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KAYNE ANDERSON MLP INVESTMENT COMPANY
STATEMENT OF ADDITIONAL INFORMATION

Kayne Anderson MLP Investment Company (referred to herein as we, our, wus, or the Company ), a Maryland
corporation, is a non-diversified closed-end management investment company. KA Fund Advisors, LLC (referred to
herein as KAFA orthe Adviser ) is our investment adviser, responsible for implementing and administering our
investment strategy. KAFA is a subsidiary of Kayne Anderson Capital Advisors, L.P. ( KACALP and together with
KAFA, Kayne Anderson ).

This Statement of Additional Information (the SAI ) relates to the offering, from time to time, of our securities. This
SAI does not constitute a prospectus, but should be read in conjunction with our prospectus relating thereto dated
April 1, 2011 and any related prospectus supplement. This SAI does not include all information that a prospective
investor should consider before purchasing any of our securities. Investors should obtain and read our prospectus and
any related prospectus supplement prior to purchasing any of our securities. A copy of our prospectus and any related
prospectus supplement may be obtained from us without charge by calling (877) 657-3863 or on the SEC s web site
(http://www.sec.gov). Capitalized terms used but not defined in this SAI have the meanings ascribed to them in the
prospectus and any related prospectus supplement.

This SAl is dated April 1, 2011.
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INVESTMENT OBJECTIVE

Our investment objective is to obtain a high after-tax total return by investing at least 85% of our total assets in
public and private investments in energy-related partnerships, limited liability companies and their affiliates
(collectively, MLPs ), and in other companies that, as their principal business, operate assets used in the gathering,
transporting, processing, storing, refining, distributing, mining or marketing natural gas, natural gas liquids, crude oil,
refined petroleum products or coal (collectively with MLPs, Midstream Energy Companies ). There can be no
assurance that we will achieve our investment objective. Midstream energy assets refers to assets used in the
gathering, transporting, processing, storing, refining, distributing, mining or marketing natural gas, natural gas liquids,
crude oil, refined petroleum products or coal.

Our investment objective is considered fundamental and may not be changed without the approval of the holders of
a majority of our voting securities. When used with respect to our particular voting securities, a majority of the
outstanding voting securities means (i) 67% or more of the outstanding voting securities present at a meeting, if the
holders of more than 50% of the outstanding voting securities are present or represented by proxy, or (ii) more than
50% of the outstanding voting securities, whichever is less.

INVESTMENT POLICIES

Except as described below, we, as a fundamental policy, may not, without the approval of the holders of a majority
of the outstanding voting securities:

(1) Purchase or sell real estate unless acquired as a result of ownership of securities or other instruments; provided,
however, that this restriction does not prevent us from investing in issuers which invest, deal, or otherwise engage in
transactions in real estate or interests therein, or investing in securities that are secured by real estate or interests
therein.

(2) Purchase or sell commodities as defined in the Commodity Exchange Act, as amended, and the rules and
regulations thereunder, unless acquired as a result of ownership of securities or other instruments; provided, however,
that this restriction does not prevent us from engaging in transactions involving futures contracts and options thereon
or investing in securities that are secured by physical commodities.

(3) Borrow money or issue senior securities, except to the extent permitted by the Investment Company Act of
1940 (the 1940 Act ), or any rules, exemptions or interpretations thereunder that may be adopted, granted or issued by
the SEC. See Use of Financial Leverage and Risk Factors Leverage Risk in the prospectus.

(4) Make loans to other persons except (a) through the lending of our portfolio securities, (b) through the purchase
of debt obligations, loan participations and/or engaging in direct corporate loans in accordance with our investment
objectives and policies, and (c) to the extent the entry into a repurchase agreement is deemed to be a loan. We may
also make loans to other investment companies to the extent permitted by the 1940 Act or any exemptions therefrom
which may be granted by the SEC.

(5) Act as an underwriter except to the extent that, in connection with the disposition of portfolio securities, we
may be deemed to be an underwriter under applicable securities laws.

(6) Concentrate our investments in a particular industry, as that term is used in the 1940 Act and as interpreted,
modified, or otherwise permitted by regulatory authority having jurisdiction, from time to time; provided, however,
that this concentration limitation does not apply to (a) our investments in MLPs and other Midstream Energy
Companies, which will be concentrated in the midstream energy industry in particular, and the energy industry in
general, and (b) our investments in securities issued or guaranteed by the U.S. Government or any of its agencies or
instrumentalities.

The remainder of our investment policies, including our investment strategy, are considered non-fundamental and
may be changed by the Board of Directors without the approval of the holders of a majority of our voting securities,
provided that our securities holders receive at least 60 days prior written notice of any change. We have adopted the
following non-fundamental investment policies:

(1) For as long as the word MLP is in our name, it shall be our policy, under normal market conditions, to invest at
least 80% of our total assets in MLPs.
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(2) We intend to invest at least 50% of our total assets in publicly traded securities of MLPs and other Midstream
Energy Companies.

(3) We may invest up to 50% of our total assets in unregistered or otherwise restricted securities of MLPs and other
Midstream Energy Companies. The types of unregistered or otherwise restricted securities that we may purchase
include common units, subordinated units, preferred units, and convertible units of, and general partner interests in,
MLPs, and securities of other public and private Midstream Energy Companies.

(4) We may invest up to 15% of our total assets in any single issuer.

(5) We may invest up to 20% of our total assets in debt securities of MLPs and other Midstream Energy
Companies, including below investment grade debt securities rated, at the time of investment, at least B3 by Moody s
Investors Service, Inc., B- by Standard & Poor s or Fitch Ratings, comparably rated by another rating agency or, if
unrated, determined by Kayne Anderson to be of comparable quality. In addition, up to one-quarter of our permitted
investments in debt securities (or up to 5% of our total assets) may include unrated debt securities of private
companies.

(6) Under normal market conditions, our policy is to utilize our Borrowings and our preferred stock (each a

Leverage Instrument and collectively Leverage Instrument ) in an amount that represents approximately 30% of our
total assets, including proceeds from such Leverage Instruments. However, we reserve the right at any time, if we
believe that market conditions are appropriate, to use Leverage Instruments to the extent permitted by the 1940 Act.

(7) We may, but are not required to, use derivative investments and engage in short sales to hedge against interest
rate, market and issuer risks.

Unless otherwise stated, all investment restrictions apply at the time of purchase and we will not be required to
reduce a position due solely to market value fluctuations.

For purposes of the temporary investment positions that we take (see Investment Objective and Policies Our
Portfolio Temporary Defensive Position in our prospectus), and in general (unless otherwise noted), cash and cash
equivalents are defined to include, without limitation, the following:

(1) U.S. Government securities, which are obligations of, or securities guaranteed by, the U.S. Government, its
agencies or instrumentalities.

(2) Certificates of deposit issued against funds deposited in a bank or a savings and loan association. Such
certificates are for a definite period of time, earn a specified rate of return, and are normally negotiable. The issuer of a
certificate of deposit agrees to pay the amount deposited plus interest to the bearer of the certificate on the date
specified thereon. Under current FDIC regulations, the maximum insurance payable as to any one certificate of
deposit is $100,000, therefore, certificates of deposit we purchased may not be fully insured.

(3) Repurchase agreements, which involve purchases of debt securities. At the time we purchase securities pursuant
to a repurchase agreement, we simultaneously agree to resell and redeliver such securities to the seller, who also
simultaneously agrees to buy back the securities at a fixed price and time. This assures us a predetermined yield
during the holding period, since the resale price is always greater than the purchase price and reflects an agreed-upon
market rate. Such actions afford an opportunity for us to invest temporarily available cash.

(4) Commercial paper, which consists of short-term unsecured promissory notes, including variable rate master
demand notes issued by corporations to finance their current operations. Master demand notes are direct lending
arrangements between us and a corporation. There is no secondary market for such notes. However, they are
redeemable by us at any time. The Adviser will consider the financial condition of the corporation (e.g., earning
power, cash flow, and other liquidity measures) and will continuously monitor the corporation s ability to meet all its
financial obligations, because our liquidity might be impaired if the corporation were unable to pay principal and
interest on demand. To be characterized by us as cash or cash equivalents, investments in commercial paper will be
limited to commercial paper rated in the highest categories by a rating agency and which mature within one year of
the date of purchase or carry a variable or floating rate of interest.

SAI-2




Edgar Filing: Kayne Anderson MLP Investment CO - Form 497

(5) Bankers acceptances, which are short-term credit instruments used to finance commercial transactions.
Generally, an acceptance is a time draft drawn on a bank by an exporter or an importer to obtain a stated amount of
funds to pay for specific merchandise. The draft is then accepted by a bank that, in effect, unconditionally guarantees
to pay the face value of the instrument on its maturity date. The acceptance may then be held by the accepting bank as
an asset or it may be sold in the secondary market at the going rate of interest for a specific maturity.

(6) Bank time deposits, which are monies kept on deposit with banks or savings and loan associations for a stated
period of time at a fixed rate of interest. There may be penalties for the early withdrawal of such time deposits, in
which case the yields of these investments will be reduced.

(7) Shares of money market funds in accordance with the applicable provisions of the 1940 Act.

OUR INVESTMENTS
Description of MLPs

Master Limited Partnerships. Master limited partnerships are entities that are structured as limited partnerships or
as limited liability companies treated as partnerships. The units for these entities are listed and traded on a U.S.
securities exchange. To qualify as a master limited partnership, the entity must receive at least 90% of its income from
qualifying sources as set forth in Section 7704(d) of the Internal Revenue Code of 1986, as amended (the Code ).
These qualifying sources include natural resource-based activities such as the exploration, development, mining,
production, processing, refining, transportation, storage and marketing of mineral or natural resources. Limited
partnerships have two classes of interests general partner interests and limited partner interests. The general partner
typically controls the operations and management of the partnership through an equity interest in the limited
partnership (typically up to 2% of total equity). Limited partners own the remainder of the partnership and have a
limited role in the partnership s operations and management.

Master limited partnerships organized as limited partnerships generally have two classes of limited partner interests

common units and subordinated units. The general partner of the master limited partnership is typically owned by an
energy company, an investment fund, the direct management of the limited partnership or is an entity owned by one or
more of such parties. The general partner interest may be held by either a private or publicly traded corporation or
other entity. In many cases, the general partner owns common units, subordinated units and incentive distribution
rights, or IDRs, in addition to its general partner interest in the master limited partnership.

MLPs are typically structured such that common units and general partner interests have first priority to receive
quarterly cash distributions up to an established minimum amount ( minimum quarterly distributions or MQD ).
Common units also accrue arrearages in distributions to the extent the MQD is not paid. Once common units have
been paid, subordinated units receive distributions of up to the MQD; however, subordinated units do not accrue
arrearages. Distributable cash in excess of the MQD paid to both common and subordinated units is distributed to both
common and subordinated units generally on a pro rata basis. Whenever a distribution is paid to either common
unitholders or subordinated unitholders, the general partner is paid a proportional distribution. The holders of IDRs
(usually the general partner) are eligible to receive incentive distributions if the general partner operates the business
in a manner which results in distributions paid per unit surpassing specified target levels. As cash distributions to the
limited partners increase, the IDRs receive an increasingly higher percentage of the incremental cash distributions. A
common arrangement provides that the IDRs can reach a tier where the holder receives 48% of every incremental
dollar paid to partners. These IDRs encourage the general partner to streamline costs, increase capital expenditures
and acquire assets in order to increase the partnership s cash flow and raise the quarterly cash distribution in order to
reach higher tiers. Such results benefit all security holders of the master limited partnership.

MLPs in which we invest are currently classified by us as midstream MLPs, propane MLPs, coal MLPs, upstream
MLPs and marine transportation MLPs and upstream MLPs.

Midstream MLPs are engaged in (a) the treating, gathering, compression, processing, transmission and storage
of natural gas and the transportation, fractionation and storage of natural gas liquids (primarily propane, ethane,
butane and natural gasoline); (b) the gathering, transportation, storage and terminalling of crude oil; and (c) the
transportation (usually via pipelines, barges, rail cars and trucks), storage and terminalling of refined petroleum
products (primarily gasoline, diesel fuel and jet fuel) and other hydrocarbon by-products. MLPs may also
operate ancillary businesses including the marketing of the products and logistical services.
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Propane MLPs are engaged in the distribution of propane to homeowners for space and water heating and to
commercial, industrial and agricultural customers. Propane serves approximately 5% of the household energy
needs in the United States, largely for homes beyond the geographic reach of natural gas distribution pipelines.
Volumes are weather dependent and a majority of annual cash flow is earned during the winter heating season
(October through March).

Coal MLPs are engaged in the owning, leasing, managing, and production and sale of various grades of steam
and metallurgical grades of coal. The primary use of steam coal is for electrical generation (steam coal is used
as a fuel for steam-powered generators by electrical utilities). The primary use of metallurgical coal is in the
production of steel (metallurgical coal is used to make coke, which in turn is used as a raw material in the steel
manufacturing process).

Marine transportation MLPs provide transportation and distribution services for energy-related products
through the ownership and operation of several types of vessels, such as crude oil tankers, refined product
tankers, liquefied natural gas tankers, tank barges and tugboats. Marine transportation plays in important role in
domestic and international trade of crude oil, refined petroleum products, natural gas liquids and liquefied
natural gas and is expected to benefit from future global economic growth and development.

Upstream MLPs are businesses engaged in the exploration, extraction, production and acquisition of natural
gas, natural gas liquids and crude oil, from geological reservoirs. An Upstream MLP s cash flow and
distributions are driven by the amount of oil, natural gas, natural gas liquids and crude oil produced and the
demand for and price of such commodities. As the underlying reserves of an Upstream MLP are produced, its
reserve base is depleted. Upstream MLPs may seek to maintain or expand their reserves and production
through the acquisition of reserves from other companies, and the exploration and development of existing
resources.

For purposes of our investment objective, the term MLPs includes affiliates of MLPs that own general partner
interests or, in some cases, subordinated units, registered or unregistered common units, or other limited partner units
in an MLP.

Our Portfolio

At any given time, we expect that our portfolio will have some or all of the types of investments described below.
A description of our investment policies and restrictions and more information about our portfolio investments are
contained in this SAI and the prospectus.

Equity Securities of MLPs. The following summarizes in further detail certain features of equity securities of
master limited partnerships. Also summarized below are certain features of I-Shares, which represent an ownership
interest issued by an affiliated party of a master limited partnership.

Common Units. Common units represent a master limited partnership interest and may be listed and traded on U.S.
securities exchanges or over-the-counter, with their value fluctuating predominantly based on prevailing market
conditions and the success of the master limited partnership. Directly or through our wholly owned subsidiaries, we
intend to purchase common units in market transactions as well as in primary issuances directly from the master
limited partnership or other parties in private placements. Unlike owners of common stock of a corporation, owners of
common units have limited voting rights and, in most instances, have no ability to annually elect directors. The master
limited partnerships we invest in will generally distribute all available cash flow (cash flow from operations less
maintenance capital expenditures) in the form of quarterly distributions. Common units have first priority to receive
quarterly cash distributions up to the MQD and have arrearage rights. In the event of liquidation, common units have
preference over subordinated units, but not debt or preferred units, to the remaining assets of the master limited
partnership.

Subordinated Units. Subordinated units are typically issued by master limited partnerships to their original
sponsors, such as their management teams, corporate general partners, entities that sell assets to the master limited
partnership, and outside investors such as us. We may purchase subordinated units from these persons as well as
newly issued subordinated units from the master limited partnerships. Subordinated units have similar limited voting
rights as common units and are generally not publicly traded. Once the MQD on the common units, including any
arrearages, has been paid, subordinated units receive cash distributions up to the MQD. Unlike common units,
subordinated units do not have arrearage rights. In the event of liquidation, common units and general partner interests
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have priority over subordinated units. Subordinated units are typically converted into common units on a one-to-one
basis after certain time periods and/or performance targets have been satisfied.
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Subordinated units in which we may invest generally convert to common units at a one-to-one ratio. The purchase
or sale price of subordinated units is generally tied to the common unit price less a discount. The size of the discount
varies depending on the likelihood of conversion, the length of time remaining to conversion, the size of the block
purchased relative to trading volumes, and other factors, including master limited partnerships with smaller
capitalization or potentially having limited product lines, markets or financial resources, lacking management depth or
experience, and being more vulnerable to adverse general market or economic development than larger more
established companies.

General Partner Interests. General partner interests of master limited partnerships are typically retained by their
respective original sponsors, such as its management teams, corporate partners, entities that sell assets to the master
limited partnership, and investors such as us. A holder of general partner interests can be liable under certain
circumstances for amounts greater than the amount of the holder s investment in the general partner interest. General
partner interests often confer direct board participation rights and in many cases, operating control, over the master
limited partnership. General partner interests receive cash distributions, typically 2% of the master limited
partnership s aggregate cash distributions. General partner interests generally cannot be converted into common units.
The general partner interest can be redeemed by the master limited partnership if the unitholders of the master limited
partnership choose to remove the general partner, typically with a supermajority vote by limited partner unitholders.

Incentive Distribution Rights ( IDRs ). Holders of IDRs are entitled to a larger share of the cash distributions after
the distributions to common unit holders meet certain prescribed levels. IDRs are generally attributable to the holder s
other equity interest in the master limited partnership and permit the holder to receive a disproportionate share of the
cash distributions above stated levels.

I-Shares. We will directly invest in I-Shares or other securities issued by master limited partnership affiliates ( MLP
affiliate ). I-Shares represent an ownership interest issued by an affiliated party of a master limited partnership. The
MLP affiliate uses the proceeds from the sale of I-Shares to purchase limited partnership interests in the master
limited partnership in the form of i-units. I- units have similar features as master limited partnership common units in
terms of voting rights, liquidation preference and distributions. However, rather than receiving cash, the MLP affiliate
receives additional i-units in an amount equal to the cash distributions received by the holders of the master limited
partnership common units. Similarly, holders of I-Shares will receive additional I-Shares, in the same proportion as
the MLP affiliates receipt of i-units, rather than cash distributions. I-Shares themselves have limited voting rights
which are similar to those applicable to master limited partnership common units.

The MLP affiliate issuing the I-Shares is structured as a corporation for federal income tax purposes. The two
existing I-Shares are traded on the NYSE.

Equity Securities of Publicly Traded Midstream Energy Companies. Equity securities of publicly traded Midstream
Energy Companies consist of common equity, preferred equity and other securities convertible into equity securities
of such companies. Holders of common stock are typically entitled to one vote per share on all matters to be voted on
by stockholders. Holders of preferred equity can be entitled to a wide range of voting and other rights, depending on
the structure of each separate security. Securities convertible into equity securities of Midstream Energy Companies
generally convert according to set ratios into common stock and are, like preferred equity, entitled to a wide range of
voting and other rights. We intend to invest in equity securities of publicly traded Midstream Energy Companies
primarily through market transactions.

Securities of Private Companies. Our investments in the debt or equity securities of private companies operating
midstream energy assets will typically be made with the expectation that such assets will be contributed to a
newly-formed MLP or sold to or merged with, an existing MLP within approximately one to two years.

Debt Securities. The debt securities in which we invest provide for fixed or variable principal payments and
various types of interest rate and reset terms, including fixed rate, adjustable rate, zero coupon, contingent, deferred,
payment-in-kind and auction rate features. Certain debt securities are perpetual in that they have no maturity date.
Certain debt securities are zero coupon bonds. A zero coupon bond is a bond that does not pay interest either for the
entire life of the obligations or for an initial period after the issuance of the obligation. To the extent that we invest in
below investment grade or unrated debt securities, such securities will be rated, at the time of investment, at least B-
by Standard & Poor s or Fitch, B3 by Moody s, a comparable rating by at least one other rating agency or, if unrated,
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determined by Kayne Anderson to be of comparable quality. If a security satisfies our minimum rating criteria at the
time of purchase and is subsequently downgraded below such rating, we will not be required to dispose of such
security.

Because the risk of default is higher for below investment grade and unrated debt securities than for investment
grade securities, our Adviser s research and credit analysis is a particularly important part of making investment
decisions on securities of this type.
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Our Adviser will attempt to identify those issuers of below investment grade and unrated debt securities whose
financial condition the Adviser believes is sufficient to meet future obligations or has improved or is expected to
improve in the future. The Adviser s analysis focuses on relative values based on such factors as interest coverage,
fixed charges coverage, asset coverage, operating history, financial resources, earnings prospects and the experience
and managerial strength of the issuer.

Temporary Defensive Position. During periods in which the Adviser determines that it is temporarily unable to
follow our investment strategy or that it is impractical to do so, we may deviate from our investment strategy and
invest all or any portion of our net assets in cash or cash equivalents. The Adviser s determination that it is temporarily
unable to follow our investment strategy or that it is impractical to do so will generally occur only in situations in
which a market disruption event has occurred and where trading in the securities selected through application of our
investment strategy is extremely limited or absent. In such a case, our shares may be adversely affected and we may
not pursue or achieve our investment objective.

Our Use of Derivatives, Options and Hedging Transactions

Covered Calls. We currently expect to write call options with the purpose of generating realized gains or reducing
our ownership of certain securities. We will only write call options on securities that we hold in our portfolio (i.e.,
covered calls). A call option on a security is a contract that gives the holder of such call option the right to buy the
security underlying the call option from the writer of such call option at a specified price at any time during the term
of the option. At the time the call option is sold, the writer of a call option receives a premium (or call premium) from
the buyer of such call option. If we write a call option on a security, we have the obligation upon exercise of such call
option to deliver the underlying security upon payment of the exercise price. When we write a call option, an amount
equal to the premium received by us will be recorded as a liability and will be subsequently adjusted to the current fair
value of the option written. Premiums received from writing options that expire unexercised are treated by us as
realized gains from investments on the expiration date. If we repurchase a written call option prior to its exercise, the
difference between the premium received and the amount paid to repurchase the option is treated as a realized gain or
realized loss. If a call option is exercised, the premium is added to the proceeds from the sale of the underlying
security in determining whether we have realized a gain or loss. We, as the writer of the option, bear the market risk of
an unfavorable change in the price of the security underlying the written option.

Interest Rate Swaps. We currently expect to utilize hedging techniques such as interest rate swaps to mitigate
potential interest rate risk on a portion of our Leverage Instruments. Such interest rate swaps would principally be
used to protect us against higher costs on our Leverage Instruments resulting from increases in short-term interest
rates. We anticipate that the majority of our interest rate hedges will be interest rate swap contracts with financial
institutions.

Use of Arbitrage and Other Derivative-Based Strategies. We may use short sales, arbitrage and other strategies to
try to generate additional return. As part of such strategies, we may (i) engage in paired long-short trades to arbitrage
pricing disparities in securities held in our portfolio; (ii) purchase call options or put options, (iii) enter into total
return swap contracts; or (iv) sell securities short. Paired trading consists of taking a long position in one security and
concurrently taking a short position in another security within the same or an affiliated issuer. With a long position,
we purchase a stock outright; whereas with a short position, we would sell a security that we do not own and must
borrow to meet our settlement obligations. We will realize a profit or incur a loss from a short position depending on
whether the value of the underlying stock decreases or increases, respectively, between the time the stock is sold and
when we replace the borrowed security. See Risk Factors Risks Related to Our Investments and Investment
Techniques Short Sales Risk. A total return swap is a contract between two parties designed to replicate the economics
of directly owning a security. We may enter into total return swaps with financial institutions related to equity
investments in certain master limited partnerships.

Other Risk Management Strategies. To a lesser extent, we may use various hedging and other risk management
strategies to seek to manage market risks. Such hedging strategies would be utilized to seek to protect against possible
adverse changes in the market value of securities held in our portfolio, or to otherwise protect the value of our
portfolio. We may execute our hedging and risk management strategy by engaging in a variety of transactions,
including buying or selling options or futures contracts on indexes. See Risk Factors Risks Related to Our
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Investments and Investment Techniques Derivatives Risk in our prospectus.

Portfolio Turnover. We anticipate that our annual portfolio turnover rate will range between 10% - 20%, but the
rate may vary greatly from year to year. Portfolio turnover rate is not considered a limiting factor in the Adviser s
execution of investment decisions. The types of MLPs in which we intend to invest historically have made cash
distributions to limited partners that would not be taxed as income to us in that tax year but rather would be treated as
a non-taxable return of capital to the extent of our basis. As a result, the tax related to such distribution would be
deferred until subsequent sale of our MLP units, at which time we would pay any required tax

SAI-6

11



Edgar Filing: Kayne Anderson MLP Investment CO - Form 497

on capital gain. Therefore, the sooner we sell such MLP units, the sooner we would be required to pay tax on resulting
capital gains, and the cash available to us to pay distributions to our common stockholders in the year of such tax
payment would be less than if such taxes were deferred until a later year. In addition, the greater the number of such
MLP units that we sell in any year, i.e., the higher our turnover rate, the greater our potential tax liability for that year.
These taxable gains may increase our current and accumulated earnings and profits, resulting in a greater portion of
our common stock distributions being treated as dividend income to our common stockholders. In addition, a higher
portfolio turnover rate results in correspondingly greater brokerage commissions and other transactional expenses that
are borne by us. See Tax Matters.

Additional Risks and Special Considerations Concerning Derivatives. In addition to the risks described above and
in our prospectus, the use of derivative instruments involves certain general risks and considerations as described
below.

Market Risk. Market risk is the risk that the value of the underlying assets may go up or down. Adverse movements
in the value of an underlying asset can expose us to losses. Market risk is the primary risk associated with derivative
transactions. Derivative instruments may include elements of leverage and, accordingly, fluctuations in the value of
the derivative instrument in relation to the underlying asset may be magnified. The successful use of derivative
instruments depends upon a variety of factors, particularly the Adviser s ability to predict correctly changes in the
relationships of such hedge instruments to our portfolio holdings, and there can be no assurance the Adviser s
judgment in this respect will be accurate. Consequently, the use of derivatives for hedging purposes might result in a
poorer overall performance for us, whether or not adjusted for risk, than if we had not hedged our portfolio holdings.

Credit Risk. Credit risk is the risk that a loss is sustained as a result of the failure of a counterparty to comply with
the terms of a derivative instrument. The counterparty risk for exchange-traded derivatives is generally less than for
privately-negotiated or over-the-counter derivatives, since generally a clearing agency, which is the issuer or
counterparty to each exchange-traded instrument, provides a guarantee of performance. For privately-negotiated
instruments, there is no similar clearing agency guarantee. In all transactions, we will bear the risk that the
counterparty will default, and this could result in a loss of the expected benefit of the derivative transactions and
possibly other losses to us. We will enter into transactions in derivative instruments only with counterparties that the
Adpviser reasonably believes are capable of performing under the contract.

Correlation Risk. Correlation risk is the risk that there might be an imperfect correlation, or even no correlation,
between price movements of a derivative instrument and price movements of investments being hedged. When a
derivative transaction is used to completely hedge another position, changes in the market value of the combined
position (the derivative instrument plus the position being hedged) result from an imperfect correlation between the
price movements of the two instruments. With a perfect hedge, the value of the combined position remains unchanged
with any change in the price of the underlying asset. With an imperfect hedge, the value of the derivative instrument
and its hedge are not perfectly correlated. For example, if the value of a derivative instrument used in a short hedge
(such as buying a put option or selling a futures contract) increased by less than the decline in value of the hedged
investments, the hedge would not be perfectly correlated. This might occur due to factors unrelated to the value of the
investments being hedged, such as speculative or other pressures on the markets in which these instruments are traded.
In addition, our success in using hedging instruments is subject to the Adviser s ability to correctly predict changes in
relationships of such hedge instruments to our portfolio holdings, and there can be no assurance that the Adviser s
judgment in this respect will be accurate. An imperfect correlation may prevent us from achieving the intended hedge
or expose us to a risk of loss.

Liguidity Risk. Liquidity risk is the risk that a derivative instrument cannot be sold, closed out, or replaced quickly
at or very close to its fundamental value. Generally, exchange contracts are liquid because the exchange clearinghouse
is the counterparty of every contract. Over-the-counter transactions are less liquid than exchange-traded derivatives
since they often can only be closed out with the other party to the transaction. We might be required by applicable
regulatory requirements to maintain assets as cover, maintain segregated accounts and/or make margin payments
when we take positions in derivative instruments involving obligations to third parties (i.e., instruments other than
purchase options). If we are unable to close out our positions in such instruments, we might be required to continue to
maintain such accounts or make such payments until the position expires, matures, or is closed out. These
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requirements might impair our ability to sell a security or make an investment at a time when it would otherwise be
favorable to do so, or require that we sell a portfolio security at a disadvantageous time. Our ability to sell or close out
a position in an instrument prior to expiration or maturity depends upon the existence of a liquid secondary market or,
in the absence of such a market, the ability and willingness of the counterparty to enter into a transaction closing out
the position. Due to liquidity risk, there is no assurance that any derivatives position can be sold or closed out at a time
and price that is favorable to us.

Legal Risk. Legal risk is the risk of loss caused by the unenforceability of a party s obligations under the derivative.
While a party seeking price certainty agrees to surrender the potential upside in exchange for downside protection, the
party taking the risk is

SAI-7
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looking for a positive payoff. Despite this voluntary assumption of risk, a counterparty that has lost money in a
derivative transaction may try to avoid payment by exploiting various legal uncertainties about certain derivative
products.

Svstemic or__Interconnection Risk. Systemic or interconnection risk is the risk that a disruption in the financial
markets will cause difficulties for all market participants. In other words, a disruption in one market will spill over
into other markets, perhaps creating a chain reaction. Much of the over-the-counter derivatives market takes place
among the over-the-counter dealers themselves, thus creating a large interconnected web of financial obligations. This
interconnectedness raises the possibility that a default by one large dealer could create losses for other dealers and
destabilize the entire market for OTC derivative instruments.

Legislation and Regulatory Risk

At any time after the date of the prospectus and this SAI, legislation may be enacted that could negatively affect
our assets or the issuers of such assets. Changing approaches to regulation may have a negative impact on entities in
which we invest. There can be no assurance that future legislation, regulation or deregulation will not have a material
adverse effect on us or will not impair the ability of the issuers of the assets we hold to achieve their business goals,
and hence, for us to achieve our investment objective.

When-Issued and Delayed Delivery Transactions

We may buy and sell securities on a when-issued or delayed delivery basis, making payment or taking delivery at a
later date, normally within 15 to 45 days of the trade date. On such transactions, the payment obligation and the
interest rate are fixed at the time the buyer enters into the commitment. Beginning on the date we enter into a
commitment to purchase securities on a when-issued or delayed delivery basis, we are required under rules of the SEC
to maintain in a separate account liquid assets, consisting of cash, cash equivalents or liquid securities having a market
value at all times of at least equal to the amount of the commitment. Income generated by any such assets which
provide taxable income for U.S. federal income tax purposes is includable in our taxable income. We may enter into
contracts to purchase securities on a forward basis (i.e., where settlement will occur more than 60 days from the date
of the transaction) only to the extent that we specifically collateralize such obligations with a security that is expected
to be called or mature within sixty days before or after the settlement date of the forward transaction. The commitment
to purchase securities on a when-issued, delayed delivery or forward basis may involve an element of risk because at
the time of delivery the market value may be less than cost.

Repurchase Agreements

As temporary investments, we may invest in repurchase agreements. A repurchase agreement is a contractual
agreement whereby the seller of securities agrees to repurchase the same security at a specified price on a future date
agreed upon by the parties. The agreed-upon repurchase price determines the yield during our holding period.
Repurchase agreements are considered to be loans collateralized by the underlying security that is the subject of the
repurchase contract. Income generated from transactions in repurchase agreements will be taxable. We will only enter
into repurchase agreements with registered securities dealers or domestic banks that, in the opinion of the Adviser,
present minimal credit risk. Our risk is limited to the ability of the issuer to pay the agreed-upon repurchase price on
the delivery date; however, although the value of the underlying collateral at the time the transaction is entered into
always equals or exceeds the agreed-upon repurchase price, if the value of the collateral declines there is a risk of loss
of both principal and interest. In the event of default, the collateral may be sold, but we may incur a loss if the value of
the collateral declines, and may incur disposition costs or experience delays in connection with liquidating the
collateral. In addition, if bankruptcy proceedings are commenced with respect to the seller of the security, realization
upon the collateral by us may be delayed or limited. The Adviser will monitor the value of the collateral at the time
the transaction is entered into and at all times subsequent during the term of the repurchase agreement in an effort to
determine that such value always equals or exceeds the agreed-upon repurchase price. In the event the value of the
collateral declines below the repurchase price, we will demand additional collateral from the issuer to increase the
value of the collateral to at least that of the repurchase price, including interest.

Lending of Portfolio Securities

We may lend our portfolio securities to broker-dealers and banks. Any such loan must be continuously secured by

collateral in cash or cash equivalents maintained on a current basis in an amount at least equal to the market value of
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the securities loaned by us. We would continue to receive the equivalent of the interest or dividends paid by the issuer
on the securities loaned, and would also receive an additional return that may be in the form of a fixed fee or a
percentage of the collateral. We may pay reasonable fees for services in arranging these loans. We would have the
right to call the loan and obtain the securities loaned at any time on notice of not more than five business days. We
would not have the right to vote the securities during the existence of the loan but would call the
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loan to permit voting of the securities, if, in the Adviser s judgment, a material event requiring a stockholder vote
would otherwise occur before the loan was repaid. In the event of bankruptcy or other default of the borrower, we
could experience both delays in liquidating the loan collateral or recovering the loaned securities and losses, including
(a) possible decline in the value of the collateral or in the value of the securities loaned during the period while we
seek to enforce its rights thereto, (b) possible subnormal levels of income and lack of access to income during this
period, and (c) expenses of enforcing its rights.

SAI-9
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MANAGEMENT
Directors and Officers

Our business and affairs are managed under the direction of our Board of Directors, including the duties performed
for us under the Investment Management Agreement. The directors set broad policies for us and choose our officers.
The members of our Board of Directors are as follows: Anne K. Costin, Steven C. Good, Gerald I. Isenberg, Kevin S.
McCarthy and William H. Shea, Jr. The directors who are not interested persons of our Adviser or our underwriters as
defined in the 1940 Act are referred to herein as Independent Directors.

Under our Charter, our directors are divided into three classes. Each class of Directors hold office for a three year
term. At each annual meeting of our stockholders, the successors to the class of Directors whose terms expire at such
meeting will be elected to hold office for a term expiring at the annual meeting of stockholders held in the third year
following the year of their election. Each director will hold office for the term to which he or she is elected and until
his or her successor is duly elected and qualifies.

None of our Independent Directors (other than Mr. Isenberg) nor any of their immediate family members, has ever
been a director, officer or employee of our Adviser or its affiliates. From 1998 to 2002, Mr. Isenberg was a board
member of the Kayne Anderson Rudnick Mutual Funds, whose investment adviser, Kayne Anderson Rudnick
Investment Management, LLC, formerly may have been deemed an affiliate of Kayne Anderson. We have no
employees. Our officers are compensated by our Adviser. Our Board of Directors is divided into three classes of
directors serving staggered three-year terms. The term of the first class expires in 2011, terms of the second and third
classes expire in 2012 and 2013, respectively. Upon expiration of their current terms, directors of each class will be
elected to serve for three-year terms and until their successors are duly elected and qualify and each year one class of
directors will be elected by our stockholders.

The following table includes information regarding our directors and officers, and their principal occupations and
other affiliations during the past five years. The addresses for all directors are 1800 Avenue of the Stars, Second Floor
Los Angeles, CA 90067 and 717 Texas Avenue, Suite 3100, Houston, Texas 77002. All of our directors currently
serve on the Board of Directors of Kayne Anderson Energy Total Return Fund, Inc. ( KYE ), and Mr. McCarthy also
serves on the Board of Directors of Kayne Anderson Energy Development Company ( KED ) and Kayne Anderson
Midstream/Energy Fund, Inc. ( KMF ), each a closed-end investment company registered under the 1940 Act that is
advised by our Adviser.

Independent Directors

Number
of
Portfolios
in
Fund Other Directorships
Complex(1)
Overseen
Name Position(s) Held  Term of Office/  Principal Occupations During by Held by Director During
(Year Born) with Registrant  Time of Service Past Five Years Director Past Five Years
Anne K. Director 3-year term (until the Professor at the Amsterdam 2 Current:
Costin 2013 Annual Meeting Institute of Finance. Adjunct
(born 1950) of Professor in the Finance and KYE
Stockholders)/served Economics Department of
since inception Columbia University Graduate

School of Business in New
York from 2004 through 2007.
As of March 1, 2005,

Ms. Costin retired after a
28-year career at Citigroup.
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During the five years prior to

her retirement, Ms. Costin was
Managing Director and Global
Deputy Head of the Project &
Structured Trade Finance
product group within Citigroup s
Investment Banking Division.

Steven C. Director 3-year term (until the Senior partner at JH Cohn LLP 2 Current:
Good 2012 Annual Meeting (formerly Good Swartz Brown
(born 1942) of & Berns, LLP) which offers KYE
Stockholders)/served accounting, tax and business
since inception advisory services to middle OSI Systems, Inc.
market private and (specialized electronic
publicly-traded companies, their products)
owners and their management.
Founded Block, Good and Prior:
Gagerman in 1976, which later
evolved in stages into Good California Pizza
Swartz Brown & Berns LLP. Kitchen, Inc. (restaurant
chain)

Arden Realty, Inc. (real
estate investment trust)
SAI-10
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Name Position(s) Held
(Year Born) with Registrant
Gerald I. Isenberg Director
(born 1940)
of

Term of Office/

Time of Service
3-year term (until the Professor Emeritus at the
2011 Annual Meeting University of Southern

Number
of
Portfolios
in
Fund Other Directorships
Complex(1)
Overseen

Principal Occupations During by Held by Director During

Past Five Years Director Past Five Years
2 Current:
California School of KYE

Stockholders)/served Cinema-Television since 2007.

since June 2005

Name Position(s) Held
(Year Born) with Registrant
William H. Shea, Jr. Director
(born 1954)

Chief Financial Officer of

Teeccino Caffe Inc.

Teeccino Caffe Inc., a privately

owned beverage manufacturer
and distributor. Board member
of Kayne Anderson Rudnick

Caucus for Television
Producers, Writers &
Directors Foundation

Mutual Funds(2) from 1998 to

2002.
Number
of
Portfolios
in
FundOther Directorships
Complex
Overseen
Term of Office/  Principal Occupations During by Held by
Time of Service Past Five Years Director  Director
3-year term (until the Chief Executive Officer of the =~ 2 Current:
2013 Annual Meeting general partner of Penn Virginia
of Resource Partners L.P. KYE
Stockholders)/served (PVR) and Penn Virginia GP
since March 2008 Holdings L.P. (PVG), and Penn Virginia

President of the general partner Corp. (0il and natural

of PVG, each since March 2010. gas MLP)

Private investor from June 2007

to March 2010. From PVG (owns
September 2000 to June 2007, general partner of
President, Chief Executive PVR)

Officer and Director (Chairman

from May 2004 to June 2007) of PVR (coal and
Buckeye Partners, L.P. (BPL). midstream MLP)
From May 2004 to June 2007,

President, Chief Executive Niska Gas Storage
Officer and Chairman of Partners LL.C

Buckeye GP Holdings, L.P. (natural gas storage)
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(born 1959)
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(BGH) and its predecessors.

Gibson Energy
ULC (midstream
energy)
Prior:
BGH (general
partner of BPL)
BPL (pipeline
MLP)
Interested Director
Number
of
Portfolios
in
FundOther Directorships
Complex
Overseen
Position(s) Held Term of Office/ Principal Occupations During by Held by
with Registrant Time of Service Past Five Years Director  Director
Chairman of the 3-year term as a Senior Managing Director of 3 Current:
Board of director (until KACALP since June 2004 and
Directors; the 2012 Annual of KAFA since 2006. President KYE
President and Meeting of and Chief Executive Officer of
Chief Executive Stockholders), KYE, KED and KMF since KED
Officer elected annually inception (KYE inception in
as an 2005 KED inception in 2006 KMF
officer/served ~ and KMF Inception in 2010).
since inception  Global Head of Energy at UBS Range Resources
Securities LLC from Corporation (oil and
November 2000 to May 2004. natural gas company)
International

Resource Partners LP
(coal mining)

Direct Fuel
Partners, L.P.
(transmix refining
and fuels
distribution)

ProPetro Services,
Inc. (oil field
services)

K-Sea
Transportation
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Partners LP (shipping
MLP)

(1) The 1940 Act requires the term Fund Complex to be defined to include registered Investment Companies advised
by our Adviser, and, as a result as of February 28, 2010, the Fund Complex included KYE, KED and KMF.

(2) The investment adviser to the Kayne Anderson Rudnick Mutual Funds, Kayne Anderson Rudnick Investment
Management, LLC, formerly was as affiliate of KACALP.

(3) Mr. McCarthy is an interested person of Kayne Anderson MLP Investment Company by virtue of his
employment relationship with KAFA, our investment adviser.
SAI-11
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(Year Born)
Terry A. Hart
(born 1969)

David J.
Shladovsky
(born 1960)

J.C. Frey
(born 1968)

James C. Baker

(born 1972)
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Position(s) Held
with Registrant
Chief Financial
Officer and
Treasurer

Secretary and
Chief
Compliance
Officer

Executive Vice
President,
Assistant
Treasurer,
Assistant
Secretary

Executive Vice
President

Officers

Term of Office/
Time of Service
Elected
annually/served

since
December 2005

Elected
annually/served
since inception

Elected
annually/served
as Assistant
Treasurer and
Assistant
Secretary since
inception; served
as Executive
Vice President
since June 2008

Elected
annually/served
as Vice President
from June 2005
to June 2008;
served as
Executive Vice
President since
June 2008

Principal Occupations During
Past Five Years
Chief Financial Officer and
Treasurer of KYE since
December 2005, of KED since
September 2006 and of KMF
since August 2010. Director of
Structured Finance, Assistant
Treasurer, Senior Vice President
and Controller of Dynegy, Inc.
from 2000 to 2005.

Managing Director and General
Counsel of KACALP since
1997 and of KAFA since 2006.
Secretary and Chief Compliance
Officer of KYE since 2005, of
KED since 2006 and of KMF
since August 2010.

Senior Managing Director of
KACALP since 2004 and of
KAFA since 2006, and
Managing Director of KACALP
since 2000. Portfolio Manager
of KACALP since 2000,
Portfolio Manager, Vice
President, Assistant Secretary
and Assistant Treasurer of KYE
since 2005 and of KED since
2006. Executive Vice President
of KYE and KED since

June 2008 and of KMF since
October 2010.

Senior Managing Director of
KACALP and KAFA since
February 2008, Managing
Director of KACALP and
KAFA since December 2004
and 2006, respectively. Vice
President of KYE from 2005 to
2008 and of KED from 2006 to
2008. Executive Vice President
of KYE and KED since

June 2008 and of KMF since

Other Directorships
Held by
Officer

None

None

None

ProPetro Services,
Inc. (oilfield
services)

Petris
Technology, Inc.
(data management
for energy
companies)
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October 2010. Director in K-Sea
Planning and Analysis at El Transportation
Paso Corporation from Partners LP (shipping

April 2004 to December 2004. MLP)
Director at UBS Securities LLC
(energy investment banking
group) from 2002 to 2004 and
Associate Director from 2000 to
2002.
Committees of the Board of Directors

Our Board of Directors has three standing committees: the Nominating Committee, the Valuation Committee and
the Audit Committee.

The Nominating Committee is responsible for appointing and nominating independent persons to our Board of
Directors. Ms. Costin and Messrs. Good and Isenberg are members of the Nominating Committee. The Nominating
Committee met one time during the fiscal year ended November 30, 2010. If there is no vacancy on the Board, the
Board of Directors will not actively seek recommendations from other parties, including stockholders. When a
vacancy on the Board of Directors occurs and nominations are sought to fill such vacancy, the Nominating Committee
may seek nominations from those sources it deems appropriate in its discretion, including our stockholders. To submit
a recommendation for nomination as a candidate for a position on the Board, stockholders shall mail such
recommendation to David Shladovsky, Secretary, at our address: 717 Texas Avenue, Suite 3100 Houston, TX 77002.
Such recommendation shall include the following information: (a) evidence of stock ownership of the person or entity
recommending the candidate (if submitted by one of our stockholders), (b) a full description of the proposed
candidate s background, including their education, experience, current employment, and date of birth, (c) names and
addresses of at least three professional references for the candidate, (d) information as to whether the candidate is an

interested person in relation to us, as such term is defined in the 1940 Act and such other information that may be
considered to impair the candidate s independence and (e) any other information that may be helpful to the Nominating
Committee in evaluating the candidate. If a recommendation is received with satisfactorily completed information
regarding a candidate during a time when a vacancy exists on the Board of Directors or during such other time as the
Nominating Committee is accepting recommendations, the recommendation will be forwarded to the Chair of the
Nominating Committee and counsel to the Independent Directors. Recommendations received at any other time will
be kept on file until such time as the Nominating Committee is accepting recommendations, at which point they may
be considered for nomination.

The Valuation Committee is responsible for the oversight of our pricing procedures and the valuation of our
securities in accordance with such procedures. Ms. Costin and Messrs. Isenberg and McCarthy are members of the
Valuation Committee. The Valuation Committee met four times during the fiscal year ended November 30, 2010.

The Audit Committee is responsible for overseeing our accounting and financial reporting process, our system of
internal controls, audit process and evaluating and appointing our independent auditors (subject also to Board of
Director approval). Messrs. Good,

SAI-12
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Isenberg and Shea serve on the Audit Committee. The Audit Committee met four times during the fiscal year ended
November 30, 2010.
Director Compensation

Our directors and officers who are interested persons by virtue of their employment by Kayne Anderson serve
without any compensation from us. Each of our Independent Directors receives a $25,000 annual retainer for serving
as a director. In addition, our Independent Directors receive fees for each meeting attended, as follows: $2,500 per
Board meeting; $1,500 per Audit Committee meeting; and $500 for other committee meetings. Committee meeting
fees are not paid unless the meeting is held on a day when there is not a Board meeting and the meeting is more than
15 minutes in length. The Independent Directors are reimbursed for expenses incurred as a result of attendance at
meetings of the Board and its committees.

The following table sets forth compensation by us for the fiscal year ended November 30, 2010 to the Independent
Directors. We have no retirement or pension plans.

Total
Compensation
Aggregate from
Compensation Us and Fund
Name of Director from Us Complex(1)
Anne K. Costin $ 51,000 $ 93,500
Steven C. Good $ 46,500 $ 88,000
Gerald I. Isenberg $ 51,000 $ 93,500
William H. Shea $ 51,000 $ 93,000

(1) The directors also oversee Kayne Anderson Energy Total Return Fund, Inc., an investment company managed by
our Adviser.
Security Ownership of Management
As of November 30, 2010, certain officers of our Adviser, including all of our officers, own, in the aggregate,
approximately $7 million of our common stock.
The following table sets forth the dollar range of our equity securities beneficially owned by our directors as of
November 30, 2010:

Aggregate Dollar Range of
Equity Securities in All

Dollar Range(1) of Registered
Our Equity Investment Companies
Securities Overseen by

Owned by Director in Fund
Name of Director Director(2) Complex(3)
Independent Directors
Anne K. Costin $50,001-$100,000 Over $100,000
Steven C. Good $ 10,001-$50,000 $ 50,001-$100,000
Gerald I. Isenberg $50,001-$100,000 Over $100,000
William H. Shea $50,001-$100,000 Over $100,000
Interested Director
Kevin S. McCarthy Over $100,000 Over $100,000

(1) Dollar ranges are as follows: none; $1-$10,000; $10,001-$50,000; $50,001-$100,000; over $100,000.
()
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As of November 30, 2010, our officers and directors, as a group, owned less than 1% of any class of our
outstanding equity securities.

(3) The directors also oversee Kayne Anderson Energy Total Return Fund, Inc., an investment company managed by
our Adviser. Mr. McCarthy also oversees Kayne Anderson Energy Development Company and Kayne Anderson
Midstream/Energy Fund, both investment companies managed by our Adviser.

Except as described in the table below, as of the date of this SAI, our Independent Directors (and their immediate
family members) do not beneficially own securities in entities directly or indirectly controlling, controlled by, or
under common control with, our Adviser. The information in the table is as of November 30, 2010.
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Name of
Owners
and Percent
Relationships Value of of
Title of
Director to Director Company Class Securities Class
Gerald I. Isenberg Self Kayne Anderson Partnership
Capital Income units
Partners (QP), L.P.(1) $1,353,085 0.3%

(1) The parent company of our Adviser may be deemed to control this fund by virtue of its role as the fund s general
partner.
Information about Each Director s Qualifications, Experience, Attributes or Skills

The Board of Directors believes that each director has the qualifications, experience, attributes and skills ( Director
Attributes ) appropriate to their continued service as directors of the Company in light of the Company s business and
structure. Each of the directors has a demonstrated record of business and/or professional accomplishment that
indicates that they have the ability to critically review, evaluate and access information provided to them. Certain of
these business and professional experiences are set forth in detail in the charts above. In addition, all of the directors
have served as a member of the board of one other fund in our Fund Complex, public companies, or non-profit entities
or other organizations other than the Company, and each of the directors has served on the Board of the Company for
a number of years. They therefore have substantial boardroom experience and, in their service to the Company, have
gained substantial insight as to the operation of the Company and have demonstrated a commitment to discharging
oversight duties as directors in the interests of stockholders.

In addition to the information provided in the charts above, certain additional information regarding the directors
and their Director Attributes is provided below. The information provided below, and in the charts above, is not
all-inclusive. Many Director Attributes involve intangible elements, such as intelligence, integrity and work ethic,
along with the ability to work together, to communicate effectively, to exercise judgment and ask incisive questions,
and commitment to stockholder interests. The Board annually conducts a self-assessment wherein the effectiveness of
the Board and individual directors is reviewed. In conducting its annual self-assessment, the Board has determined
that the directors have the appropriate attributes and experience to continue to serve effectively as directors of the
Company.

Kevin S. McCarthy. Mr. McCarthy is Chairman, President and Chief Executive Officer of the Company. In this
position, Mr. McCarthy has extensive knowledge of the Company, its operations, personnel and financial resources.
Prior to joining Kayne Anderson in 2004, Mr. McCarthy was most recently Managing Director and Global Head of
Energy at UBS Securities LLC. In this role, he had senior responsibility for all of UBS energy investment banking
activities, including direct responsibilities for securities underwriting and mergers and acquisitions in the MLP
industry. From 1995 to 2000, Mr. McCarthy led the energy investment banking activities of Dean Witter Reynolds
and then PaineWebber Incorporated. He began his investment banking career in 1984. In addition to his directorships
at KYE, KED and KMF, he is also on the board of directors of Range Resources Corporation, International Resource
Partners LP, Pro Petro Services, Inc., Direct Fuel Partners, L.P. and K-Sea Transportation Partners LP. Mr. McCarthy
earned a B.A. in Economics and Geology from Amherst College in 1981 and an M.B.A. in Finance from the Wharton
School at the University of Pennsylvania in 1984. Mr. McCarthy s position of influence and responsibility at the
Company and the Adviser, combined with his experience advising energy companies as an investment banker, make
him a valued member of the Board.

Anne K. Costin. Ms. Costin is currently a professor at the Amsterdam Institute of Finance. She served as an adjunct
professor in the finance and economics department of Columbia University Graduate School of Business from 2004 to
2007. As of March 1, 2005, Mrs Costin retired after a 28-year career at Citigroup, and during the last five years of her
banking career she held the position of Managing Director and Global Deputy Head of the Project & Structured Trade
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Finance product group within Citigroup s Investment Banking Division. Ms. Costin s product group provided
integrated advice and non-recourse capital raising in both the bond and bank markets to top tier Citigroup corporate
clients in both the developed and emerging markets. Her product group was the acknowledged market leader globally
in all relevant league tables. Ms. Costin received a Director s Certificate from the Director s Institute at UCLA
Anderson School of Management, a PMD degree from Harvard Business School, and a B.A. from the University of
North Carolina Chapel Hill. Ms. Costin serves as a director of KYE. In addition to her managerial and banking
experience, Ms. Costin s academic professional experience related to financial matters equip her to offer further
insights to the Board.

Steven C. Good. Mr. Good is a Senior Partner in the accounting firm of JH Cohn LLP (formerly Good, Swartz,
Brown & Berns LLP). He founded Good, Swartz, Brown & Berns LLP in 1976, and has been active in consulting and
advisory services for businesses in various sectors, including the manufacturing, garment, medical services and real
estate development industries. Mr. Good also has many years of experience as the chairman of the audit committees of
several public companies. Mr. Good founded California United Bancorp and served as its Chairman through 1993. In
addition to his KYE directorship, Mr. Good currently serves as a director of OSI
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Systems, Inc., a designer and manufacturer of specialized electronic products. Mr. Good also formerly served as a
director of California Pizza Kitchen, Inc. and Arden Realty Group, Inc. from 1997 to 2006. Mr. Good holds a B.S. in
Business Administration from UCLA and attended its Graduate School of Business. Mr. Good has extensive
experience with corporate governance, financial and accounting matters, evaluating financial results and overseeing
the financial reporting process of a large corporation. In addition, Mr. Good brings to the Board many years of
experience as the chairman of the audit committees of several public companies.

Gerald I. Isenberg. Mr. Isenberg has served as a professor emeritus at the University of Southern California School
of Cinema-Television since 2007. He also serves as Chief Financial Officer of Teeccino Caffe Inc., a privately-owned
beverage manufacturer and distributor. From 1989 to 1995, he was Chief Executive Officer of Hearst Entertainment
Productions, a producer of television movies and programming for major broadcast and cable networks, as well as
President and Chief Operating Officer of Hearst Entertainment, the domestic and international television production
and distribution division of The Hearst Corporation. From 1989 to 1993, Mr. Isenberg taught as an adjunct professor
at the UCLA Graduate School of Film and Television. In addition to his KYE directorship, Mr. Isenberg also serves as
a director of Teeccino Caffe Inc. and as the Chairman of the Caucus for Television Producers, Writers, and Directors,
a not-for-profit organization that supplies grants to minority film students to complete their thesis films. From 1998 to
2002, Mr. Isenberg was a board member of the Kayne Anderson Rudnick Mutual Funds. Mr. Isenberg received an
M.B.A. from Harvard Business School as a Baker Scholar. Mr. Isenberg s academic and professional career with
prominent institutions and companies, much of which is related to financial and strategic planning, is relevant to the
oversight of the Company. Mr. Isenberg also brings to the Board an understanding of asset management and mutual
fund operations and strategy as a result of his service on the Board of Kayne Anderson Rudnick Mutual Funds,
formerly an affiliate of KACALP.

William H. Shea, Jr. Mr. Shea has served as the Chief Executive Officer of the general partner of both Penn
Virginia Resource Partners L.P. (PVR), a coal and midstream MLP, and as the President and Chief Executive Officer
of Penn Virginia GP Holdings L.P. (PVG), which owns the general partner of PVR since March 2010. Mr. Shea also
serves as a director of PVR, PVG, and Penn Virginia Corporation (PVA), an independent natural gas and oil company
and the owner of the general partner and the largest unit holder of PVG. Mr. Shea was previously with the general
partner of Buckeye Partners, L.P. (BPL), a petroleum products MLP, serving as Chairman from May 2004 to
July 2007, Chief Executive Officer and President from September 2000 to July 2007 and President and Chief
Operating Officer from July 1998 to September 2000. He was also Chairman of the general partner of Buckeye GP
Holdings, L.P. (BGH), the owner of the general partner of BPL, from August 2006 to July 2007 and Chief Executive
Officer and President from May 2004 to July 2007. Mr. Shea held various managerial and executive positions during
his tenure with Buckeye, which he joined in 1996. Prior to Buckeye, Mr. Shea worked for Union Pacific Corporation,
UGI Development Company and Laidlaw Environmental Services. In addition to his KYE directorship, Mr. Shea also
serves as director for Niska Gas Storage Partners LL.C, a natural gas storage partnership, and Gibson Energy ULC, a
midstream energy company. Mr. Shea s extensive executive experience in the MLP sector and the energy industry, as
well as his board experience as a director of several energy-related companies allows him to provide the Board with
insight into the specific industries in which the Company invests.

Board Leadership Structure

Our business and affairs are managed under the direction of its Board of Directors, including the duties performed
for us pursuant to our investment management agreement. Among other things, the directors set broad policies for the
Company, approve the appointment of the Company s investment adviser, administrator and officers, and approves the
engagement, and reviews the performance of, the Company s independent registered accounting firm. The role of the
Board and of any individual director is one of oversight and not of management of the day-to-day affairs of the
Company.

The Board of Directors currently consists of five directors, four of whom are not interested persons, as defined in
the 1940 Act. We refer to these individuals as our Independent Directors.

As part of each regular Board meeting, the Independent Directors meet separately from our Adviser and, as part of at
least one Board meeting each year, with the Company s Chief Compliance Officer. The Board reviews its leadership
structure periodically as part of its annual self-assessment process and believes that its structure is appropriate to
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enable the Board to exercise its oversight of the Company.

Under the Company s Bylaws, the Board of Directors may designate a Chairman to preside over meetings of the
Board of Directors and meetings of stockholders, and to perform such other duties as may be assigned to him or her
by the Board. The Company does not have an established policy as to whether the Chairman of the Board shall be an
Independent Director and believes that its flexibility to determine its Chairman and reorganize its leadership structure
from time to time is in the best interests of the Company and its stockholders.

Presently, Mr. McCarthy serves as Chairman of the Board of Directors. Mr. McCarthy is an interested person of
the Company, as defined in the 1940 Act, by virtue of his employment relationship with our Adviser. The Company
beli
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