the Fund's assets that
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may be invested in holdings not eligible for inclusion in the calculation of the
Discounted Value of the Fund's portfolio. The amount of such assets included in
the portfolio at any time may vary depending upon the rating, diversification
and other characteristics of the eligible assets included in the portfolio,
although it is not anticipated that in the normal course of business the value
of such assets would exceed 20% of the Fund's total assets. The APS Basic
Maintenance Amount includes the sum of (a) the aggregate liquidation preference
of shares of APS then outstanding and (b) certain accrued and projected payment
obligations of the Fund.

The Fund is also required under the 1940 Act and rating agency guidelines to
maintain, with respect to shares of APS, as of the last Business Day of each
month in which any such shares are outstanding, asset coverage of at least 200%
with respect to all outstanding senior securities which represent the Fund's
equity securities, including APS (or such other asset coverage as may in the
future be specified in or under the 1940 Act as the minimum asset coverage for
senior securities which represent equity securities of a closed-end investment
company as a condition of declaring dividends on its Common Stock) ("1940 Act
APS Asset Coverage").

Based on the composition of the Fund's portfolio [and market conditions] as of

, 2003, the 1940 Act APS Asset Coverage with respect to the APS,
assuming the issuance of APS Series E and APS Series F and after giving effect
to the deduction of underwriting discounts and offering expenses relating to all
APS series, estimated at $ would be computed as follows:

Value of Fund assets less liabilities $
not constituting senior securities

Senior securities representing $
indebtedness plus liquidation wvalue of
the APS

In the event the Fund does not timely cure a failure to maintain (a) a
Discounted Value of its portfolio equal to the APS Basic Maintenance Amount or
(b) the 1940 Act APS Asset Coverage, in each case in accordance with the
requirements of the rating agency or agencies then rating the shares of APS, the
Fund will be required to redeem shares of APS as described under
"Redemption--Mandatory Redemption" below.

The Fund may, but is not required to, adopt any modifications to the guidelines
that may hereafter 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 APS may, at any time, change or withdraw any such
rating. The Board may, without shareholder approval, amend, alter or repeal any
or all of the definitions and related provisions which have been adopted by the
Fund pursuant to the rating agency guidelines in the event the Fund receives
written confirmation from Moody's or S&P, or both, as appropriate, that any such
amendment, alteration or repeal would not impair the ratings then assigned by
Moody's and S&P to shares of APS.

As recently 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 shares of APS are not recommendations to
purchase, hold or sell those shares, inasmuch as the ratings do not comment as
to market price or suitability for a particular investor. The rating agency
guidelines described above also do not address the likelihood that an owner of
shares of APS will be able to sell such shares in an Auction or otherwise. The
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ratings are based on current information furnished to Moody's and S&P by the
Fund and
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the Advisor 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 Fund's Common Stock has not been rated by an NRSRO.

A rating agency's guidelines will apply to shares of APS only so long as such
rating agency is rating such shares. The Fund pays certain fees to Moody's or
S&P, or both, for rating shares of APS.

REDEMPTION

MANDATORY REDEMPTION. The Fund will be required to redeem, at the Mandatory
Redemption Price ($50,000 per share of APS plus an amount equal to accumulated
but unpaid dividends thereon to the date fixed for redemption (whether or not
earned or declared)), certain of the APS to the extent permitted under the 1940
Act and Maryland law, if the Fund fails to maintain a Discounted Value of
Moody's Eligible Assets or S&P Eligible Assets in an amount greater than or
equal to the APS Basic Maintenance Amount or fails to maintain the 1940 Act APS
Asset Coverage and such failure is not cured or before the APS Basic Maintenance
Cure Date or the 1940 Act Cure Date (herein respectively referred to as a "Cure
Date") . Any such redemption will be limited to the number of APS necessary to
restore the APS Basic Maintenance Amount or the 1940 Act APS Asset Coverage, as
the case may be.

OPTIONAL REDEMPTION. The Fund, at its option, may redeem shares of any APS
series, 1in whole or in part, out of legally available funds. Any optional
redemption will occur on the second Business Day next preceding any Dividend
Payment Date applicable to shares of such APS series called for redemption, at
the optional redemption price of $50,000 per APS share plus, in the case of a
Special Dividend Period of 365 days or more, an amount equal to accumulated but
unpaid dividends thereon to the date fixed for redemption and a premium, if any,
determined by the Board (unless the Board has determined that no share of such
series of APS will be subject to optional redemption).

LIQUIDATION PREFERENCE

Upon a liquidation of the Fund, whether voluntary or involuntary, the holders of
any APS series then outstanding will be entitled to receive and to be paid out
of the Fund's assets available for distribution to its Shareholders, before any
payment or distribution shall be made on Common Stock or any class of stock of
the Fund ranking junior to the APS upon liquidation, an amount equal to the
liquidation preference with respect to that APS series. The liquidation
preference for the APS is $50,000 per share, plus an amount equal to all
dividends thereon (whether or not earned or declared) accumulated but unpaid to
the date of final distribution in same-day funds, together with any applicable
Additional Dividends (as defined under "Description of the APS") in connection
with the liquidation of the Fund. After the payment to the holders of the APS of
the full preferential amounts provided for as described herein, the holders of
APS as such shall have no right or claim to any of the remaining assets of the
Fund.

Neither the sale of all or substantially all of the property or business of the
Fund, nor the merger or consolidation of the Fund into or with any other
corporation, nor the merger or consolidation of any other corporation into or
with the Fund, shall be a liquidation, whether wvoluntary or involuntary, for the
purposes of this paragraph.
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VOTING RIGHTS

Holders of the APS generally will have equal voting rights with holders of
Common Stock (one vote per share) and generally will vote together with holders
of Common Stock as a single class. However, in connection with the election of
the Fund's directors, holders of outstanding shares of preferred stock,
including any APS, voting as a separate class, are entitled to elect two of the
Fund's directors; the remaining directors are elected by Common Stockholders and
preferred stockholders, including any APS, voting as a single class. In
addition, if at any time dividends (whether or not earned or declared) on any
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outstanding preferred stock, including the APS, shall be due and unpaid in an
amount equal to two full years' dividends thereon, then the holders of the
preferred stock, including any outstanding APS, voting as a separate class, will
be entitled to elect a majority of the total number of directors of the Fund so
long as such dividends remain unpaid.

So long as any of the APS are outstanding, the Fund will not, without the
affirmative vote of a majority of the outstanding APS, determined with reference
to a "majority of outstanding voting securities" as that term is defined in
Section 2(a) (42) of the 1940 Act (voting separately as one class): (a)
authorize, create or issue any class or series of stock ranking prior to or on a
parity with the APS with respect to the payment of dividends or the distribution
of assets upon liquidation or increase the authorized amount of APS (except that
the Fund may, without the vote of the holders of APS, authorize, create or issue
classes or series of preferred stock ranking on a parity with the APS with
respect to the payment of dividends and the distribution of assets upon
liquidation subject to continuing compliance by the Fund with the asset coverage
requirement of the 1940 Act and APS basic maintenance amount requirements
established by Moody's or SP provided that the Fund obtains written

confirmation from Moody's (if Moody's is then rating the APS) and S&P (if S&P is
then rating the APS) that the issuance of any such additional class or series of
preferred stock would not impair the rating then assigned by such rating agency
to the APS); (b) amend, alter or repeal the Fund's Articles of Incorporation
insofar as they relate to the APS ("APS Provisions"), whether by merger,
consolidation or otherwise, so as to affect any preference, right or power of
such APS or the holders thereof, provided that (i) none of the actions permitted
by the exception to (a) above will be deemed to affect such preferences, rights
or powers and (ii) the authorization, creation and issuance of classes or series
of stock ranking junior to the APS with respect to payment of dividends and the
distribution of assets upon liquidation will be deemed to affect such
preferences, rights or powers only if Moody's or S&P is then rating the Fund and
such issuance would, at the time thereof, cause the Fund not to satisfy the
assets coverage or APS basic maintenance amounts referred to above; or (c) file
a voluntary application 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 Fund's Board may, however, without approval of the holders of APS, amend,
alter or repeal any or all of the definitions required to be contained in the
APS Provisions by the rating agencies in the event the Fund receives written
confirmation from the appropriate rating agency that any such amendment,
alteration or repeal would not impair the ratings then assigned to the APS by
such rating agency. Unless a higher percentage is provided for under
"Description of Capital Stock--Certain Anti-Takeover Provisions of the Articles
of Incorporation," the affirmative vote of the holders of a majority of the
outstanding APS, voting as a separate class, will be required to approve any
plan of reorganization (as such term is defined under the 1940 Act) adversely
affecting such shares or any action requiring a vote of security holders under
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Section 13(a) of the 1940 Act including, among other things, changes in the
Fund's investment objective or changes in the investment restrictions described
as fundamental policies under "Investment Limitations" in the SAI. The class
vote of holders of APS described above will in each case be in addition to a
separate vote of the requisite percentage of shares of Common Stock necessary to
authorize the action in question. To the extent permitted by the 1940 Act, each
series of APS may vote as a separate series in certain circumstances.

The foregoing voting provisions will not apply with respect to APS if, at or
prior to the time when a vote is required, such APS shall have been (i) redeemed
or (ii) called for redemption and sufficient funds shall have been deposited in
trust to effect such redemption. See "Description of APS-Voting Rights" in the
SAT.
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THE AUCTION

The APS Provisions provide that the Applicable Rate PER ANNUM for each dividend
period after the initial dividend period with respect to each APS series shall
be the rate PER ANNUM that the Auction Agent advises has resulted from an
Auction conducted in accordance with the Auction procedures ("Auction
Procedures") set forth in the APS Provisions and summarized below. In such an
Auction, persons determine to hold or offer to sell or, based on dividend rates
bid by them, offer to purchase or sell shares of such series of APS.

AUCTION AGENCY AGREEMENT. The Fund will enter into an Auction Agency Agreement
with the Auction Agent (currently, Deutsche Bank Trust Company Americas), which
provides, among other things, that the Auction Agent will follow the Auction
procedures to determine the applicable rate for shares of each series of APS, so
long as the applicable rate for shares of such APS series is to b