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PART I
INFORMATION ABOUT BLACKROCK HEALTH SCIENCES TRUST

Item 1. Outside Front Cover
1.a. The registrant’s name is BlackRock Health Sciences Trust (the “Fund”).

1.b. The Fund is registered under the Investment Company Act of 1940, as amended (the “1940 Act”), as a diversified,
closed-end management investment company. The Fund’s investment objective is to provide total return through a
combination of current income, current gains and long-term capital appreciation. The Fund seeks to achieve this
objective by investing primarily in equity securities of companies engaged in the health sciences and related
industries and equity derivatives with exposure to the health sciences industry. There can be no assurances that
the Fund’s investment objective will be achieved or that the Fund’s investment program will be successful.

Under normal market conditions, the Fund will invest at least 80% of its total assets in equity securities of companies
engaged in the health sciences and related industries and equity derivatives with exposure to the health sciences
industry. Companies in the health sciences industry include health care providers as well as businesses involved in
researching, developing, producing, distributing or delivering medical, dental, optical, pharmaceutical or

biotechnology products, supplies, equipment or services or that provide support services to these companies. Equity
derivatives in which the Fund invests as part of this non-fundamental investment policy include purchased and sold
(written) call and put options on equity securities of companies in the health sciences and related industries. This
non-fundamental investment policy may be changed by the Fund’s Board of Trustees (the “Board,” and each member, a
“Trustee”) without prior shareholder approval; however, the Fund will provide shareholders with notice at least 60 days
prior to changing this non-fundamental policy, unless such change was previously approved by shareholders.

The Fund utilizes an option writing (selling) strategy to enhance dividend yield.

1.c. The Fund is offering up to 2,500,000 common shares. As of the date of this Prospectus, there
remain 1,534,488 common shares that may be sold pursuant to this Prospectus.

1.d. This Prospectus concisely provides information that you should know about the Fund before investing. You are
advised to read this Prospectus carefully and to retain it for future reference. Additional information about the
Fund and materials incorporated by reference have been filed with the Securities and Exchange Commission (the
“SEC”) and are available upon either written or oral request, free of charge, by calling 1-800-882-0052, by writing
to the Fund, or may be found on the SEC’s website at www.sec.gov. You may also request a copy of this
Prospectus, annual and semi-annual reports, other information about the Fund, and/or make investor inquiries by
calling 1-800-882-0052, or by writing to the Fund. The Fund’s annual and semi-annual reports are also available
on the Fund’s website www.blackrock.com free of charge. This reference and any other reference to BlackRock’s
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website is intended to allow public access to information regarding the Fund and does not, and is not intended to,
incorporate BlackRock’s website into this Prospectus.

You should not construe the contents of this Prospectus as legal, tax or financial advice. You should consult with your
own professional advisors as to the legal, tax, financial or other matters relevant to the suitability of an investment in
the Fund.

The Fund’s common shares do not represent a deposit or an 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.
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1.e.This Prospectus is dated April 27, 2018.
1.f.Not applicable.

1.g.The Fund’s common shares are listed on the New York Stock Exchange (“NYSE”) under the symbol “BME.” Sales of
the Fund’s common shares, if any, under this Prospectus may be made in transactions that are deemed to be ““at the
market” as defined in Rule 415 under the Securities Act of 1933, as amended (the “Securities Act”), which currently
would only include sales made directly on the NYSE. The minimum price on any day at which Fund common
shares may be sold will not be less than the current net asset value (“NAV”) per share plus the per share amount of
the commission to be paid to the Fund’s distributor (the “Minimum Price”), BlackRock Investments, LLC (the
“Distributor”). The Fund and the Distributor will determine whether any sales of the Fund’s common shares will be
authorized on a particular day; the Fund and the Distributor, however, will not authorize sales of the Fund’s
common shares if the per share price of the shares is less than the Minimum Price. The Fund and the Distributor
may also not authorize sales of the Fund’s common shares on a particular day even if the per share price of the
shares is equal to or greater than the Minimum Price, or may only authorize a fixed number of shares to be sold on
any particular day. The Fund and the Distributor will have full discretion regarding whether sales of Fund
common shares will be authorized on a particular day and, if so, in what amounts. As of April 26, 2018, the last
reported sale price for the Fund’s common shares on the NYSE was $35.18 per share.

The Distributor has entered into a sub-placement agent agreement, as amended and supplemented (the “Sub-Placement
Agent Agreement”), with UBS Securities LLC (the “Sub-Placement Agent”) with respect to the Fund relating to the
common shares offered by this Prospectus. In accordance with the terms of the Sub-Placement Agent Agreement, the
Fund may offer and sell its common shares from time to time through the Sub-Placement Agent as sub-placement
agent for the offer and sale of its common shares. The Fund will compensate the Distributor with respect to sales of
common shares at a commission rate of 1.00% of the gross proceeds of the sale of the Fund’s common shares. Out of
this commission, the Distributor will compensate broker-dealers at a rate of up to 0.80% of the gross sales proceeds of
the sale of the Fund’s common shares sold by that broker-dealer.

1.h.Neither the SEC nor any state securities commission has approved or disapproved of these securities or
determined if this Prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

1.i. The Fund’s common shares have traded both at a premium and a discount to NAV. The Fund cannot predict
whether its common shares will trade at a premium or discount to NAYV in the future. The provisions of the 1940
Act generally require that the public offering price of common shares (less any underwriting commissions and
discounts) must equal or exceed the NAV per share of a company’s common shares (calculated within 48 hours of
pricing). The Fund’s issuance of common shares may have an adverse effect on prices for the Fund’s common
shares in the secondary market by increasing the number of common shares available in the market, which may put
downward pressure on the market price for the Fund’s common shares. Common shares of closed-end investment
companies frequently trade at a discount from NAV, which may increase investors’ risk of loss.

1.j.Investing in the Fund’s common shares involves certain risks that are described in Item 8.3 beginning on page
I-19 of Part I of this Prospectus, and under Item 8 in Part II of this Prospectus under “Risk Factors,” beginning on
page 11-26 of Part II. Certain of these risks are summarized in Item 3.2 beginning on page I-8 of Part I of this
Prospectus.

1.k.Not applicable.

2.Not applicable.
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Item 2. Cover Pages; Other Offering Information
1.Exchange listing: see Item 1.g.
2.Not applicable.
3.Not applicable.
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Item 3. Fee Table and Synopsis

1.Shareholder Transaction Expenses

Sales load paid by you (as a percentage of offering price) 1.00%(1)
Offering expenses borne by the Fund (as a percentage of offering 0.04%(2)
price)

Dividend reinvestment plan fees $0.02 per share for open-market purchases of

common shares(3)

Percentage
of net
assets
attributable
to common
shares
Annual Expenses
Management Fees(4) 1.00 %
Acquired Fund Fees and Expenses(5) 0.01 %
Other Expenses(6) 012 %
Total Annual Fund Operating Expenses(7) 1.13 %

Fee Waivers and/or Expense Reimbursements(®) -

Total Annual Fund Operating Expenses After Fee Waivers and/or Expense Reimbursements 1.13 %

(1)Represents the estimated commission with respect to the Fund’s common shares being sold in this offering. There is
no guarantee that there will be any sales of the Fund’s common shares pursuant to this Prospectus. Actual sales of
the Fund’s common shares under this Prospectus, if any, may be less than as set forth under “Capitalization” below. In
addition, the price per share of any such sale may be greater or less than the price set forth under “Capitalization”
below, depending on market price of the Fund’s common shares at the time of any such sale.

(2)Based on a sales price per share of $35.18, which represents the last reported sales price per share of the Fund’s
common shares on the NYSE on April 26, 2018. Assumes all of the shares of common stock being offered by this
Prospectus are sold. Represents the initial offering costs incurred by the Funds in connection with this offering,
which are estimated to be $130,759. Initial offering costs generally include, but are not limited to, the preparation,
review and filing with the SEC of the Fund’s registration statement (including this Prospectus), the preparation,
review and filing of any associated marketing or similar materials, costs associated with the printing, mailing or
other distribution of the Prospectus and/or marketing materials, associated filing fees, NYSE listing fees, and legal
and auditing fees associated with the offering.

(3) The Reinvestment Plan Agent’s (as defined under “Item 10—Dividend Reinvestment Plan” in Part II) fees for the
handling of the reinvestment of dividends will be paid by the Fund. However, you will pay a $0.02 per share fee
incurred in connection with open-market purchases, which will be deducted from the value of the dividend. You
will also be charged a $0.02 per share fee if you direct the Reinvestment Plan Agent to sell your common shares
held in a dividend reinvestment account. Per share fees include any applicable brokerage commissions the
Reinvestment Plan Agent is required to pay.

)
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The Fund currently pays BlackRock Advisors, LLC, its investment adviser, a contractual management fee at an
annual rate of 1.00% based on the Fund’s average weekly net assets. The Fund does not currently borrow for
investment purposes and has no present intention of borrowing for investment purposes.

(5)Represents fees and expenses incurred indirectly by the Fund as a result of investment in other investment
companies, and are estimated based on the fiscal year ended December 31, 2017.

(6) Actual amount based on the fiscal year ended December 31, 2017.

(7)Total Annual Fund Operating Expenses do not correlate to the ratio of expenses to average net assets given in the
Fund’s most recent annual report, which do not include Acquired Fund Fees and Expenses.

(8)On December 2, 2016, the Fund and BlackRock Advisors, LLC (the “Advisor”) entered into a fee waiver agreement
(the “Fee Waiver Agreement”), pursuant to which the Advisor has contractually agreed, effective December 2, 2016,
to waive the management fee with respect to any portion of the Fund’s assets invested in affiliated equity and
fixed-income mutual funds and affiliated exchange-traded funds that have a contractual advisory fee. The Fee
Waiver Agreement is in effect until June 30, 2019 and may be continued from year to year thereafter, provided that
such continuance is specifically approved by the Advisor and the Fund (including by a majority of the Fund’s
Independent Trustees (defined below)). The Fee Waiver Agreement may be terminated at any time, without the
payment of any penalty, only by the Fund (upon the vote of a majority of the Independent Trustees of the Fund or a
majority of the outstanding voting securities of the Fund), upon 90 days’ written notice by the Fund to the Advisor.

The purpose of the foregoing table and the example below is to help you understand all fees and expenses that you, as

a holder of common shares of the Fund, bear directly or indirectly. The foregoing table should not be considered a
representation of the Fund’s future expenses. Actual future expenses may be greater or less than shown. Except where
the context suggests otherwise, whenever this Prospectus contains a reference to fees or expenses paid by “you” or “us” or
that “we” will pay fees or expenses, shareholders will indirectly bear such fees or expenses as investors in the Fund.

The following example illustrates the expenses (including the sales load of $10 and offering costs of $0.40) that you
would pay on a $1,000 investment in common shares, assuming (i) total net annual expenses of 1.13% of net assets
attributable to common shares in years 1 through 10, and (ii) a 5% annual return:

1 Year 3 Years 5 Years 10 Years
Total expenses incurred $22  $46 $72 $146

The example should not be considered a representation of future expenses. The example assumes that the “Other
Expenses” set forth in the Annual Expenses table are accurate and that all dividends and distributions are reinvested at
NAYV. Actual expenses may be greater or less than those assumed. Moreover, the Fund’s actual rate of return may be
greater or less than the hypothetical 5% return shown in the example.

I-3
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Capitalization

The Fund may offer and sell up to 2,500,000 common shares, $0.001 par value per share, from time to time through
the Sub-Placement Agent as sub-placement agent under this Prospectus. As of the date of this Prospectus, there
remain 1,534,488 common shares that may be sold pursuant to this Prospectus. There is no guarantee that there will be
any sales of the Fund’s common shares pursuant to this Prospectus.The table below assumes that the Fund will sell the
remaining 1,534,488 common shares at a price of $35.18 per share (which represents the last reported sales price per
share of the Fund’s common shares on the NYSE on April 26, 2018). Actual sales, if any, of the Fund’s common
shares under this Prospectus may be greater or less than $35.18 per share, depending on the market price of the Fund’s
common shares at the time of any such sale and/or the Fund’s NAV for purposes of calculating the Minimum Price.
The Fund and the Distributor will determine whether any sales of the Fund’s common shares will be authorized on a
particular day; the Fund and the Distributor, however, will not authorize sales of the Fund’s common shares if the per
share price of the shares is less than the Minimum Price. The Fund and the Distributor may also not authorize sales of
the Fund’s common shares on a particular day even if the per share price of the shares is equal to or greater than the
Minimum Price, or may only authorize a fixed number of shares to be sold on any particular day. The Fund and the
Distributor will have full discretion regarding whether sales of Fund common shares will be authorized on a particular
day and, if so, in what amounts.

The following table sets forth the Fund’s capitalization (1) on a historical basis as of December 31, 2017

(audited); and (2) on a pro forma basis to reflect the assumed sale of the remaining 1,534,488 common shares

at $35.18 per share, in an offering under this Prospectus, after deducting the assumed commission of $539,833
(representing an estimated commission to the Distributor of 1.00% of the gross proceeds of the sale of Fund common
shares, out of which the Distributor will compensate broker-dealers at a rate of up to 0.80% of the gross sales proceeds
of the sale of the Fund’s common shares sold by that broker-dealer).

As of December 31, 2017  As Adjusted for this Offering
(audited) (unaudited)
Common shares outstanding, $0.001 par value per share 9,297,560 10,832,048

Paid-in capital $285,360,026(D

$231,916,571

Undistributed net investment income $(61,330) $(61,330)
Accumulated net realized loss $(3,495,689) $(3,495,689)
Net unrealized appreciation (depreciation) $103,498,845 $103,498,845
Net Assets $331,858,397 $385,301,852
Net asset value per share $35.69 $35.57

(1)Increase in paid-in capital is based on April 26, 2018 market price.

2.A summary of this Prospectus is set forth below. This is only a summary of certain information contained in this
Prospectus relating to the Fund. This summary may not contain all of the information that you should consider
before investing in the Fund’s common shares. You should review the more detailed information contained in this
Prospectus.
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The Fund BlackRock Health Sciences Trust is registered under the 1940 Act, as a diversified, closed-end
management investment company and has been operational since 2005.

The The Fund is offering up to 2,500,000 common shares in transactions that are deemed to be ““at the market” as
Offering defined in Rule 415 under the Securities Act, which currently would only include sales made directly on
the NYSE. As of the date of this Prospectus, there remain 1,534,488 common shares that may be sold
pursuant to this Prospectus. The




Investment
Objective

Investment
Strategy
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minimum price on any day at which Fund common shares may be sold will not be less than the current
NAV per share plus the per share amount of the commission to be paid to the Distributor. The Fund and
the Distributor will determine whether any sales of the Fund’s common shares will be authorized on a
particular day; the Fund and the Distributor, however, will not authorize sales of the Fund’s common
shares if the per share price of the shares is less than the Minimum Price. The Fund and the Distributor
may also not authorize sales of the Fund’s common shares on a particular day even if the per share price
of the shares is equal to or greater than the Minimum Price, or may only authorize a fixed number of
shares to be sold on any particular day. The Fund and the Distributor will have full discretion regarding
whether sales of Fund common shares will be authorized on a particular day and, if so, in what amounts.
As of April 26, 2018, the last reported sale price for the Fund’s common shares on the NYSE was
$35.18 per share.

The Distributor has entered into the Sub-Placement Agent Agreement with the Sub-Placement Agent
with respect to the Fund relating to the common shares offered by this Prospectus. In accordance with
the terms of the Sub-Placement Agent Agreement, the Fund may offer and sell its common shares from
time to time through the Sub-Placement Agent as sub-placement agent for the offer and sale of its
common shares. The Fund will compensate the Distributor with respect to sales of common shares at a
commission rate of 1.00% of the gross proceeds of the sale of the Fund’s common shares. Out of this
commission, the Distributor will compensate broker-dealers at a rate of up to 0.80% of the gross sales
proceeds of the sale of the Fund’s common shares sold by that broker-dealer.

The Fund’s common shares have traded both at a premium and a discount to NAV. The Fund cannot
predict whether its common shares will trade at a premium or discount to NAV in the future. The
provisions of the 1940 Act generally require that the public offering price of common shares (less any
underwriting commissions and discounts) must equal or exceed the NAV per share of a company’s
common shares (calculated within 48 hours of pricing). The Fund’s issuance of common shares may have
an adverse effect on prices for the Fund’s common shares in the secondary market by increasing the
number of common shares available in the market, which may put downward pressure on the market
price for the Fund’s common shares. Common shares of closed-end investment companies frequently
trade at a discount from NAV, which may increase investors’ risk of loss.

The Fund’s investment objective is to provide total return through a combination of current income,
current gains and long-term capital appreciation. There can be no assurances that the Fund’s investment
objective will be achieved or that the Fund’s investment program will be successful. The Fund’s
investment objective may be changed by the Board without prior shareholder approval.

BlackRock Advisors, LLC is the Fund’s investment adviser.

The Advisor believes that the knowledge and experience of its Health Sciences Team enable it to
evaluate the macro environment and assess its impact on the various sub-sectors within the health
sciences industry. Within this framework, the Advisor identifies stocks with attractive characteristics,
evaluates the use of options and provides ongoing portfolio risk management.

The top-down or macro component of the investment process is designed to assess the various
interrelated macro variables affecting the health sciences industry as a whole. The Advisor evaluates
health sciences sub-sectors (i.e., pharmaceuticals, biotechnology, medical devices, healthcare services,
etc.).



Edgar Filing: BlackRock Health Sciences Trust - Form 497

10



Investment
Policies

Edgar Filing: BlackRock Health Sciences Trust - Form 497

Selection of sub-sectors within the health sciences industry is a result of both the Advisor’s sub-sector
analysis, as well as the Advisor’s bottom-up fundamental company analysis. Risk/reward analysis is a key
component of both top-down and bottom-up analysis.

Bottom-up security selection is focused on identifying companies with the most attractive characteristics
within each sub-sector of the health sciences industry. The Advisor seeks to identify companies with
strong product potential, solid earnings growth and/or earnings power which are under appreciated by
investors, a quality management team and compelling relative and absolute valuation. The Advisor
believes that the knowledge and experience of its Health Sciences Team enables it to identify attractive
health sciences securities.

The Advisor intends to utilize option strategies that consist of writing (selling) covered call options on a
portion of the common stocks in the Fund, as well as other option strategies such as writing covered puts
or using options to manage risk. The portfolio management team will work closely to determine which
option strategies to pursue to seek to maximize both current income and capital appreciation.

The Fund seeks to achieve its investment objective by investing, under normal market conditions, at least
80% of its total assets in equity securities of companies engaged in the health sciences and related
industries and equity derivatives with exposure to the health sciences industry. Equity derivatives in
which the Fund invests as part of this non-fundamental investment policy include purchased and sold
(written) call and put options on equity securities of companies in the health sciences and related
industries.

Companies in the health sciences industry include health care providers as well as businesses involved in
researching, developing, producing, distributing or delivering medical, dental, optical, pharmaceutical or
biotechnology products, supplies, equipment or services or that provide support services to these
companies. These companies also include those that own or operate health facilities and hospitals or
provide related administrative, management or financial support. Other health sciences industries in
which the Fund may invest include: clinical testing laboratories; diagnostics; hospital, laboratory or
physician ancillary products and support services; rehabilitation services; employer health insurance
management services; and vendors of goods and services specifically to companies engaged in the health
sciences. The Adviser determines, in its discretion, whether a company is engaged in the health sciences
and related industries.

While the Fund will invest primarily in companies providing products and services for human health, it
may also invest in companies whose products or services relate to the growth or survival of animals and
plants. Non-human health sciences industries include companies engaged in the development, production
or distribution of products or services that: increase crop, animal and animal product yields by enhancing
growth or increasing disease resistance, improve agricultural product characteristics, such as taste,
appearance, nutritional content and shelf life; reduce the cost of producing agricultural products; or
improve pet health.

The Fund will consider a company to be principally engaged in a health sciences or related industry if
50% or more of its revenues are derived from, or 50% or more of its assets are related to, its health
sciences business. Although the Fund generally will invest in companies included in the Russell 3000®
Index (which had an average capitalization of approximately $166 billion and a median capitalization of
approximately $1.745 billion as of March 31, 2018), the Fund may invest in equity securities of health
sciences companies with any size market capitalization, including small and mid-cap
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health sciences companies and companies that are not included in the Russell 3000® Index.

Equity securities in which the Fund anticipates investing include common stocks, preferred stocks,
convertible securities, warrants, depository receipts and equity interests in real estate investment trusts that
own hospitals.

As part of its strategy, the Fund employs an option strategy of writing (selling) covered (as described under
Item 8 in Part II) call and put options on individual common stocks. In addition to its covered call and put
strategy, the Fund may, to a lesser extent, pursue an option strategy that includes the sale (writing) of both
put options and call options on indices of health sciences securities. The Fund seeks to produce current
income and gains generated from option writing premiums.

The Fund generally intends to write covered (as described under Item 8 in Part II) call and put options with
respect to approximately 30% to 50% of its total assets, although this percentage may vary from time to

time with market conditions. In connection with its option writing strategy, the Fund will not write “naked” or
uncovered put or call options, other than those that are “covered” by the segregation or earmarking of liquid
assets or other methods as described under Item 8 in Part II.

The Fund may invest up to 20% of its total assets in other investments. These investments may include
equity and debt securities of companies not engaged in the health sciences industry. The Fund has no set
policy regarding portfolio maturity or duration of the fixed-income securities it may hold, and such
securities may be of any maturity.

The Fund reserves the right to invest up to 10% of its total assets in non-investment grade debt securities,
commonly known as “junk bonds.”

In addition to the option strategies discussed above, the Fund may engage in strategic transactions to
facilitate portfolio management, mitigate risks and generate total return. See Item 8 in Part I and Part II.

The Fund may also lend securities and engage in short sales of securities.

For a discussion of risk factors that may affect the Fund’s ability to achieve its investment objective, see
“Risk Factors” under Item 8§ in Part II.

Leverage The Fund does not currently borrow money for investment purposes or have preferred shares outstanding,
and has no present intention of borrowing money for investment purposes or issuing preferred shares in the
future.

See “Leverage” under Item 8 in Part II and the discussion of the Fund’s capital structure under Item 10 in Part
II.

If the Fund were to utilize leverage, however, the use of leverage would be subject to numerous

risks. When leverage is employed, the Fund’s NAV and market price of the Fund’s common shares and the
yield to holders of common shares will be more volatile than if leverage were not used. For example, a rise
in short-term interest rates, which currently are near historically low levels, would cause the Fund’s NAV to
decline more than if the Fund had not used leverage. A reduction in the Fund’s NAV may cause a reduction
in the market price of its common shares. The Fund cannot assure you that the use of leverage would result
in a higher yield on the common shares.

13



I-7

Edgar Filing: BlackRock Health Sciences Trust - Form 497

14



Investment
Advisor

Distributions

Listing

Custodian and
Transfer Agent

Administrator

Market Price of
Shares

Special Risk
Considerations

Edgar Filing: BlackRock Health Sciences Trust - Form 497

Any leveraging strategy that the Fund may employ in the future may not be successful.
See “Risk Factors—Leverage Risk” under Item 8 in Part II.

BlackRock Advisors, LLC is the Fund’s investment adviser. The Advisor receives an annual fee,
payable monthly, in an amount equal to 1.00% of the Fund’s average weekly net assets.

The Fund, acting pursuant to an SEC exemptive order and with the approval of the Board, has
adopted a plan (the “Distribution Plan”), consistent with its investment objective and policies to
support a level distribution of income, capital gains and/or return of capital. The Fund intends to
make fixed monthly cash distributions pursuant to the Distribution Plan.

Shareholders will automatically have all dividends and distributions reinvested in common shares of
the Fund in accordance with the Fund’s dividend reinvestment plan, unless an election is made to
receive cash by contacting the Reinvestment Plan Agent (as defined herein), at (800) 699-1236. See
“Dividend Reinvestment Plan” under Item 10 in Part II.

The Board may amend, suspend or terminate the Fund’s Distribution Plan without prior notice if it
deems such actions to be in the best interests of the Fund or its shareholders.

See Item 10.1 in Part I and “Distributions” under Item 10 in Part II.
The Fund’s common shares are listed on the NYSE under the symbol “BME.”

State Street Bank and Trust Company serves as the Fund’s custodian, and Computershare Trust
Company, N.A. serves as the Fund’s transfer agent.

State Street Bank and Trust Company serves as the Fund’s administrator and fund accountant.

Common shares of closed-end investment companies frequently trade at prices lower than their
NAV. The Fund cannot assure you that its common shares will trade at a price higher than or equal
to NAV. The Fund’s common shares trade in the open market at market prices that are a function of
several factors, including dividend levels (which are in turn affected by expenses), NAV, call
protection for portfolio securities, portfolio credit quality, liquidity, dividend stability, relative
demand for and supply of the common shares in the market, general market and economic
conditions and other factors. The Fund’s common shares are designed primarily for long-term
investors and you should not purchase common shares of the Fund if you intend to sell them shortly
after purchase. The issuance of additional common shares pursuant to this Prospectus may also have
an adverse effect on prices for the Fund’s common shares in the secondary market by increasing the
supply of common shares available for sale.

An investment in the Fund’s common shares involves risk. You should consider carefully the risks
identified below, which are described in detail under “Risk Factors” beginning on page I-19 of Part I

and beginning on page 1I-26 of Part II of this Prospectus.

Principal risks of investing in the Fund include:
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Industry Concentration Risk. The Fund’s investments will be concentrated in the health sciences and related
industries. As a result, the Fund’s portfolio may be more sensitive to, and possibly more adversely affected by,
regulatory, economic or political factors or trends relating to the healthcare, agricultural and environmental
technology industries than a portfolio of companies representing a larger number of industries.

Offering Risk. To the extent that Fund shares do not trade at a premium, the Fund may be unable to issue
additional shares pursuant to the offering described in this Prospectus, and may incur costs associated with setting up
and maintaining an “at the market” program without the potential benefits. The offering described in this Prospectus
also entails potential risks to existing common shareholders because increasing the amount of common shares
outstanding may adversely affect the prices for the Fund’s common shares in the secondary market, dilute the voting
power of already outstanding common shares, and if the Fund is unable to invest the proceeds of any offering in a
timely manner in assets with a yield at least equal to that of the current portfolio, the Fund’s earnings per share may
decrease.

Equity Securities Risk. Stock markets are volatile, and the prices of equity securities fluctuate based on changes
in a company’s financial condition and overall market and economic conditions. Common equity securities in which
the Fund may invest are structurally subordinated to preferred stock, bonds and other debt instruments in a
company’s capital structure in terms of priority to corporate income and are therefore inherently more risky than
preferred stock or debt instruments of such issuers. In addition, common stock prices may be particularly sensitive
to rising interest rates, as the cost of capital rises and borrowing costs increase.

Dividend Paying Equity Securities Risk. The prices of dividend producing equity securities can be highly
volatile. There is no guarantee that the issuers of the common equity securities in which the Fund invests will
declare dividends in the future or that, if declared, they will remain at current levels or increase over time. In
addition, dividend producing equity securities may exhibit greater sensitivity to interest rate changes and are subject
to the same interest rate risks as fixed-income securities.

Interest Rate Risk. Interest rate risk is the risk that prices of bonds, other fixed-income securities and
dividend-paying equities will increase as interest rates fall and decrease as interest rates rise. The risks associated
with rising interest rates are heightened given the historically low interest rate environment as of the date of this
Prospectus. The Federal Reserve has begun to raise the Federal Funds rate, and each increase results in more
pronounced interest rate risk in the current market environment.

Risks Associated with the Fund’s Options Strategy. Risks that may adversely affect the ability of the Fund to
successfully implement its options strategy include the following: risks associated with options on securities
generally, risks of writing options, exchange-listed options risk, over-the-counter options risk, index options risk,
limitations on options writings risk and tax risk.

3.Not applicable.
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Item 4. Financial Highlights

1.The following table includes selected data for a common share outstanding throughout the period and other
performance information derived from the Fund’s financial statements. It should be read in conjunction with the
Fund’s financial statements and notes thereto, which are incorporated by reference into this Prospectus. The
following information with respect to the fiscal year ended December 31, 2017, December 31, 2016, December 31,
2015, the period November 1, 2014 to December 31, 2014 and the fiscal years ended October 31, 2014 and October
31, 2013 has been audited by Deloitte & Touche LLP, independent registered public accountants, whose report
thereon is incorporated by reference into this Prospectus. See Item 24.
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Period
November

Year 1,

Ended 2014 to

December December

31, 31, Year Ended October 31,

2017 2016 2015 2014 2014 2013 2012
Per Share Operating Performance
Net asset
value, $31.30 $36.19
beginning of
period $ 38.61 $40.22 $34.92 $28.34 $26.65
Net
investment  0.02 0.02
income
(loss)@ (0.06 )  (0.01 ) (0.00 HY® 0.12 0.08
Net realized
and 6.77 (1.91 )
unrealized
gain (loss) 4.34 1.10 9.14 8.85 4.11
Net increase
(decrease) ¢ 4 (189 )
from
investment
operations 4.28 1.09 9.14 8.97 4.19
Distributions
from:©
Net
investment 0.04 ) 0.03
income ) (0.63 )  (0.01 ) 0.10 ) (0.06 ) (0.09
Net realized (2.11 ) (2.97
gain ) (6.07 ) (2.69 ) 3.74 ) 233 ) (241
Return of (0.25 ) ---
capital - — - - —
Total
distributions (240 ) (3.00 ) (6.70 ) (270 ) 3.84 ) 239 ) (250
Netassel = ¢ 3569 $ 31.30
value, end of
period $ 36.19 $38.61 $40.22 $34.92 $28.34

$ 36.50 $ 31.75 $ 39.35 $42.70 $41.37 $33.56 $27.86

2011

$27.19

(0.01

1.71

1.70

(2.24

$26.65
$25.81
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Market price,

end of period

Total Return(@

Basedonnet ) 17 g (536 %
asset value

Based on 23.17 % (11.71
market price )%
Ratios to Average Net Assets

Total 112 0
expenses

1.15

Total
expenses
after fees
waived
and/or
reimbursed
and
excluding
amortization
of offering
costs

1.12 %D 1.14 %

Net
investment
income
(loss) %
Supplemental Data

0.06 %D 0.07

Net assets,
end of period
(000)

$ 331,858 $ 270,693

Portfolio 38 % 59 %
turnover

%(8)

10.70

8.87

1.13

1.12

(0.14

$297,530

68

% 2.38

%(©)

% 10.07 %©

% 1.16

% 1.11

%) (0.10

$303,103

% 6

%M

%)

)% M

%

28.00 % 3337 % 1642 % 643
3699 % 3038 % 18.17 % 326
.11 % 112 % 113 % 114
.11 % 112 % 113 % 1.13
001 )Y» 038 % 029 % (0.02
$313,933 $270,161  $218,377 $202,675
74 % 155 % 209 % 226 ‘
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(a) Based on average shares outstanding.
(b) Amount is greater than $(0.005) per share.
(c) Distributions for annual periods determined in accordance with U.S. federal income tax regulations.

(d) Total returns based on market price, which can be significantly greater or less than the net asset value, may result
in substantially different returns. Where applicable, excludes the effects of any sales charges and assumes the
reinvestment of distributions.

(e) Aggregate total return.

(f) Excludes expenses incurred indirectly as a result of investments in underlying funds of 0.01%.

(g) Offering costs were not annualized in the calculation of expense ratios. If these expenses were annualized, the
total expenses would have been 1.16%.

(h) Annualized.
See Notes to Financial Statements.
2.Not applicable.

3.Not applicable.

Item 5. Plan of Distribution
1.The Distributor has agreed to underwrite up to 2,500,000 Fund common shares on a reasonable efforts basis. As of
the date of this Prospectus there remain 1,534,488 common shares that may be sold pursuant to this Prospectus. See
Item 5 in Part II for additional information regarding the Distributor.
2.The Fund’s common shares will only be sold on such days as shall be agreed to by the Fund and the Distributor. The
Fund’s common shares will be sold at market prices, which shall be determined with reference to trades on the
NYSE, subject to the Minimum Price. See Item 1.1.g., above.
3.The sum of all compensation paid to FINRA members in connection with this public offering of common shares,
including the sales commission paid to or retained by the Distributor and amounts paid to or retained by
participating broker-dealers, will not exceed, in the aggregate, 1.00% of the total public offering price of the
common shares sold in this offering. See Item 1.1g., above, and Item 5 in Part II.
4.See Item 5 in Part II.
5.Not applicable.
6.See Item 5 in Part II.

7.Not applicable.
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8.Not applicable.

9.Not applicable.

10.See Item 5 in Part II.

Item 6. Selling Shareholders

Not applicable.

Item 7. Use of Proceeds
The net proceeds from the issuance of common shares hereunder will be invested in accordance with the Fund’s
investment objective and policies as set forth in this Prospectus. It is presently anticipated that the Fund will be able

to invest
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substantially all of the net proceeds in accordance with the Fund’s investment objective and policies within three
months from the date on which the proceeds from an offering are received by the Fund. Such investments may be
delayed if suitable investments are unavailable at the time or for other reasons, such as market volatility and lack of
liquidity in the markets of suitable investments. Pending such investment, it is anticipated that the proceeds will be
invested in short-term or long-term securities issued by the U.S. Government and its agencies or instrumentalities or in
high quality, short-term money market instruments.

Item 8. Description of the Fund

1.The Fund was organized as a Delaware statutory trust on January 19, 2005, pursuant to an Agreement and
Declaration of Trust, as subsequently amended and restated, governed by the laws of the State of Delaware, and
commenced operations on March 31, 2005. The Fund is registered under the 1940 Act as a diversified, closed-end
management investment company. The Fund’s principal office is located at 100 Bellevue Parkway, Wilmington,
Delaware 19809, and its telephone number is (800) 882-0052.

2.Investment objective and Principal Investment Policies:

Investment Objective. The Fund’s investment objective is to provide total return through a combination of current
income, current gains and long-term capital appreciation. The Fund seeks to achieve its investment objective by
investing, under normal market conditions, at least 80% of its total assets in equity securities of companies engaged in
the health sciences and related industries and equity derivatives with exposure to the health sciences industry. Equity
derivatives in which the Fund invests as part of this non-fundamental investment policy include purchased and sold
(written) call and put options on equity securities of companies in the health sciences and related industries.

There can be no assurances that the Fund’s investment objective will be achieved or that the Fund’s investment program
will be successful. The Fund’s investment objective may be changed by the Board without prior shareholder approval;
however, the Fund will not change its policy of investing, under normal market conditions, at least 80% of its total
assets in equity securities of companies engaged in the health sciences and related industries and equity derivatives

with exposure to the health sciences industry unless it provides shareholders with notice at least 60 days prior to
changing this non-fundamental policy, or unless such change was previously approved by shareholders.

Health Sciences Industry. Companies in the health sciences industry include health care providers as well as
businesses involved in researching, developing, producing, distributing or delivering medical, dental, optical,
pharmaceutical or biotechnology products, supplies, equipment or services or that provide support services to these
companies. These companies also include those that own or operate health facilities and hospitals or provide related
administrative, management or financial support. Other health sciences industries in which the Fund may invest
include: clinical testing laboratories; diagnostics; hospital, laboratory or physician ancillary products and support
services; rehabilitation services; employer health insurance management services; and vendors of goods and services
specifically to companies engaged in the health sciences. The Adviser determines, in its discretion, whether a
company is engaged in the health sciences and related industries.

While the Fund will invest primarily in companies providing products and services for human health, it may also
invest in companies whose products or services relate to the growth or survival of animals and plants. Non-human
health sciences industries include companies engaged in the development, production or distribution of products or
services that: increase crop, animal and animal product yields by enhancing growth or increasing disease resistance,
improve agricultural product characteristics, such as taste, appearance, nutritional content and shelf life; reduce the
cost of producing agricultural products; or improve pet health.

23



Edgar Filing: BlackRock Health Sciences Trust - Form 497

The Fund will consider a company to be principally engaged in a health sciences or related industry if 50% or more of
its revenues are derived from, or 50% or more of its assets are related to, its health sciences business. Although the
Fund generally will invest in companies included in the Russell 3000® Index (which had an average capitalization of
approximately $166 billion and a median capitalization of approximately $1.745 billion as of March 31, 2018), the
Fund may invest in equity securities of health sciences companies with any size market capitalization, including small
and mid-cap health sciences companies and companies that are not included in the Russell 3000® Index.

I-13
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Options Writing Strategy . As part of its investment strategy, the Fund employs an option strategy of writing (selling)
covered (as described under Item 8 in Part II) call options on common stocks in its portfolio, writing covered put
options and, to a lesser extent, writing call and put options on indices of health sciences securities. The Fund seeks to
produce current income and gains generated from option writing premiums. The Fund generally intends to write
covered (as described under Item 8 in Part II) call and put options with respect to approximately 30% to 50% of its
total assets, although this percentage may vary from time to time with market conditions.

Equity Securities. The Fund invests primarily in equity securities, including common stocks, preferred stocks,
convertible securities, warrants and depository receipts, of issuers engaged in the health sciences or related industries
and equity interests in real estate investment trusts (“REITs”) that own hospitals. The Fund may invest in companies of
any size market-capitalization.

Preferred Securities. The Fund may invest in preferred securities, including preferred securities that may be converted
into common stock or other securities of the same or a different issuer. The types of preferred securities in which the
Fund may invest include trust preferred securities.

Convertible Securities. The Fund may invest in convertible securities. A convertible security is a bond, debenture,
note, preferred security or other security that may be converted into or exchanged for a prescribed amount of common
stock or other equity security of the same or a different issuer within a particular period of time at a specified price or
formula.

Warrants to Purchase. The Fund may purchase warrants, which are privileges issued by corporations enabling the
owners to subscribe to and purchase a specified number of shares of the corporation at a specified price during a
specified period of time.

Depositary Receipts. The Fund may invest in sponsored and unsponsored American Depositary Receipts (“ADRs”),
European Depositary Receipts (“EDRs”), Global Depositary Receipts (“GDRs”) and other similar global instruments.

REITs. The Fund may invest in equity interests of REITs. REITSs possess certain risks which differ from an
investment in common stocks. REITs are financial vehicles that pool investor’s capital to purchase or finance real
estate. REITs may concentrate their investments in specific geographic areas or in specific property types (i.e., hotels,
shopping malls, residential complexes and office buildings).

Non-U.S. Securities. The Fund may invest without limitation in securities of U.S. issuers and non-U.S. issuers located
in countries throughout the world, including in developed and emerging markets. Foreign securities in which the Fund
may invest may be U.S. dollar-denominated or non-U.S. dollar-denominated. For purposes of the Fund, a company is
deemed to be a non-U.S. company if it meets the following tests: (i) such company was not organized in the United
States; (ii) such company’s primary business office is not in the United States; (iii) the principal trading market for
such company’s securities is not located in the United States; (iv) less than 50% of such company’s assets are located in
the United States; or (v) 50% or more of such issuer’s revenues are derived from outside the United States.

Other Investments. The Fund may invest up to 20% of its total assets in other investments. These investments may
include equity and debt securities of companies not engaged in the health sciences industry. Fixed income securities in
which the Fund may invest include bonds or other debt securities issued by U.S. or foreign (non-U.S.) corporations or
other business entities and U.S. Government and agency securities. The Fund has no set policy regarding portfolio
maturity or duration of the fixed-income securities it may hold, and such securities may be of any maturity.

High Yield Securities (“Junk Bonds”). The Fund reserves the right to invest up to 10% of its total assets in securities
rated, at the time of investment, below investment grade quality, such as those rated “Ba” or below by Moody’s Investor’s
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Service, Inc. (“Moody’s”) and “BB” or below by Standard & Poor’s Corporation Ratings Group, a division of The
McGraw-Hill Companies, Inc. (“S&P”), or securities comparably rated by other rating agencies or in securities
determined by the Advisor to be of comparable quality. Such securities commonly are referred to as “high yield” or “junk”

bonds.
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Registered Investment Companies. The Fund may invest in registered investment companies in accordance with the
1940 Act. The 1940 Act generally prohibits the Fund from investing more than 5% of its assets in any one other
investment company or more than 10% of its assets in all other investment companies.

Strategic Transactions. In addition to the option strategies discussed above, the Fund may engage in strategic
transactions to facilitate portfolio management, mitigate risks and generate total return. The Fund may use a variety of
other investment management techniques and instruments. The Fund may purchase and sell futures contracts, enter
into various interest rate transactions such as swaps, caps, floors or collars, currency transactions such as currency
forward contracts, currency futures contracts, currency swaps or options on currency or currency futures and swap
contracts (including, but not limited to, credit default swaps) and may purchase and sell exchange-listed and
over-the-counter put and call options on securities and swap contracts, financial indices and futures contracts and use
other derivative instruments or management techniques. The Fund also may purchase derivative instruments that
combine features of these instruments. Collectively, all of the above are referred to as “Strategic Transactions.”

Futures Contracts and Options on Futures Contracts as Strategic Transactions. In connection with its hedging and
other risk management strategies, the Fund may also enter into contracts for the purchase or sale for future delivery
(“future contracts”) of securities, aggregates of securities, financial indices, and U.S. Government debt securities or
options on the foregoing to hedge the value of its portfolio securities that might result from a change in interest rates
or market movements. The Fund may engage in such transactions for bona fide hedging, risk management and other
appropriate portfolio management purposes.

The Fund may enter into such transactions without limit for bona fide strategic purposes, including risk management
and duration management and other portfolio strategies. The Fund may also engage in transactions in futures contracts
or related options for non-strategic purposes to enhance income or gain provided that the Fund will not enter into a
futures contract or related option (except for closing transactions) for purposes other than bona fide strategic purposes,
or risk management including duration management unless it does so consistent with the rules of the Commodities
Futures Trading Commission (the “CFTC”).

The Fund may engage in options and futures transactions on exchanges and options in the over-the-counter markets
(“OTC Options”).

The Fund intends to enter into options and futures transactions only with banks or dealers the Advisor believes to be
creditworthy at the time they enter into such transactions.

The CFTC subjects advisers to registered investment companies to regulation by the CFTC if a fund that is advised by
the investment adviser either (i) invests, directly or indirectly, more than a prescribed level of its liquidation value in
CFTC-regulated futures, options and swaps (“CFTC Derivatives™), or (ii) markets itself as providing investment
exposure to such instruments. To the extent the Fund uses CFTC Derivatives, it intends to do so below such

prescribed levels and will not market itself as a “commodity pool” or a vehicle for trading such instruments.
Accordingly, the Advisor has claimed an exclusion from the definition of the term “commodity pool operator” under the
Commodity Exchange Act (“CEA”) pursuant to Rule 4.5 under the CEA. The Advisor is not, therefore, subject to
registration or regulation as a “commodity pool operator” under the CEA in respect of the Fund.

Calls on Securities, Indices and Futures Contracts as Strategic Transactions. In order to enhance income or reduce
fluctuations in NAV, the Fund may sell or purchase call options on securities and indices based upon the prices of
futures contracts and debt or equity securities that are traded on U.S. and non-U.S. securities exchanges and on the
over-the-counter markets. All such calls sold by the Fund must be “covered” as long as the call is outstanding (i.e., the
Fund must own the instrument subject to the call or other securities or assets acceptable for applicable earmarking and
coverage requirements).
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Puts on Securities, Indices and Futures Contracts as Strategic Transactions. As with calls, the Fund may purchase put
options on securities (whether or not it holds such securities in its portfolio), indices or future contracts. For the same
purposes, the Fund may also sell puts on securities, indices or futures contracts on such securities if the Fund’s
contingent obligations on such puts are secured by designating cash or liquid assets on its books and records having a
value not less than the exercise price. The Fund will not sell puts if, as a result, more than 50% of the Fund’s assets
would be required to cover its potential obligation under its hedging and other investment transactions.

Interest Rate Transactions. The Fund may enter into interest rate swaps and the purchase or sale of interest rate caps
and floors. The Fund expects to enter into these transactions primarily to preserve a return or spread on a particular

investment or portion of its portfolio as a duration management technique or to protect against any increase in the
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price of securities the Fund anticipates purchasing at a later date. The Fund may enter into interest rate swaps, caps
and floors on either an asset-based or liability-based basis.

The Fund intends to use these transactions for risk management purposes and not as a speculative investment. The
Fund will not sell interest rate caps or floors that it does not own. The Fund will only enter into interest rate swap, cap
or floor transactions with counterparties the Advisor believes to be creditworthy at the time they enter into such
transactions.

Credit Default Swap Agreements and Credit Derivatives. The Fund may engage in credit derivative transactions.
There are two broad categories of credit derivatives: default price risk derivatives and market spread derivatives.
Default price risk derivatives are linked to the price of reference securities or loans after a default by the issuer or
borrower, respectively. Market spread derivatives are based on the risk that changes in market factors, such as credit
spreads, can cause a decline in the value of a security, loan or index. There are three basic transactional forms for
credit derivatives: swaps, options and structured instruments.

Forward Currency Contacts. The Fund may enter into forward currency contracts to purchase or sell foreign
currencies for a fixed amount of U.S. dollars or another foreign currency. A forward currency contract involves an
obligation to purchase or sell a specific currency at a future date, which may be any fixed number of days (term) from
the date of the forward currency contract agreed upon by the parties, at a price set at the time the forward currency
contract is entered into. Forward currency contracts are traded directly between currency traders (usually large
commercial banks) and their customers.

Short Sales. The Fund may make short sales of securities for risk management, in order to maintain portfolio
flexibility or to enhance income or gain. The Fund will not make a short sale if, after giving effect to such sale, the
market value of all securities sold short exceeds 25% of the value of its total assets or the Fund’s aggregate short sales
of a particular class of securities exceeds 25% of the outstanding securities of that class. The Fund may also make
short sales “against the box” without respect to such limitations. In this type of short sale, at the time of the sale, the
Fund owns or has the immediate and unconditional right to acquire at no additional cost the identical security.

Restricted and Illiquid Securities. The Fund may invest in illiquid securities. Illiquid securities are subject to legal or
contractual restrictions on disposition or lack an established secondary trading market. The sale of restricted and
illiquid securities often requires more time and results in higher brokerage charges or dealer discounts and other
selling expenses than does the sale of securities eligible for trading on national securities exchanges or in the
over-the-counter markets. Restricted securities may sell at a price lower than similar securities that are not subject to
restrictions on resale.

When-Issued and Forward Commitment Securities. The Fund may purchase securities on a “when-issued” basis and
may purchase or sell securities on a “forward commitment” basis in order to acquire the security or to hedge against
anticipated changes in interest rates and prices. When-issued securities and forward commitments may be sold prior to
the settlement date, but the Fund will enter into when-issued and forward commitments only with the intention of
actually receiving or delivering the securities, as the case may be.

Securities Lending. The Fund may lend securities with a value up to 33 1/3% of its total assets (including such loans)
to banks, brokers and other financial institutions.

Repurchase Agreements. As temporary investments, the Fund may invest in repurchase agreements. The Fund will

only enter into repurchase agreements with registered securities dealers or domestic banks that, in the opinion of the
Adpvisor, present minimal credit risk.
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Temporary Defensive Strategies. The Fund may deviate from its investment strategy and invest all or any portion of
its assets in cash, cash equivalents or short-term debt securities when the Advisor determines that it is temporarily
unable to follow the Fund’s investment strategy or that it is impractical to do so or pending re-investment of proceeds
received in connection with the sale of a security. The Fund may not achieve its investment objective when it does so.
The Advisor’s determination that it is temporarily unable to follow the Fund’s 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 the Fund’s investment strategy is extremely limited or

absent. Short-term debt investments include U.S. Government securities, including bills, notes and bonds differing as
to maturity and rates of interest that are either issued or guaranteed by the U.S. Treasury or by U.S. Government
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agencies or instrumentalities, certificates of deposit issued against funds deposited in a bank or a savings and loan
association, repurchase agreements, which involve purchases of debt securities, and commercial paper, which consists
of short-term unsecured promissory notes, including variable rate master demand notes issued by corporations to
finance their current operations. Investments in commercial paper will be limited to commercial paper rated in the
highest categories by a major rating agency and which mature within one year of the date of purchase or carry a
variable or floating rate of interest.

1940 Act and Tax Diversification Requirements. The Fund is classified as diversified within the meaning of the 1940
Act, which means that it is must satisfy the 5% and 10% requirements described in item (ii) below with respect to
75% of its total assets. The Fund’s investments will be limited so as to qualify the Fund as a “regulated investment
company” for purposes of Federal tax laws. Requirements for qualification as a “regulated investment company”
include, but are not limited to, limiting its investments so that, at the close of each quarter of the taxable year, (i) not
more than 25% of the market value of the Fund’s total assets will be invested in (A) the securities of a single issuer
(other than U.S. Government securities and securities of other regulated investment companies), (B) the securities of
two or more issuers (other than securities of other regulated investment companies) controlled by the Fund and
engaged in the same, similar or related trades or businesses, or (C) the securities of one or more qualified publicly
traded partnerships, and (ii) with respect to 50% of the market value of its total assets, not more than 5% of the market
value of its total assets will be invested in the securities of a single issuer (other than U.S. Government securities and
securities of other regulated investment companies) and the Fund will not own more than 10% of the outstanding
voting securities of a single issuer (other than U.S. Government securities and securities of other regulated investment
companies). Tax-related limitations may be changed by the Board to the extent appropriate in light of changes to
applicable tax requirements.

Investment Philosophy

The Advisor believes that the knowledge and experience of its Health Sciences Team enable it to evaluate the macro
environment and assess its impact on the various sub-sectors within the health sciences industry. Within this
framework, the Advisor identifies stocks with attractive characteristics, evaluates the use of options and provides
ongoing portfolio risk management.

The top-down or macro component of the investment process is designed to assess the various interrelated macro
variables affecting the health sciences industry as a whole. The Advisor evaluates health sciences sub-sectors (i.e.,
pharmaceuticals, biotechnology, medical devices, healthcare services, etc.). Selection of sub-sectors within the health
sciences industry is a result of both the Advisor’s sub-sector analysis, as well as the Advisor’s bottom-up fundamental
company analysis. Risk/reward analysis is a key component of both top-down and bottom-up analysis.

Bottom-up security selection is focused on identifying companies with the most attractive characteristics within each
sub-sector of the health sciences industry. The Advisor seeks to identify companies with strong product potential,
solid earnings growth and/or earnings power which are under appreciated by investors, a quality management team
and compelling relative and absolute valuation. The Advisor believes that the knowledge and experience of its Health
Sciences Team enables it to identify attractive health sciences securities.

The Advisor intends to utilize option strategies that consist of writing (selling) covered call options on a portion of the
common stocks in the Fund, as well as other option strategies such as writing covered puts or using options to manage
risk. The portfolio management team will work closely to determine which option strategies to pursue to seek to

maximize both current income and capital appreciation.

Fundamental Investment Restrictions:
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The following investment restrictions are considered fundamental by the Fund, which means that they may not be
changed without the approval of the holders of a majority of the Fund’s outstanding common shares (which for this
purpose and under the 1940 Act means the lesser of (i) 67% of the common shares represented at a meeting at which
more than 50% of the outstanding common shares are represented, or (ii) more than 50% of the outstanding

shares). Under the fundamental investment restrictions, the Fund may not:

(1)invest 25% or more of the value of its total assets in any single industry (except that the Fund will invest at least
25% of its total assets in the health sciences industry);

(2)issue senior securities or borrow money other than as permitted by the 1940 Act or pledge its assets other than to
secure such issuances or in connection with hedging transactions, short sales, securities lending, when issued and
forward commitment transactions and similar investment strategies;

(3)make loans of money or property to any person, except through loans of portfolio securities, the purchase of debt
securities or the entry into repurchase agreements;

(4)underwrite the securities of other issuers, except to the extent that, in connection with the disposition of portfolio
securities or the sale of its own securities, the Fund may be deemed to be an underwriter;

(5)purchase or sell real estate, except that the Fund may invest in securities of companies that deal in real estate or are
engaged in the real estate business, including real estate investment trusts and real estate operating companies, and
instruments secured by real estate or interests therein and the Fund may acquire, hold and sell real estate acquired
through default, liquidation, or other distributions of an interest in real estate as a result of the Fund’s ownership of
such other assets;
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(6)or sell commodities or commodity contracts for any purposes except as, and to the extent, permitted by applicable
law without the Fund becoming subject to registration with the CFTC as a commodity pool.

Non-Fundamental Investment Restrictions:

Any policies of the Fund not described as fundamental in this Prospectus may be changed by its Board without
shareholder approval. Additional investment restrictions adopted by the Fund, which may be changed by the Board
without shareholder approval, provide that the Fund may not:

(1)make any short sale of securities except in conformity with applicable laws, rules and regulations and unless after
giving effect to such sale, the market value of all securities sold short does not exceed 25% of the value of the
Fund’s total assets and the Fund’s aggregate short sales of a particular class of securities of an issuer does not exceed
25% of the then outstanding securities of that class. The Fund may also make short sales “against the box” without
respect to such limitations. In this type of short sale, at the time of the sale, the Fund owns or has the immediate
and unconditional right to acquire at no additional cost the identical security;

(2)purchase securities of open-end or closed-end investment companies except in compliance with the 1940 Act or
any exemptive relief obtained thereunder. Under the 1940 Act, the Fund may invest up to 10% of its total assets in
the aggregate in shares of other investment companies and up to 5% of its total assets in any one investment
company, provided the investment does not represent more than 3% of the voting stock of the acquired investment
company at the time such shares are purchased. As a shareholder in any investment company, the Fund will bear its
ratable share of that investment company’s expenses, and will remain subject to payment of the Fund’s advisory fees
and other expenses with respect to assets so invested. Holders of common shares will therefore be subject to
duplicative expenses to the extent the Fund invests in other investment companies. In addition, the securities of
other investment companies may be leveraged and will therefore be subject to the risks of leverage. The NAV and
market value of leveraged shares will be more volatile and the yield to shareholders will tend to fluctuate more
than the yield generated by unleveraged shares;

(3)under normal market conditions, invest less than 80% of its total assets in equity securities of companies engaged
in the health sciences and related industries or equity derivatives with exposure to the health sciences industry; the
Fund will provide shareholders with notice at least 60 days prior to changing this non-fundamental policy of the
Fund unless such change was previously approved by shareholders; or

(4)issue senior securities or borrow money for investment purposes (other than in connection with hedging
transactions, short sales, securities lending, when issued or forward commitment transactions and similar
investment strategies).

In addition, to comply with U.S. federal income tax requirements for qualification as a “regulated investment company”
(“RIC”), the Fund’s investments will be limited in a manner such that at the close of each quarter of each taxable year,
(a) no more than 25% of the value of the Fund’s total assets are invested (i) in the securities (other than U.S.
Government securities or securities of other RICs) of a single issuer or two or more issuers controlled by the Fund and
engaged in the same, similar or related trades or businesses or (ii) in the securities of one or more qualified publicly
traded partnerships and (b) with regard to at least 50% of the Fund’s total assets, no more than 5% of its total assets are
invested in the securities (other than U.S. Government securities or securities of other RICs) of a single issuer and no
investment represents more than 10% of the outstanding voting securities of such issuer. These tax-related limitations
may be changed by the Board to the extent appropriate in light of changes to applicable tax requirements.

Percentage and Rating Limitations:
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All percentage and ratings limitations on securities in which the Fund may invest apply at the time of making an
investment and shall not be considered violated if an investment rating is subsequently withdrawn or downgraded to a
rating that would have precluded the Fund’s initial investment in such security, or if exceeded as a result of market
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value fluctuations of the Fund’s portfolio, and will not be considered violated unless an excess or deficiency occurs or
exists immediately after and as a result of the acquisition of securities. In determining whether to retain or sell such a
security, the Advisor may consider such factors as its assessment of the credit quality of the issuer of the security, the
price at which the security could be sold and the rating, if any, assigned to the security by other rating agencies. In the
event that the Fund disposes of a portfolio security subsequent to its being downgraded, the Fund may experience a
greater risk of loss than if such security had been sold prior to such downgrade.

All references to securities ratings by Moody’s and S&P herein shall, unless otherwise indicated, include all securities
within each such rating category (i.e., Bal, Ba2 and Ba3 in the case of Moody’s and BB+, BB and BB- in the case of
S&P). For securities with split ratings (i.e., a security receiving two different ratings from two different rating
agencies), the Fund will apply the higher of the applicable ratings.

Common Stock Repurchase Program:

On October 26, 2016, the Board approved an open market share repurchase program that allowed the Fund to
purchase up to 5% of its outstanding common shares from time to time in open market transactions through November
30, 2017, subject to certain conditions. On September 6, 2017, the Board approved a renewal of this program.
Commencing on December 1, 2017, the Fund may purchase through November 30, 2018, up to 5% of its shares
outstanding as of the close of business on November 30, 2017, subject to certain conditions. The amount and timing of
any repurchases under the Fund’s share repurchase program will be determined either at the discretion of the Fund’s
management or pursuant to predetermined parameters and instructions subject to market conditions.

There is no assurance that the Fund will repurchase common shares in any particular amount. The share repurchase
program seeks to enhance shareholder value by purchasing the Fund’s common shares trading at a discount from their
NAYV per share. For the year ended December 31, 2017, the Fund did not repurchase any shares. For the year ended
December 31, 2017 and for the year ended December 31, 2016, shares issued and outstanding remained constant.

Additional Information:

Additional information regarding the foregoing securities, instruments and investment techniques are included in
“Portfolio Contents and Techniques” under Item 8 in Part II.

3.a.Risk Factors:

Industry Concentration Risk. The Fund’s investments will be concentrated in the health sciences and related industries.
As a result, the Fund’s portfolio may be more sensitive to, and possibly more adversely affected by, regulatory,
economic or political factors or trends relating to the healthcare, agricultural and environmental technology industries
than a portfolio of companies representing a larger number of industries and the Fund itself may present more risks
than if it were broadly diversified over numerous industries and sectors of the economy. A downturn in the health
sciences industry may have a larger impact on the Fund than on an investment company that does not concentrate in
such industry. At times, the performance of securities of companies in the health sciences industry will lag behind the
performance of other industries or the broader market as a whole.

Health Sciences Industry Risks. Risks inherent in the health sciences industry include:
Concentration in the Health Sciences Industry. Companies in the health sciences industry have in the past been
characterized by limited product focus, rapidly changing technology and extensive government regulation. In

particular, technological advances can render an existing product, which may account for a disproportionate share of a
company’s revenue, obsolete. Obtaining governmental approval from agencies such as the U.S. Food and Drug
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Administration (“FDA”) for new products can be lengthy, expensive and uncertain as to outcome. Any delays in product
development may result in the need to seek additional capital, potentially diluting the interests of existing investors

such as the Fund. In addition, governmental agencies may, for a variety of reasons, restrict the release of certain
innovative technologies of commercial significance. These various factors may result in abrupt advances and declines

in the securities prices of particular companies and, in some cases, may have a broad effect on the prices of securities

of companies in particular health sciences industries.

A concentration of investments in any health sciences companies generally may increase the risk and volatility of the
Fund’s portfolio. Such volatility is not limited to the health sciences industry, and companies in other industries may be
subject to similar abrupt movements in the market prices of their securities. No assurance can be given that future
declines in the market prices of securities of companies in the industries in which the Fund may invest will not occur,
or that such declines will not adversely affect the NAV or the price of the Fund’s common shares.

Intense competition exists within and among the health sciences industry, including competition to obtain and sustain
proprietary technology protection. Health sciences companies can be highly dependent on the strength of patents,
trademarks and other intellectual property rights for maintenance of profit margins and market exclusivity. The
complex nature of the technologies involved can lead to patent disputes, including litigation that may be costly and
that could result in a company losing an exclusive right to a patent. Competitors of health sciences companies,
particularly emerging growth health sciences companies in which the Fund may invest, may have substantially greater
financial resources, more extensive development, manufacturing, marketing and service capabilities, and a larger
number of qualified managerial and technical personnel. Such competitors may succeed in developing technologies
and products that are more effective or less costly than any that may be developed by health sciences companies in
which the Fund invests and may also prove to be more successful in production and marketing. Competition may
increase further as a result of potential advances in health services and medical technology and greater availability of
capital for investment in these fields.
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With respect to the health sciences industry, cost containment measures already implemented by the federal
government, state governments and the private sector have adversely affected certain sectors of these industries. If not
repealed, the implementation of the Patient Protection and Affordable Care Act (the “ACA”) may create increased
demand for healthcare products and services but also may have an adverse effect on some companies in the health
sciences industry, as discussed further below under “Risks Associated with the Implementation or Repeal of the Patient
Protection and Affordable Care Act”. Increased emphasis on managed care in the United States may put pressure on the
price and usage of products sold by health sciences companies in which the Fund may invest and may adversely affect
the sales and revenues of health sciences companies.

Product development efforts by health sciences companies may not result in commercial products for many reasons,
including, but not limited to, failure to achieve acceptable clinical trial results, limited effectiveness in treating the
specified condition or illness, harmful side effects, failure to obtain regulatory approval, and high manufacturing costs.
Even after a product is commercially released, governmental agencies may require additional clinical trials or change
the labeling requirements for products if additional product side effects are identified, which could have a material
adverse effect on the market price of the securities of those health sciences companies.

Certain health sciences companies in which the Fund may invest may be exposed to potential product liability risks
that are inherent in the testing, manufacturing, marketing and sale of pharmaceuticals, medical devices or other
products. A product liability claim may have a material adverse effect on the business, financial condition or securities
prices of a company in which the Fund has invested.

All of these factors may cause the value of the Fund’s shares to fluctuate significantly over relatively short periods of
time.

Pharmaceutical Sector Risk.The success of companies in the pharmaceutical sector is highly dependent on the
development, procurement and marketing of drugs. The values of pharmaceutical companies are also dependent on the
development, protection and exploitation of intellectual property rights and other proprietary information, and the
profitability of pharmaceutical companies may be significantly affected by such things as the expiration of patents or
the loss of, or the inability to enforce, intellectual property rights.

The research and other costs associated with developing or procuring new drugs and the related intellectual property
rights can be significant, and the results of such research and expenditures are unpredictable. There can be no
assurances that those efforts or costs will result in the development of a profitable drug. Pharmaceutical companies
may be susceptible to product obsolescence. Pharmaceutical companies also face challenges posed by the increased
presence of counterfeit pharmaceutical products, which may negatively impact revenues and patient confidence. Many
pharmaceutical companies face intense competition from new products and less costly generic products. Moreover,
the process for obtaining regulatory approval by the FDA or other governmental regulatory authorities is long and
costly and there can be no assurances that the necessary approvals will be obtained or maintained.

The pharmaceutical sector is also subject to rapid and significant technological change and competitive forces that
may make drugs obsolete or make it difficult to raise prices and, in fact, may result in price discounting. Companies in
the pharmaceutical sector may also be subject to expenses and losses from extensive litigation based on intellectual
property, product liability and similar claims. Failure of pharmaceutical companies to comply with applicable laws
and regulations can result in the imposition of civil and criminal fines, penalties and, in some instances, exclusion of
participation in government sponsored programs such as Medicare and Medicaid.

Companies in the pharmaceutical sector may be adversely affected by government regulation and changes in

reimbursement rates. The ability of many pharmaceutical companies to commercialize and monetize current and any
future products depends in part on the extent to which reimbursement for the cost of such products and related

37



Edgar Filing: BlackRock Health Sciences Trust - Form 497

treatments are available from third party payors, such as Medicare, Medicaid, private health insurance plans and
health maintenance organizations. Third-party payors are increasingly challenging the price and cost-effectiveness of
many medical products.

Significant uncertainty exists as to the reimbursement status of health care products, and there can be no assurances
that adequate third-party coverage will be available for pharmaceutical companies to obtain satisfactory price levels
for their products.

The international operations of many pharmaceutical companies expose them to risks associated with instability and
changes in economic and political conditions, foreign currency fluctuations, changes in foreign regulations and other

risks inherent to international business. Additionally, a pharmaceutical company’s valuation can often be based
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largely on the potential or actual performance of a limited number of products. A pharmaceutical company’s valuation
can also be greatly affected if one of its products proves unsafe, ineffective or unprofitable. Such companies also may
be characterized by thin capitalization and limited markets, financial resources or personnel, as well as dependence on
wholesale distributors. The stock prices of companies in the pharmaceutical industry have been and will likely
continue to be extremely volatile.

Biotechnology Industry Risk.The success of biotechnology companies is highly dependent on the development,
procurement and/or marketing of drugs. The values of biotechnology companies are also dependent on the
development, protection and exploitation of intellectual property rights and other proprietary information, and the
profitability of biotechnology companies may be significantly affected by such things as the expiration of patents or
the loss of, or the inability to enforce, intellectual property rights.

The research and other costs associated with developing or procuring new drugs, products or technologies and the
related intellectual property rights can be significant, and the results of such research and expenditures are
unpredictable. There can be no assurance that those efforts or costs will result in the development of a profitable drug,
product or technology. Moreover, the process for obtaining regulatory approval by the FDA or other governmental
regulatory authorities is long and costly and there can be no assurance that the necessary approvals will be obtained or
maintained.

The biotechnology sector is also subject to rapid and significant technological change and competitive forces that may
make drugs, products or technologies obsolete or make it difficult to raise prices and, in fact, may result in price
discounting. Companies in the biotechnology sector may also be subject to expenses and losses from extensive
litigation based on intellectual property, product liability and similar claims. Failure of biotechnology companies to
comply with applicable laws and regulations can result in the imposition of civil and/or criminal fines, penalties and,
in some instances, exclusion of participation in government sponsored programs such as Medicare and Medicaid.

Companies in the biotechnology sector may be adversely affected by government regulation and changes in
reimbursement rates. Healthcare providers, principally hospitals, that transact with companies in the biotechnology
industry, often rely on third party payors, such as Medicare, Medicaid, private health insurance plans and health
maintenance organizations to reimburse all or a portion of the cost of healthcare related products or services.
Biotechnology companies will continue to be affected by the efforts of governments and third party payors to contain
or reduce health care costs. For example, certain foreign markets control pricing or profitability of biotechnology
products and technologies. In the United States, there has been, and there will likely to continue to be, a number of
federal and state proposals to implement similar controls.

A biotechnology company’s valuation could be based on the potential or actual performance of a limited number of
products and could be adversely affected if one of its products proves unsafe, ineffective or unprofitable. Such
companies may also be characterized by thin capitalization and limited markets, financial resources or personnel. The
stock prices of companies involved in the biotechnology sector have been and will likely continue to be extremely
volatile.

Managed Care Sector Risk.Companies in the managed care sector often assume the risk of both medical and
administrative costs for their customers in return for monthly premiums. The profitability of these products depends in
large part on the ability of such companies to predict, price for, and effectively manage medical costs. Managed care
companies base the premiums they charge and their Medicare bids on estimates of future medical costs over the fixed
contract period; however, many factors may cause actual costs to exceed what was estimated and reflected in
premiums or bids. These factors may include medical cost inflation, increased use of services, increased cost of
individual services, natural catastrophes or other large-scale medical emergencies, epidemics, the introduction of new
or costly treatments and technology, new mandated benefits (such as the expansion of essential benefits coverage) or
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other regulatory changes and insured population characteristics. Relatively small differences between predicted and
actual medical costs or utilization rates as a percentage of revenues can result in significant changes in the financial
results of companies in which the Fund invests.

Managed care companies are regulated at the federal, state, local and international levels. Insurance and HMO
subsidiaries must be licensed by and are subject to the regulations of the jurisdictions in which they conduct business.
Health plans and insurance companies are also regulated under state insurance holding company regulations, and
some of their activities may be subject to other health care-related regulations. The health care industry is also
regularly subject to negative publicity, including as a result of governmental investigations, adverse media coverage
and political debate surrounding industry regulation. Negative publicity may adversely affect stock price, damage the
reputation of managed care companies in various markets or foster an increasingly active
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regulatory environment, which, in turn, could further increase the regulatory burdens under which such companies
operate and their costs of doing business.

The implementation of the ACA and other reforms could materially and adversely affect the manner in which
managed care companies conduct business and their results of operations, financial position and cash flows. The ACA
includes guaranteed coverage and expanded benefit requirements, eliminates pre-existing condition exclusions and
annual and lifetime maximum limits, restricts the extent to which policies can be rescinded, establishes minimum
medical loss ratios, creates a federal premium review process, imposes new requirements on the format and content of
communications (such as explanations of benefits) between health insurers and their members, grants to members new
and additional appeal rights, and imposes new and significant taxes on health insurers and health care benefits. It is
expected that the current presidential administration and U.S. Congress will continue to seek to modify, repeal, or
otherwise invalidate all, or certain provisions of, the ACA, despite the recent failed attempt by the U.S. House of
Representatives to advance a bill that sought to repeal and replace certain aspects of the ACA, as discussed further
below under “Risks Associated with the Implementation or Repeal of the Patient Protection and Affordable Care Act”.

Managed care companies contract with physicians, hospitals, pharmaceutical benefit service providers, pharmaceutical
manufacturers, and other health care providers for services. Such companies’ results of operations and prospects are
substantially dependent on their continued ability to contract for these services at competitive prices. Failure to
develop and maintain satisfactory relationships with health care providers, whether in-network or out-of-network,
could materially and adversely affect business, results of operations, financial position and cash flows.

Life Science and Tools Industry Risk. Life sciences industries are characterized by limited product focus, rapidly
changing technology and extensive government regulation. In particular, technological advances can render an
existing product, which may account for a disproportionate share of a company’s revenue, obsolete. Obtaining
governmental approval from agencies such as the FDA, the U.S. Department of Agriculture and other governmental
agencies for new products can be lengthy, expensive and uncertain as to outcome. Any delays in product development
may result in the need to seek additional capital, potentially diluting the interests of existing investors such as the
Fund. In addition, governmental agencies may, for a variety of reasons, restrict the release of certain innovative
technologies of commercial significance, such as genetically altered material. These various factors may result in
abrupt advances and declines in the securities prices of particular companies and, in some cases, may have a broad
effect on the prices of securities of companies in particular life sciences industries.

Intense competition exists within and among certain life sciences industries, including competition to obtain and
sustain proprietary technology protection. Life sciences companies can be highly dependent on the strength of patents,
trademarks and other intellectual property rights for maintenance of profit margins and market share. The complex
nature of the technologies involved can lead to patent disputes, including litigation that may be costly and that could
result in a company losing an exclusive right to a patent. Competitors of life sciences companies may have
substantially greater financial resources, more extensive development, manufacturing, marketing and service
capabilities, and a larger number of qualified managerial and technical personnel. Such competitors may succeed in
developing technologies and products that are more effective or less costly than any that may be developed by life
sciences companies in which the Fund invests and may also prove to be more successful in production and marketing.
Competition may increase further as a result of potential advances in health services and medical technology and
greater availability of capital for investment in these fields.

With respect to healthcare, cost containment measures already implemented by the federal government, state
governments and the private sector have adversely affected certain sectors of these industries. If not repealed, the
implementation of the ACA may create increased demand for healthcare products and services but also may have an
adverse effect on some companies in the health sciences industry. Increased emphasis on managed care in the United
States may put pressure on the price and usage of products sold by life sciences companies in which the Fund may
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invest and may adversely affect the sales and revenues of life sciences companies.

Product development efforts by life sciences companies may not result in commercial products for many reasons,
including, but not limited to, failure to achieve acceptable clinical trial results, limited effectiveness in treating the
specified condition or illness, harmful side effects, failure to obtain regulatory approval, and high manufacturing costs.
Even after a product is commercially released, governmental agencies may require additional clinical trials or change
the labeling requirements for products if additional product side effects are identified, which could have a material
adverse effect on the market price of the securities of those life sciences companies.

Certain life sciences companies in which the Fund may invest may be exposed to potential product liability risks that
are inherent in the testing, manufacturing, marketing and sale of pharmaceuticals, medical devices or other products.
There can be no assurances that a product liability claim would not have a material adverse effect on the business,
financial condition or securities prices of a company in which the Fund has invested.
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Healthcare Technology Sector Risk. Companies in the healthcare technology sector may incur substantial costs
related to product-related liabilities. Many of the software solutions, health care devices or services developed by such
companies are intended for use in collecting, storing and displaying clinical and health care-related information used
in the diagnosis and treatment of patients and in related health care settings such as admissions, billing, etc. The
limitations of liability set forth in the companies’ contracts may not be enforceable or may not otherwise protect these
companies from liability for damages. Healthcare technology companies may also be subject to claims that are not
covered by contract, such as a claim directly by a patient. Although such companies may maintain liability insurance
coverage, there can be no assurances that such coverage will cover any particular claim that has been brought or that
may be brought in the future, that such coverage will prove to be adequate or that such coverage will continue to
remain available on acceptable terms, if at all.

Healthcare technology companies may experience interruption at their data centers or client support facilities. The
business of such companies often relies on the secure electronic transmission, data center storage and hosting of
sensitive information, including protected health information, financial information and other sensitive information
relating to clients, company and workforce. In addition, such companies may perform data center and/or hosting
services for certain clients, including the storage of critical patient and administrative data and support services
through various client support facilities. If any of these systems are interrupted, damaged or breached by an
unforeseen event or actions of a third party, including a cyber-attack, or fail for any extended period of time, it could
have a material adverse impact on the results of operations for such companies.

The proprietary technology developed by healthcare technology companies may be subject to claims for infringement
or misappropriation of intellectual property rights of others, or may be infringed or misappropriated by others. Despite
protective measures and intellectual property rights, such companies may not be able to adequately protect against
theft, copying, reverse-engineering, misappropriation, infringement or unauthorized use or disclosure of their
intellectual property, which could have an adverse effect on their competitive position. In addition, these companies
are routinely involved in intellectual property infringement or misappropriation claims and it is expected that this
activity will continue or even increase as the number of competitors, patents and patent enforcement organizations in
the healthcare technology market increases, the functionality of software solutions and services expands, the use of
open-source software increases and new markets such as health care device innovation, health care transactions,
revenue cycle, population health management and life sciences are entered into. These claims, even if not meritorious,
are expensive to defend and are often incapable of prompt resolution.

The success of healthcare technology companies depends, in part, upon the recruitment and retention of key
personnel. To remain competitive, such companies must attract, motivate and retain highly skilled managerial, sales,
marketing, consulting and technical personnel, including executives, consultants, programmers and systems architects
skilled in healthcare technology, health care devices, health care transactions, population health management, revenue
cycle and life sciences industries and the technical environments in which solutions, devices and services are needed.
Competition for such personnel in the healthcare technology sector is intense in both the United States and abroad.
The failure to attract additional qualified personnel could have a material adverse effect on healthcare technology
companies’ prospects for long-term growth.

Healthcare Services Sector Risk. The operations of healthcare services companies are subject to extensive federal,
state and local government regulations, including Medicare and Medicaid payment rules and regulations, federal and
state anti-kickback laws, the physician self-referral law and analogous state self-referral prohibition statutes, Federal
Acquisition Regulations, the False Claims Act and federal and state laws regarding the collection, use and disclosure
of patient health information and the storage, handling and administration of pharmaceuticals. The Medicare and
Medicaid reimbursement rules related to claims submission, enrollment and licensing requirements, cost reporting,
and payment processes impose complex and extensive requirements upon dialysis providers as well. A violation or
departure from any of these legal requirements may result in government audits, lower reimbursements, significant
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fines and penalties, the potential loss of certification, recoupment efforts or voluntary repayments. If healthcare
services companies fail to adhere to all of the complex government regulations that apply to their businesses, such
companies could suffer severe consequences that would substantially reduce revenues, earnings, cash flows and stock
prices.

A substantial percentage of a healthcare services company’s service revenues may be generated from patients who
have state Medicaid or other non-Medicare government-based programs, such as coverage through the Department of
Veterans Affairs (“VA”), as their primary coverage. As state governments and other governmental organizations face
increasing budgetary pressure, healthcare services companies may in turn face reductions in payment rates, delays in
the receipt of payments, limitations on enrollee eligibility or other changes to the applicable programs.
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Current economic conditions could adversely affect the business and profitability of healthcare services companies.
Among other things, the potential decline in federal and state revenues that may result from such conditions may
create additional pressures to contain or reduce reimbursements for services from Medicare, Medicaid and other
government sponsored programs. Increasing job losses or slow improvement in the unemployment rate in the United
States as a result of adverse economic conditions may result in a smaller percentage of patients being covered by an
employer group health plan and a larger percentage being covered by lower paying Medicare and Medicaid programs.
Employers may also select more restrictive commercial plans with lower reimbursement rates. To the extent that
payors are negatively impacted by a decline in the economy, healthcare services companies may experience further
pressure on commercial rates, a further slowdown in collections and a reduction in the amounts they expect to collect.
In addition, uncertainty in the financial markets could adversely affect the variable interest rates payable under credit
facilities or could make it more difficult to obtain or renew such facilities or to obtain other forms of financing in the
future, if at all. Any or all of these factors, as well as other consequences of adverse economic conditions which
cannot currently be anticipated, could have a material adverse effect on a healthcare services company’s revenues,
earnings and cash flows and otherwise adversely affect its financial condition.

Healthcare Supplies Sector Risk. If healthcare supplies companies are unable to successfully expand their product
lines through internal research and development and acquisitions, their business may be materially and adversely
affected. In addition, if these companies are unable to successfully grow their businesses through marketing
partnerships and acquisitions, their business may be materially and adversely affected.

Consolidation of healthcare providers has increased demand for price concessions and caused the exclusion of
suppliers from significant market segments. It is expected that market demand, government regulation, third-party
reimbursement policies, government contracting requirements and societal pressures will continue to change the
worldwide health sciences industry, resulting in further business consolidations and alliances among customers and
competitors. This may exert further downward pressure on the prices of healthcare supplies companies’ products and
adversely impact their businesses, financial conditions or results of operations.

Quality is extremely important to healthcare supplies companies and their customers due to the serious and costly
consequences of product failure. Quality certifications are critical to the marketing success of their products and
services. If a healthcare supplies company fails to meet these standards or fails to adapt to evolving standards, its
reputation could be damaged, it could lose customers, and its revenue and results of operations could decline.

The ACA was enacted into law in the United States in March 2010. In addition to a medical device tax, effective as of
January 2013, there are many programs and requirements for which the details have not yet been fully established or
consequences not fully understood. In December 2015, Congress passed a two-year suspension of the medical device
tax from January 1, 2016 to December 31, 2017. On January 22, 2018, Congress extended the moratorium for an
additional two years. It is unclear what healthcare programs and regulations will be ultimately implemented at either
the federal or state level, but any changes that may decrease reimbursement for healthcare supplies companies’
products, reduce medical procedure volumes or increase cost containment measures could adversely impact the
business of such companies. The U.S. Congress to date has not passed any comprehensive legislation that repeals
and/or replaces the ACA. However, in connection with the Tax Cuts and Jobs Act of 2017 signed into law on
December 22, 2017, the individual mandate will be eliminated beginning in 2019, as discussed further below under
“Risks Associated with the Implementation or Repeal of the Patient Protection and Affordable Care Act.”

Healthcare Facilities Sector Risk. A healthcare facility’s ability to negotiate favorable contracts with Health
Maintenance Organizations (“HMOs”), insurers offering preferred provider arrangements and other managed care plans
significantly affects the revenues and operating results of such healthcare facilities. In addition, private payers are
increasingly attempting to control health care costs through direct contracting with hospitals to provide services on a
discounted basis, increased utilization reviews and greater enrollment in managed care programs, such as HMOs and
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Preferred Provider Organizations. The trend toward consolidation among private managed care payers tends to
increase their bargaining power over prices and fee structures. It is not clear what impact, if any, the increased
obligations on private payers imposed by the health care reform law will have on a healthcare facility’s ability to
negotiate reimbursement increases. However, if certain provisions of the ACA are implemented, including the
establishment of the exchanges, non-government payers may increasingly demand reduced fees. If a healthcare facility
is unable to enter into and maintain managed care contractual arrangements on acceptable terms, if it experiences
material reductions in the contracted rates received from managed care payers, or if it has difficulty collecting from
managed care payers, its results of operations could be adversely affected.

Further changes in the Medicare and Medicaid programs or other government health care programs could have an
adverse effect on a healthcare facility’s business. In addition to the changes potentially resulting from the ACA, the
Medicare and Medicaid programs are subject to other statutory and regulatory changes, administrative rulings,
interpretations and determinations concerning patient eligibility requirements, funding levels and the method of
calculating payments or reimbursements, among other things, requirements for utilization review, and federal and
state funding restrictions. All of these could materially increase or decrease payments from government programs in
the future, as well as affect the cost of providing services to patients and the timing of payments to facilities, which
could in turn adversely affect a healthcare facility’s overall business, financial condition, results of operations or cash
flows.
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Healthcare facilities continue to be adversely affected by a high volume of uninsured and underinsured patients, as
well as declines in commercial managed care patients. As a result, healthcare facilities continue to experience a high
level of uncollectible accounts, and, unless their business mix shifts toward a greater number of insured patients as a
result of the ACA or otherwise, the trend of higher co-pays and deductibles reverses, or the economy improves and
unemployment rates decline, it is anticipated that this high level of uncollectible accounts will continue or increase. In
addition, regardless of whether the ACA is implemented or repealed, healthcare facilities may continue to experience
significant levels of bad debt expense and may have to provide uninsured discounts and charity care for
undocumented aliens who are not permitted to enroll in a health insurance exchange or government health care
program.

Healthcare Equipment Sector Risk. The medical device markets are highly competitive and a healthcare equipment
company may be unable to compete effectively. These markets are characterized by rapid change resulting from
technological advances and scientific discoveries. Development by other companies of new or improved products,
processes, or technologies may make a healthcare equipment company’s products or proposed products less
competitive. In addition, these companies face competition from providers of alternative medical therapies such as
pharmaceutical companies.

Medical devices and related business activities are subject to rigorous regulation, including by the FDA, U.S.
Department of Justice, (“DOJ”), and numerous other federal, state, and foreign governmental authorities. These
authorities and members of Congress have been increasing their scrutiny of the healthcare equipment industry. In
addition, certain states have recently passed or are considering legislation restricting healthcare equipment companies’
interactions with health care providers and requiring disclosure of certain payments to them. It is anticipated that
governmental authorities will continue to scrutinize this industry closely, and that additional regulation may increase
compliance and legal costs, exposure to litigation, and other adverse effects to operations.

Healthcare equipment companies are substantially dependent on patent and other proprietary rights and failing to
protect such rights or to be successful in litigation related to such rights may result in the payment of significant
monetary damages and/or royalty payments, may negatively impact the ability of healthcare equipment companies to
sell current or future products, or may prohibit such companies from enforcing their patent and other proprietary rights
against others.

Quality problems with the processes, goods and services of a healthcare equipment company could harm the
company’s reputation for producing high-quality products and erode its competitive advantage, sales and market share.
Quality is extremely important to healthcare equipment companies and their customers due to the serious and costly
consequences of product failure. Quality certifications are critical to the marketing success of goods and services. If a
healthcare equipment company fails to meet these standards, its reputation could be damaged, it could lose customers,
and its revenue and results of operations could decline.

Healthcare Distributors Sector Risk. Companies in the healthcare distribution sector operate in markets that are highly
competitive. Because of competition, many of these companies face pricing pressures from customers and suppliers. If
these companies are unable to offset margin reductions caused by pricing pressures through steps such as effective
sourcing and enhanced cost control measures, the financial condition of such companies could be adversely affected.
In addition, in recent years, the health sciences industry has continued to consolidate. Further consolidation among
customers and suppliers (including branded pharmaceutical manufacturers) could give the resulting enterprises greater
bargaining power, which may adversely impact the financial condition of companies in the healthcare distribution
sector.

Fewer generic pharmaceutical launches or launches that are less profitable than those previously experienced may
have an adverse effect on the profits of companies in the healthcare distribution sector. Additionally, prices for
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existing generic pharmaceuticals generally decline over time, although this may vary. Price deflation on existing
generic pharmaceuticals may have an adverse effect on company profits. With respect to branded pharmaceutical price
appreciation, if branded manufacturers increase prices less frequently or by amounts that are smaller than have been
experienced historically, healthcare distribution companies may profit less from branded pharmaceutical agreements.

The health sciences industry is highly regulated, and healthcare distribution companies are subject to regulation in the
United States at both the federal and state level and in foreign countries. If healthcare distribution companies fail to

comply with these regulatory requirements, the financial condition of such companies could be adversely affected.

Due to the nature of the business of healthcare distribution companies, such companies may from time to time become
involved in disputes or legal proceedings. For example, some of the products that these companies distribute
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may be alleged to cause personal injury or violate the intellectual property rights of another party, subjecting such
companies to product liability or infringement claims. Litigation is inherently unpredictable, and the unfavorable
resolution of one or more of these legal proceedings could adversely affect the cash flows of healthcare distribution
companies.

Healthcare distribution companies depend on the availability of various components, compounds, raw materials and
energy supplied by others for their operations. Any of these supplier relationships could be interrupted due to events
beyond the control of such companies, including natural disasters, or could be terminated. A sustained supply
interruption could have an adverse effect on business.

Healthcare REIT Risk. The health sciences industry is highly regulated, and changes in government regulation and
reimbursement can have material adverse consequences on its participants, including REITs that derive their income
from the ownership, leasing, or financing of properties in the healthcare sector (‘“Healthcare REITs”), some of which
may be unintended. The health sciences industry is also highly competitive, and the operators and managers of
underlying properties of Healthcare REITs may encounter increased competition for residents and patients, including
with respect to the scope and quality of care and services provided, reputation and financial condition, physical
appearance of the properties, price and location. If tenants, operators and managers of the underlying properties of
Healthcare REITs are unable to successfully compete with other operators and managers by maintaining profitable
occupancy and rate levels, their ability to meet their respective obligations to Healthcare REITs may be materially
adversely affected. There can be no assurances that future changes in government regulation will not adversely affect
the health sciences industry, including seniors housing and healthcare operations, tenants and operators, nor can it be
certain that tenants, operators and managers of the underlying properties of Healthcare REITs will achieve and
maintain occupancy and rate levels that will enable them to satisfy their obligations to a Healthcare REIT. Any
adverse changes in the regulation of the health sciences industry or the competitiveness of the tenants, operators and
managers of the underlying properties of Healthcare REITs could have a more pronounced effect on a Healthcare
REIT than if it had investments outside the seniors housing and health sciences industry. Regulation of the long-term
health sciences industry generally has intensified over time both in the number and type of regulations and in the
efforts to enforce those regulations. Federal, state and local laws and regulations affecting the health sciences industry
include those relating to, among other things, licensure, conduct of operations, ownership of facilities, addition of
facilities and equipment, allowable costs, services, prices for services, qualified beneficiaries, quality of care, patient
rights, fraudulent or abusive behavior, and financial and other arrangements that may be entered into by healthcare
providers. In addition, changes in enforcement policies by federal and state governments have resulted in an increase
in the number of inspections, citations of regulatory deficiencies and other regulatory sanctions, including
terminations from the Medicare and Medicaid programs, bars on Medicare and Medicaid payments for new
admissions, civil monetary penalties and even criminal penalties. It is not possible to predict the scope of future
federal, state and local regulations and legislation, including the Medicare and Medicaid statutes and regulations, or
the intensity of enforcement efforts with respect to such regulations and legislation, and any changes in the regulatory
framework could have a material adverse effect on the tenants, operators and managers of underlying properties of
Healthcare REITSs, which, in turn, could have a material adverse effect on Healthcare REITs themselves.

If tenants, operators and managers of underlying properties of Healthcare REITs fail to comply with the extensive
laws, regulations and other requirements applicable to their businesses and the operation of properties, they could
become ineligible to receive reimbursement from governmental and private third-party payor programs, face bans on
admissions of new patients or residents, suffer civil or criminal penalties or be required to make significant changes to
their operations. Tenants, operators and managers of underlying properties of Healthcare REITs also could face
increased costs related to healthcare regulation, such as the ACA, or be forced to expend considerable resources in
responding to an investigation or other enforcement action under applicable laws or regulations. In such event, the
results of operations and financial condition of tenants, operators and managers of underlying properties of Healthcare
REITs and the results of operations of properties operated or managed by those entities could be adversely affected,
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which, in turn, could have a material adverse effect on Healthcare REITSs.

Certain tenants and operators of underlying properties of Healthcare REITs may rely on reimbursement from
third-party payors, including the Medicare and Medicaid programs, for substantially all of their revenues. Federal and
state legislators and regulators have adopted or proposed various cost-containment measures that would limit
payments to healthcare providers, and budget crises and financial shortfalls have caused states to implement or
consider Medicaid rate freezes or cuts. Private third-party payors also have continued their efforts to control
healthcare costs. There is no assurance that tenants and operators of underlying properties of Healthcare REITs who
currently depend on governmental or private payor reimbursement will be adequately reimbursed for the services they
provide. Significant limits by governmental and private third-party payors on the scope of services reimbursed
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or on reimbursement rates and fees, whether from legislation, administrative actions or private payor efforts, could
have a material adverse effect on the liquidity, financial condition and results of operations of certain tenants and
operators of underlying properties of Healthcare REITs, which could affect adversely their ability to comply with the
terms of leases and have a material adverse effect on Healthcare REITs.

REITs whose underlying properties are concentrated in a particular industry, such as the healthcare industry, or
geographic region are subject to risks affecting such industries or regions. The securities of REITs involve greater
risks than those associated with larger, more established companies and may be subject to more abrupt or erratic price
movements because of interest rate changes, economic conditions and other factors. Securities of such issuers may
lack sufficient market liquidity to enable the Fund to effect sales at an advantageous time or without a substantial drop
in price.

Risks Associated with the Implementation or Repeal of the Patient Protection and Affordable Care Act. In March
2010, the ACA was enacted. The ACA contains a number of provisions that could affect the Fund and its investments
over the next several years. These provisions include establishing health insurance exchanges to facilitate the purchase
of qualified health plans, expanding Medicaid eligibility, subsidizing insurance premiums and creating requirements
and incentives for businesses to provide healthcare benefits. Other provisions contain changes to healthcare fraud and
abuse laws and expand the scope of the Federal False Claims Act. The ACA contains numerous other measures that
could also affect the Fund. For example, payment modifiers are to be developed that will differentiate payments to
physicians under federal healthcare programs based on quality of care. In addition, other provisions authorize
voluntary demonstration projects relating to the bundling of payments for episodes of hospital care and the sharing of
cost savings achieved under the Medicare program. In October 2011, the Centers for Medicare and Medicaid Services
(“CMS”) issued a final rule under the ACA that is intended to allow physicians, hospitals and other health care providers
to coordinate care for Medicare beneficiaries through Accountable Care Organizations (“ACOs”). ACOs are entities
consisting of healthcare providers and suppliers organized to deliver services to Medicare beneficiaries and eligible to
receive a share of any cost savings the entity can achieve by delivering services to those beneficiaries at a cost below a
set baseline and with sufficient quality of care.

Many of the ACA’s most significant reforms, such as the establishment of state-based and federally facilitated
insurance exchanges that provide a marketplace for eligible individuals and small employers to purchase health care
insurance, became effective only recently. On October 1, 2013, individuals began enrolling in health care insurance
plans offered under these state-based and federally-facilitated insurance exchanges, notwithstanding significant
technical issues in accessing and enrolling in the federal online exchange. Such issues may have delayed or reduced
the purchase of health care insurance by uninsured persons. In order to be covered on the effective date of January 1,
2014 individuals were required to enroll and pay their first premium by December 24, 2013, however, extensions were
granted on a case by case basis depending on specific circumstances. Uninsured persons who do not enroll in health
care insurance plans will be required to pay a penalty to the Internal Revenue Service, unless a hardship exception
applied. The patient responsibility costs related to health care plans obtained through the insurance exchanges may be
high, and healthcare companies may experience increased bad debt due to patients’ inability to pay for certain services.

The ACA also allows states to expand their Medicaid programs through an increase in the Medicaid eligibility income
limit from a state’s current eligibility levels to 133% of the federal poverty level. It remains unclear to what extent
states will expand their Medicaid programs by raising the income limit to 133% of the federal poverty level. As a
result of these and other uncertainties, it is impossible to predict whether there will be more uninsured patients than
anticipated when the ACA was enacted.

The current presidential administration and the majorities of both houses of the U.S. Congress have expressed interest

in modifying, repealing, or otherwise invalidating all, or certain provisions of, the ACA. In January 2017, the House
and Senate passed a budget resolution that authorizes congressional committees to draft legislation to repeal all or
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portions of the ACA and permits such legislation to pass with a majority vote in the Senate. Additionally, President
Trump, in January 2017, issued an executive order in which he stated that it is his administration’s policy to seek the
prompt repeal of the ACA and directed executive departments and federal agencies to waive, defer, grant exemptions
from, or delay the implementation of the provisions of the ACA to the maximum extent permitted by law. Despite
several attempts, the U.S. Congress to date has not passed any comprehensive legislation that repeals and/or replaces
the ACA. However, in connection with the Tax Cuts and Jobs Act of 2017 signed into law on December 22, 2017, the
individual mandate will be eliminated beginning in 2019. The repeal of the individual mandate may have an adverse
effect on ACA insurance markets and the healthcare sector and lead to further legislative action. Therefore, the impact
the current presidential administration and U.S. Congress may have, if any, on the ACA, and any changes will likely
take time to unfold and could have an impact on coverage and reimbursement for healthcare items and services
covered by plans that were authorized by the ACA.

Additional Risks. Additional risk factors associated with an investment in the Fund are set forth in “Risk Factors” under
Item 8 in Part II. Due to the nature of the Fund’s investment program, the Fund is particularly susceptible to the risks

of equities (such as common stock and preferred equity risk), high-yield and distressed securities (“junk bonds”), foreign
investing, credit and other derivatives (such as options, credit default swaps and interest rate transactions), currency
instruments and counterparty default.
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3.b.The Fund does not currently borrow money for investment purposes or have preferred shares outstanding, and has
no present intention of borrowing money for investment purposes or issuing preferred shares in the future.

If the Fund were to utilize leverage, additional information regarding the risks of leverage is contained under “Item
8—Leverage” in Part II.

4.See Item 8.2, above, and Item 8 in Part II.
5. The following table sets set forth the high and low market prices for Fund common shares on the NYSE, for

each full quarterly period within the Fund’s two most recent fiscal years and each full quarter since the
beginning of the Fund’s current fiscal year, along with the NAV and discount or premium to NAV for each

quotation.
Premium/(Discount)
Market Price Net Asset Value to Net Asset Value
Period Ended High  Low High  Low High Low

March 31, 2018 $37.23 $33.42 $38.56 $35.02 (3.45% (4.57)%
December 31,2017 $37.12 $34.64 $35.70 $34.99 3.98% (1.00)%
September 30, 2017 $37.63 $34.88 $35.84 $34.34 4.99% 1.51%
June 30, 2017 $36.65 $33.90 $35.26 $33.22 3.94% 2.05%
March 31, 2017 $34.63 $32.34 $33.74 $31.84 2.64% 1.57%
December 31,2016 $36.18 $30.96 $32.72 $31.09 10.57% (0.42)%
September 30, 2016 $36.24 $34.24 $34.58 $33.85 4.80% 1.15%
June 30, 2016 $38.10 $34.47 $33.82 $32.33 12.66% 6.62%
March 31, 2016 $39.12 $31.60 $35.59 $30.37 9.92% 4.05%

As of April 26, 2018, the NAV per common share of the Fund was $35.57 and the market price per common share
was $35.18, representing a discount to NAV of 1.10%. Common shares of the Fund have historically traded at both a
premium and discount to NAV.

See “Repurchase of Common Shares” under Item 8 in Part II for additional information.

6.Not applicable.

Item 9. Management

1.BlackRock Advisors, LLC acts as the investment adviser for the Fund. Pursuant to an investment management
agreement between the Advisor and the Fund (the “Investment Management Agreement”), the Fund pays the Advisor
a monthly fee at an annual rate of 1.00% of the Fund’s average weekly net assets.

A discussion regarding the basis for the approval of the Investment Management Agreement by the Board is available
in the Fund’s Semi-Annual Report to shareholders for the period ended June 30, 2017.

The Fund is managed by a team of investment professionals comprised of is managed by a team of investment
professionals comprised of Erin Xie, PhD, MBA, Managing Director at BlackRock, Kyle G. McClements, CFA,
Managing Director at BlackRock and Christopher Accettella, Director at BlackRock. Messrs. Accettella

and McClements and Ms. Xie are the Fund’s portfolio managers and are responsible for the day-to-day management of
the Fund’s portfolio and the selection of its investments.
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Portfolio Manager Since Title and Recent Biography
Erin Xie, PhD, 2005 Managing Director of BlackRock since 2006; Director of BlackRock from 2005 to 2006;

MBA Senior Vice President of State Street Research & Management from 2001 to 2005.

Kyle G. 2005 Managing Director of BlackRock since 2009; Director of BlackRock from 2006 to 2008;

McClements, CFA Vice President of BlackRock, Inc. in 2005; Vice President of State Street Research &
Management from 2004 to 2005.

Christopher 2012 Director of BlackRock since 2008; Vice President of BlackRock, Inc. from 2005 to 2008.

Accettella

Additional information regarding the Board, the Advisor and the portfolio managers, including the portfolio managers’
compensation, other accounts managed and ownership of Fund securities, is included under Item 21, below, and under
Item 9, Item 18 and Item 21 in Part II.

State Street Bank and Trust Company provides certain administration and accounting services to the Fund pursuant to
an Administration and Accounting Services Agreement (the “Administration Agreement”). Pursuant to the
Administration Agreement, State Street Bank and Trust Company provides the Fund with, among other things,
customary fund accounting services, including computing the Fund’s NAV and maintaining books, records and other
documents relating to the Fund’s financial and portfolio transactions, and customary fund administration services,
including assisting the Fund with regulatory filings, tax compliance and other oversight activities. For these and other
services it provides to the Fund, State Street Bank and Trust Company is paid a monthly fee at an annual rate ranging
from 0.0075% to 0.015% of the Fund’s managed assets, along with an annual fixed fee ranging from $0 to $10,000 for
the services it provides to the Fund.

Certain legal matters will be passed upon by Skadden, Arps, Slate, Meagher & Flom LLP, which serves as counsel to
the Fund.

See “Other Service Providers” under Item 9 in Part II for additional information about State Street Bank and Trust
Company, the Fund’s other service providers and other matters relevant to the Fund’s management.

2.Not applicable.

3.Not applicable.

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

1. The Fund is an unincorporated statutory trust organized under the laws of Delaware pursuant to an
Agreement and Declaration of Trust dated as of January 19, 2005, as subsequently amended and restated.
The Fund is authorized to issue an unlimited number of common shares of beneficial interest, par value
$0.001 per share.

The Fund, acting pursuant to an SEC exemptive order and with the approval of the Board, has adopted a plan (the
“Distribution Plan”), consistent with its investment objective and policies to support a level distribution of income,
capital gains and/or return of capital. In accordance with the Distribution Plan, the Fund currently distributes the
following fixed amount per share on a monthly basis: $0.20 per common share.

The fixed amount distributed per share is subject to change at the discretion of the Board. Under its Distribution Plan,

the Fund will distribute all available investment income to its shareholders, consistent with its investment objective
and as required by the Internal Revenue Code of 1986, as amended (the “Code”). If sufficient investment income is not
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available on a monthly basis, the Fund will distribute long-term capital gains and/or return of capital to shareholders in
order to maintain a level distribution. A return of capital distribution may involve a return of the shareholder’s original
investment. Shareholders should not assume that the source of a distribution from the Fund is net investment income
and should not confuse a return of capital distribution with “dividend yield” or “total return.” Shareholders who receive
the payment of a dividend or other distribution consisting of a return of capital may be under the impression that the
Fund is distributing net investment income when it is not.
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Each monthly distribution to shareholders is expected to be at the fixed amount established by the Board, except for
extraordinary distributions and potential distribution rate increases or decreases to enable the Fund to comply with the
distribution requirements imposed by the Code.

Shareholders should not draw any conclusions about the Fund’s investment performance from the amount of these
distributions or from the terms of the Distribution Plan. The Fund’s total return performance on NAV is presented in its
financial highlights table included under Item 4, above.

The Board may amend, suspend or terminate the Distribution Plan without prior notice if it deems such actions to be
in the best interests of the Fund or its shareholders. The suspension or termination of the Distribution Plan could have
the effect of creating a trading discount (if the Fund’s stock is trading at or above NAV) or widening an existing
trading discount. The Fund is subject to risks that could have an adverse impact on its ability to maintain level
distributions. Examples of potential risks include, but are not limited to, economic downturns impacting the markets,
decreased market volatility, companies suspending or decreasing corporate dividend distributions and changes in the
Code. Please refer to Item 8, above, and Item 8 in Part II, below, for a more complete description of the risks
applicable to an investment in the Fund.
For additional information about the Fund’s common shares, see Item 10 in Part II.
The Fund does not have any preferred shares outstanding.

2.See Item 10.1, above, and Item 10 in Part II.

3.See Item 10.1, above, and Item 10 in Part II.

4.See “Tax Matters” under Item 10 in Part II.

5.Outstanding Securities, as of March 31, 2018:

Title of Class Amount Amount Held by Fund for Amount Outstanding (Exclusive of Amount
Authorized its Account Held by Fund for its Account)

Common Shares, par ~ Unlimited 0 9,297,560

value $0.001

6.Not applicable.

Item 11. Defaults and Arrears on Senior Securities

Not applicable.

Item 12. Legal Proceedings

Not applicable.

Item 13. Table of Contents of SAI

57



Not applicable.

Item 14. Cover Page
Not applicable.
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Item 15. Table of Contents

Not applicable.

Item 16. General Information and History

Not applicable.

Item 17. Investment Objective and Policies
1.See Item 8.2 and Item 8.3, above, and Item 8 in Part II.
2.See Item 8.2 and Item 8.3, above, and Item 8 in Part II.
3.See Item 8.2 and Item 8.3, above, and Item 8 in Part II.

4.Not applicable.

Item 18. Management

1.See Item 18 in Part II.
2.See Item 18 in Part II.
3.See Item 18 in Part II.
4.See Item 18 in Part II.

During the Fund’s fiscal year ended December 31, 2017, the Board and the Board’s committees held the following
meetings:

I-31

59



Edgar Filing: BlackRock Health Sciences Trust - Form 497

Board or Committee Number of Meetings
Board (Regular Meetings) 7

Board (Special Meetings) 2

Audit Committee 13

Governance and Nominating Committee 4

Compliance Committee 4

Performance Oversight Committee 4

Executive Committee 0

See Item 18 in Part II.
6.See Item 18 in Part II.

7.The Board of the Fund currently consists of ten individuals, eight of whom are not “interested persons” of the Fund as
defined in the 1940 Act (the “Independent Trustees”). The registered investment companies advised by the Advisor or
its affiliates (the “BlackRock-Advised Funds”) are organized into one complex of closed-end funds (the “Closed-End
Complex”), two complexes of open-end funds (the “Equity-Liquidity Complex” and the “Equity-Bond Complex”) and
one complex of exchange-traded funds (the “Exchange-Traded Complex”; each such complex a “BlackRock Fund
Complex”). The Fund is included in the Closed-End Complex. The Trustees also oversee as Board members the
operations of the other closed-end registered investment companies included in the Closed-End Complex.

Information relating to each Trustee’s share ownership in the Fund and in the other funds in the BlackRock Fund
Complexes that are overseen by the respective Trustee as of December 31, 2017 is set forth in the chart below:

Dollar Range of Equity Securities Aggregate Dollar Range of Equity Securities and Share

and Share Equivalents in the Equivalents Overseen by Trustees in the Family of Registered
Name of Trustee Fund* Investment Companies**
Independent
Trustees
Michael J. $50,000 - $100,000 over $100,000
Castellano
Richard E. $10,001 - $50,000 over $100,000
Cavanagh
Cynthia L. Egan None $0
Frank J. Fabozzi $1 - $10,000 over $100,000
R. Glenn $50,001 - $100,000 over $100,000
Hubbard
W. Carl Kester  $10,001 - $50,000 over $100,000
Catherine A. $1 - $10,000 $50,001 - $100,000
Lynch
Karen P. $10,001 - $50,000 over $100,000
Robards
Interested
Trustees
John M. None over $100,000
Perlowski
Robert None over $100,000
Fairbairn***
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*Includes share equivalents owned under the deferred compensation plan in the Fund by certain Independent Trustees
who have participated in the deferred compensation plan of the funds in the Family of Registered Investment

Companies.
** The term “Family of Registered Investment Companies” refers to all registered investment companies advised by

the Advisor or an affiliate thereof. Includes share equivalents owned under the deferred compensation plan in the
funds in the Family of Registered Investment Companies by certain Independent Trustees who have participated
in the deferred compensation plan of the funds in the Family of Registered Investment Companies.

*#%% Mr. Robert Fairbairn became a Trustee of the Fund on February 16, 2018.

8.See Item 18 in Part II.
9.See Item 18 in Part II.
10.See Item 18 in Part II.
11.See Item 18 in Part II.
12.See Item 18 in Part II.
13.The following table sets forth the aggregate compensation, including deferred compensation amounts, paid to each
Independent Trustee by the Fund during its most recently completed fiscal year and by the Closed-End Complex

for the most recently completed calendar year. Messrs. Fairbairn and Perlowski serve without compensation from
the Fund because of their affiliation with BlackRock, Inc. (“BlackRock”) and the Advisor. See Item 18 in Part II for

additional information regarding trustee compensation.
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Aggregate Compensation

from the Fund Aggregate Compensation from the Fund and other
(Year Ended December 31, BlackRock-Advised Funds in the Closed-End Complex(1)

Name 2017) (Most Recently Completed Calendar Year)

Independent

Trustees

Michael J.

Castellano $2,901 $310,000 (2)

Richard E.

Cavanagh $3,860 $412,500 (2)

Cynthia L. Egan $2,737 $292,500 (2)

Frank J. Fabozzi $3,181 $340,000 (2)

R. Glenn

Hubbard $2,924 $312,500 (2)

W. Carl Kester  $2,901 $310,000 (2)

Catherine A.

Lynch $2,901 $310,000 (2)

Karen P.

Robards $3,883 $415,000 (2)

(1)Represents the aggregate compensation earned by such persons from the Closed-End Complex during the calendar
year ended December 31, 2017. Of this amount, Mr. Castellano, Mr. Cavanagh, Dr. Fabozzi, Dr. Hubbard, Dr.
Kester, Ms. Lynch and Ms. Robards deferred $93,000, $103,125, $0, $156,250, $40,000, $62,000, and $41,500,
respectively, pursuant to the Closed-End Complex’s deferred compensation plan.

(2) Total amount of deferred compensation payable by the Closed-End Complex to Mr. Castellano, Mr. Cavanagh, Dr.
Fabozzi, Dr. Hubbard, Dr. Kester, Ms. Lynch and Ms. Robards is $706,925, $1,196,499, $804,504, $2,099,188,
$1,128,563, $66,125, and $849,666, respectively, as of December 31, 2017. Ms. Egan did not participate in the
deferred compensation plan as of December 31, 2017.

14.Not applicable.
15.See Item 18 in Part II.
16.See Item 18 in Part II.

17.See Item 18 in Part II.

Item 19. Control Persons and Principal Holders of Securities
1. Not applicable.

2.Unless otherwise indicated, the information set forth below is as of March 31, 2018. To the Fund’s knowledge, no
person beneficially owned more than 5% of the Fund’s outstanding common shares, except as set forth below.

Common Shares
Investor Address Held+t Common Shares % Held+t
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100 N Tryon Street

Charlotte, NC 28255 +°721 8.05%

Bank of America Corporation

The information contained in this table is based on Schedule 13D/13G filings made on or before March 31, 2018.

3.See Item 19 in Part II.

Item 20. Investment Advisory and Other Services

1.The table below sets forth information about the total advisory fees, net of any applicable fee waiver, paid by the
Fund to the Advisor for the last three fiscal years.
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Year Ended
December 31,
2017 2016 2015

$3,101,533(M  $2,766,482(D $3,248,903(1)

(1)The Advisor voluntarily agreed to waive its investment advisory fees by the amount of investment advisory fees
the Fund pays to the Advisor indirectly through its investment in affiliated money market funds. However, the
Advisor does not waive its investment advisory fees by the amount of investment advisory fees paid in connection
with the Fund’s investment in other affiliated investment companies, if any. Pursuant to these arrangements, the
figures in the table above reflect waivers by the Advisor of its fees in the amounts of $7,086, $9,713 and $8,987 for
the years ended December 31, 2017, December 31, 2016 and December 31, 2015, respectively.

On December 2, 2016, the Fund and the Advisor entered into the Fee Waiver Agreement, pursuant to which the
Advisor has contractually agreed, effective December 2, 2016, to waive the management fee with respect to any
portion of the Fund’s assets estimated to be attributable to investments in any equity and fixed-income mutual funds
and exchange-traded funds managed by the Advisor or its affiliates that have a contractual advisory fee. The Fee
Waiver Agreement is in effect until June 30, 2019 and may be continued from year to year thereafter, provided that
such continuance is specifically approved by the Advisor and the Fund (including by a majority of the Fund’s
Independent Trustees). Neither the Advisor nor the Fund is obligated to extend the Fee Waiver Agreement. The

Fee Waiver Agreement may be terminated at any time, without the payment of any penalty, only by the Fund

(upon the vote of a majority of the Independent Trustees of the Fund or a majority of the outstanding voting
securities of the Fund), upon 90 days’ written notice by the Fund to the Advisor.

See Item 9.1, above, and Item 9 and Item 20 in Part II for additional information regarding the Advisor.
2.See Item 9.1, above, and Item 9 and Item 20 in Part II.
3.Not applicable.
4. Effective March 29, 2017, State Street Bank and Trust Company (“State Street”) provides certain administration and
accounting services to the Fund pursuant to the Administration Agreement. The table below shows the amounts
paid by the Fund to State Street for the period March 29, 2017 to December 31, 2017 and to BNY Mellon

Investment Servicing (US) Inc., the Fund’s previous administrator, for such services for the period January 1, 2017
to March 28, 2017 and the years ended December 31, 2016 and December 1, 2015:

Period Period Year Ended
March 29, 2017 January 1, 2017 December 31,

to December 31. 2017 to March 31, 2017 2016 2015

$14,997 $0 $68,462 $56,454

64



Edgar Filing: BlackRock Health Sciences Trust - Form 497

See Item 9.1, above, and Item 9 in Part II for additional information regarding the Administration Agreement.
5.Not applicable.
6.See Item 9 in Part II.
7.See Item 9 in Part II.
8.Not applicable.
Item 21. Portfolio Managers

1.The following table sets forth information about funds and accounts other than the Fund for which the portfolio
managers are primarily responsible for the day-to-day portfolio management as of December 31, 2017:
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Number of Other Accounts and
Assets for Which Advisory Fee is
Performance-Based

Number of Other Accounts Managed
and Assets by Account Type

Name of Other Registered  Other Pooled Other Registered Other Pooled
Portfolio Investment Investment Other Investment Investment Other
Manager Companies Vehicles Accounts  Companies Vehicles Accounts
Erin Xie, PhD, 3 2 1 0 0 1
MBA $6.62 Billion $3.19 Billion $1.07 $0 $0 $1.07
Billion Billion
Kyle G. 9 8 2 0 0 0
McClements, $7.54 Billion $684.4 Million  $445.7 $0 $0 $0
CFA Million
Christopher 10 14 0 0 0 0
Accettella $8.82 Billion $2.41 Billion $0 $0 $0 $0

Conflicts of Interest. It should be noted that Ms. Xie may be managing certain hedge fund and/or long only accounts,

or may be part of a team managing certain hedge fund and/or long only accounts, subject to incentive fees. Ms. Xie

may therefore be entitled to receive a portion of any incentive fees earned on such accounts. See “Portfolio Managers —
Potential Material Conflicts of Interest” under Item 21 in Part II.

2.See Item 21 in Part II for a general overview and description of the structure of, and the method used to determine,
the compensation of the portfolio managers. The principal components of compensation include a base salary, a
performance-based discretionary bonus, participation in various benefits programs and one or more of the incentive
compensation programs established by BlackRock. The following sets forth how various components of this
compensation structure apply specifically to these portfolio managers as of December 31, 2017.

Discretionary Incentive Compensation.
Ms. Xie

Generally, discretionary incentive compensation for Active Equity portfolio managers is based on a formulaic
compensation program. BlackRock’s formulaic portfolio manager compensation program is based on team revenue
and pre-tax investment performance relative to appropriate competitors or benchmarks over 1-, 3- and 5-year
performance periods, as applicable. In most cases, these benchmarks are the same as the benchmark or benchmarks
against which the performance of the funds or other accounts managed by the portfolio managers are measured.
BlackRock’s Chief Investment Officers determine the benchmarks or rankings against which the performance of the
funds or other accounts managed by the portfolio managers are measured. BlackRock’s Chief Investment Officers
determine the benchmarks or rankings against which the performance of funds and other accounts managed by each
portfolio management team is compared and the period of time over which performance is evaluated. With respect to
the portfolio manager, such benchmarks for the Fund and other accounts are: MSCI All Country World Index (Net
Total Return); MSCI All Country World ex US - Net Return; MSCI All Country World ex US Index (Net TR); MSCI
World Health Care; Morningstar Global Large-Cap Blend Equity; Morningstar Foreign Large Blend; LIPPER Options
Arbitrage/Opt Strategies Funds; S&P United States MidSmallCap Index; MSCI All Country World Index (Net Total
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Return); Morningstar US Mid-Cap Equity; Morningstar Mid-Cap Growth;MS Investment Association North America
Classification; Morningstar World Stock; MS Investment Association Global Classification; LIPPER Options
Arbitrage/Opt Strategies Funds; Morningstar Technology; LIPPER Sector Equity Funds; S&P 500 Index; Russell
3000 HealthCare Index; Citigroup 3-month T-bill Index; Morningstar Sector Equity Healthcare; Morningstar Health
Classification; and LIPPER Sector Equity Funds.

A smaller element of portfolio manager discretionary compensation may include consideration of: financial results,
expense control, profit margins, strategic planning and implementation, quality of client service, market share,
corporate reputation, capital allocation, compliance and risk control, leadership, technology and innovation. These
factors are considered collectively by BlackRock management and the relevant Chief Investment Officers.

Messrs. Accettella and McClements

Discretionary incentive compensation is a function of several components: the performance of BlackRock, Inc., the
performance of the portfolio manager’s group within BlackRock, the investment performance, including risk-adjusted
returns, of the firm’s assets or strategies under management or supervision by that portfolio manager, and/or the
individual’s performance and contribution to the overall performance of these portfolios and BlackRock. Among other
things, BlackRock’s Chief Investment Officers make a subjective determination with respect to each portfolio
manager’s compensation based on the performance of the funds, other accounts or strategies managed by each
portfolio manager. Performance is generally measured on a pre-tax basis over various time periods including 1-, 3-
and 5- year periods, as applicable. The performance of some funds, other accounts or strategies may not be measured
against a specific benchmark.
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Long-Term Incentive Plan Awards. Messrs. Accettella and McClements and Ms. Xie have unvested long-term
incentive awards.

Deferred Compensation Program. Any portfolio manager who is either a managing director or director at BlackRock
with compensation above a specified threshold (which would include these portfolio managers) is eligible to
participate in the deferred compensation program.

Incentive Savings Plan. All of the eligible portfolio managers are eligible to participate in these plans.

3.As of December 31, 2017, the portfolio managers beneficially own the following dollar ranges of equity securities
in the Fund:

Portfolio Manager Dollar Range of Equity Securities of the Fund Beneficially Owned
Erin Xie, PhD, MBA $100,001 - $500,000

Kyle G. McClements, CFA $10,001 - $50,000

Christopher Accettella $10,001 - $50,000

Item 22. Brokerage Allocation and Other Practices

1.Information about the brokerage commissions paid by the Fund is set forth in the following table:

For the Fiscal Year Ended Aggregate Brokerage Commissions Paid

December 31, 2017 $ 230,723
December 31, 2016 $ 299,180
December 31, 2015 $ O

See Item 22 in Part II for additional information about how the Fund effects portfolio transactions.
2.The Advisor may place portfolio transactions, to the extent permitted by law, with brokerage firms affiliated with
the Fund and the Advisor, if it reasonably believes that the quality of execution and the commission are comparable

to that available from other qualified brokerage firms.

The Fund has not paid any brokerage commissions to affiliated broker-dealers during the three most recent fiscal
years.

Information about the security lending agent fees paid by the Fund to the security lending agent is set forth in the
following table:
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For the Fiscal Year Ended Aggregate
Security Lending Agent Fees

December 31, 2017 $ 444
December 31, 2016 $ 2,103.80
December 31, 2015 $ 1,196.96

3.See Item 22 in Part II.
4.Not applicable.
5.The Fund held no securities of its regular brokers or dealers (as defined in Rule 10b-1 of the 1940 Act) as of
December 31, 2017.
Item 23. Tax Status

See Item 10.4, above, and “Tax Matters” under Item 10 in Part II.

Item 24. Financial Statements

The Fund’s audited financial statements for the fiscal year ended December 31, 2017 are incorporated by reference
herein to the Fund’s annual report filed on Form N-CSR on March 8, 2018.
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PART II
ADDITIONAL INFORMATION ABOUT
BLACKROCK HEALTH SCIENCES TRUST

Item 5. Plan of Distribution

The Fund has entered into an amended and restated Distribution Agreement (the “Distribution Agreement”) with
BlackRock Investments, LLC, an affiliate of the Fund and the Advisor located at 55 East 52nd Street, New York, NY
10055, to provide for distribution of the Fund’s common shares on a reasonable efforts basis through various specified
transactions, including at-the-market offerings pursuant to Rule 415 under the Securities Act, subject to various
conditions. The Distribution Agreement has been filed as an exhibit to the Registration Statement of which this
Prospectus is a part. The summary of the Distribution Agreement contained herein is qualified by reference to the
Distribution Agreement.

Subject to the terms and conditions of the Distribution Agreement, the Fund may from time to time issue and sell its
common shares through the Distributor to certain broker-dealers which have entered into selected sub-placement agent
agreements with the Distributor. Currently, the Distributor has entered into a sub-placement agent agreement with
UBS Securities LLC, pursuant to which the Sub-Placement Agent will be acting as the Distributor’s sub-placement
agent with respect to at-the-market offerings of the Fund’s common shares. The Sub-Placement Agent Agreement has
been filed as an exhibit to the Registration Statement of which this Prospectus forms a part. The summary of the
Sub-Placement Agent Agreement contained herein is qualified by reference to the Sub-Placement Agent Agreement.

Under the Sub-Placement Agent Agreement, upon instructions from the Distributor the Sub-Placement Agent will use
its reasonable best efforts to sell, as sub-placement agent, Fund common shares under the terms and subject to the
conditions set forth in the Sub-Placement Agent Agreement. The Distributor will instruct the Sub-Placement Agent as
to the amount of Fund common shares authorized for sale by the Sub-Placement Agent on any particular day that is a
trading day for the exchange on which the Fund’s common shares are listed and primarily trade. The Distributor will
also instruct the Sub-Placement Agent not to sell Fund common shares if the sales cannot be effected at or above a
price designed by the Distributor, which price will at least be equal to the Minimum Price and which price, may, in the
discretion of the Distributor and the Fund, be above the Minimum Price. The Distributor and the Fund may, in their
discretion, determine not to authorize sales of the Fund’s common shares on a particular day even if the per share price
of the shares is equal to or greater than the Minimum Price. The Fund and the Distributor will have full discretion
regarding whether sales of Fund common shares will be authorized on a particular day and, if so, in what amounts.
The Fund, the Distributor or the Sub-Placement Agent may suspend a previously authorized offering of Fund common
shares upon proper notice and subject to other conditions.

The Sub-Placement Agent will provide written confirmation to the Distributor following the close of trading on a day
on which Fund common shares are sold under the Sub-Placement Agent Agreement. Each confirmation will include
the number of shares sold, the net proceeds to the Fund and the compensation the Sub-Placement Agent is owed in
connection with the sales. There is no guarantee that there will be any sales of the Fund’s common shares pursuant to
this Prospectus. Actual sales, if any, of the Fund’s common shares may be greater or less than the most recent market
price set forth in this Prospectus, depending on the market price of the Fund’s common shares at the time of any such
sale; provided, however, that sales will not be made at less than the Minimum Price.

Settlements of sales of common shares will occur on the second business day following the date on which any such
sales are made.

In connection with the sale of common shares on behalf of the Fund, the Distributor may be deemed to be an
underwriter within the meaning of the Securities Act, and the compensation of the Distributor may be deemed to be
underwriting commissions or discounts.
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The offering of the Fund’s common shares pursuant to the Distribution Agreement will terminate upon the earlier of (i)
the sale of all common shares subject thereto or (ii) termination of the Distribution Agreement. The Fund and the
Distributor each have the right to terminate the Distribution Agreement in its discretion upon advance notice to the
other party.

The Sub-Placement Agent, its affiliates and their respective employees hold or may hold in the future, directly or
indirectly, investment interests in BlackRock, Inc., the parent company of the Distributor, and funds advised by the
Adpvisor and its affiliates. The interests held by employees of the Sub-Placement Agent or its affiliates are not
attributable to, and no investment discretion is held by, the Sub-Placement Agent or its affiliates.
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The Fund has agreed to indemnify the Distributor and hold the Distributor harmless against certain liabilities,
including certain liabilities under the Securities Act, except for any liability to the Fund or its investors to which the
Distributor would otherwise be subject by reason of willful misfeasance, bad faith or gross negligence in the
performance of its duties or by its reckless disregard of its obligations and duties under its agreement with the Fund.

Additional information regarding the plan of distribution is set forth under Item 5 in Part I.

Item 8. Description of the Fund
Portfolio Contents and Techniques

The Fund may invest in the following instruments and use the following investment techniques, subject to any
limitations set forth in Part I. There is no guarantee the Fund will buy all of the types of securities or use all of the
investment techniques that are described herein.

Equity Securities. The Fund invests in equity securities, including common stocks, preferred stocks, convertible
securities, warrants and depositary receipts. Common stock represents an equity ownership interest in a company. The
Fund may hold or have exposure to common stocks of issuers of any size, including small and medium capitalization
stocks. Because the Fund will ordinarily have exposure to common stocks, the Fund’s portfolio and investment returns
will be subject at times, and over time, to higher levels of volatility and market and issuer-specific risk than if it
invested exclusively in debt securities.

Options. An option on a security is a contract that gives the holder of the option, in return for a premium, the right to
buy from (in the case of a call) or sell to (in the case of a put) the writer of the option the security underlying the
option at a specified exercise or “strike” price. The writer of an option on a security has the obligation upon exercise of
the option to deliver the underlying security upon payment of the exercise price or to pay the exercise price upon
delivery of the underlying security. Certain options, known as “American style” options may be exercised at any time
during the term of the option. Other options, known as ‘“European style” options, may be exercised only on the
expiration date of the option. As the writer of an option, the Fund would effectively add leverage to its portfolio
because, in addition to its managed assets, the Fund would be subject to investment exposure on the value of the assets
underlying the option.

If an option written by the Fund expires unexercised, the Fund realizes on the expiration date a capital gain equal to
the premium received by the Fund at the time the option was written. If an option purchased by the Fund expires
unexercised, the Fund realizes a capital loss equal to the premium paid. Prior to the earlier of exercise or expiration, an
exchange-traded option may be closed out by an offsetting purchase or sale of an option of the same series (type,
underlying security, exercise price, and expiration). There can be no assurances, however, that a closing purchase or
sale transaction can be effected when the Fund desires. The Fund may sell call or put options it has previously
purchased, which could result in a net gain or loss depending on whether the amount realized on the sale is more or
less than the premium and other transaction costs paid on the call or put option when purchased. The Fund will realize
a capital gain from a closing purchase transaction if the cost of the closing transaction is less than the premium
received from writing the option, or, if it is more, the Fund will realize a capital loss. If the premium received from a
closing sale transaction is more than the premium paid to purchase the option, the Fund will realize a capital gain or, if
it is less, the Fund will realize a capital loss. Net gains from the Fund’s options strategy may be short-term capital gains
which, for U.S. federal income tax purposes, will constitute net investment company taxable income.

Call Options and Covered Call Writing. The Fund intends to follow a strategy known as “covered call option writing,”
which is a strategy designed to generate current gains from option premiums as a means to enhance distributions

payable to the Fund’s shareholders.
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Over time, as the Fund writes covered call options over more of its portfolio, its ability to benefit from capital
appreciation may become more limited, and the Fund will lose money to the extent that it writes covered call options
and the securities on which it writes these options appreciate above the exercise price of the option by an amount that
exceeds the exercise price of the option. Therefore, over time, the Advisor may choose to decrease its use of an
options writing strategy to the extent that it may negatively impact the Fund’s ability to benefit from capital
appreciation.

A call option written by the Fund on a security is “covered” if the Fund owns the security underlying the call or has an
absolute and immediate right to acquire that security without additional cash consideration (or, if additional cash
consideration is required, cash or other assets determined to be liquid by the Advisor (in accordance with procedures
established by the Board) in such amount are segregated by the Fund’s custodian or earmarked on the Fund’s books and
records) upon conversion or exchange of other securities held by the Fund. A call option is also covered if the Fund
holds a
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call on the same security as the call written where the exercise price of the call held is (i) equal to or less than the
exercise price of the call written or (ii) greater than the exercise price of the call written, provided the difference is
maintained by the Fund in segregated or earmarked assets determined to be liquid by the Advisor as described above.

The standard contract size for a single option is 100 shares of the common stock. There are four items needed to
identify any option: (1) the underlying security, (2) the expiration month, (3) the strike price and (4) the type (call or
put). For example, ten XYZ Co. October 40 call options provide the right to purchase 1,000 shares of XYZ Co. on or
before October at $40.00 per share. A call option whose strike price is above the current price of the underlying stock
is called “out-of-the-money.” Most of the options that will be sold by the Fund are expected to be out-of-the-money,
allowing for potential appreciation in addition to the proceeds from the sale of the option. An option whose strike
price is below the current price of the underlying stock is called “in-the-money” and could be sold by the Fund as a
defensive measure to protect against a possible decline in the underlying stock.

The following is a conceptual example of a covered call transaction, making the following assumptions: (1) a common
stock currently trading at $37.15 per share; (2) a six-month call option is written with a strike price of $40.00 (i.e.,
7.7% higher than the current market price); and (3) the writer receives $2.45 (or 6.6%) of the common stock’s value as
a premium. This example is not meant to represent the performance of any actual common stock, option contract or
the Fund itself and does not reflect any transaction costs of entering into or closing out the option position. Under this
scenario, before giving effect to any change in the price of the stock, the covered-call writer receives the premium,
representing 6.6% of the common stock’s value, regardless of the stock’s performance over the 6-month period until
option expiration. If the stock remains unchanged, the option will expire and there would be a 6.6% return for the
six-month period. If the stock were to decline in price by 6.6%, the strategy would “break-even” thus offering no gain or
loss. If the stock were to climb to a price of $40.00 or above, the option would be exercised and the stock would return
7.7% coupled with the option premium of 6.6% for a total return of 14.3%. Under this scenario, the investor would not
benefit from any appreciation of the stock above $40.00, and thus be limited to a 14.3% total return. The premium
from writing the call option serves to offset some of the unrealized loss on the stock in the event that the price of the
stock declines, but if the stock were to decline more than 6.6% under this scenario, the investor’s downside protection
is eliminated and the stock could eventually become worthless.

For conventional listed call options, the option’s expiration date can be up to nine months from the date the call options
are first listed for trading. Longer-term call options can have expiration dates up to three years from the date of listing.
It is anticipated that under certain circumstances when deemed at the Advisor’s discretion to be in the best interest of
the Fund, options that are written against Fund stock holdings will be repurchased prior to the option’s expiration date,
generating a gain or loss in the options. If the options were not to be repurchased, the option holder would exercise
their rights and buy the stock from the Fund at the strike price if the stock traded at a higher price than the strike price.
In general, when deemed at the Advisor’s discretion to be in the best interests of the Fund, the Fund may enter into
transactions, including closing transactions, that would allow it to continue to hold its common stocks rather than
allowing them to be called away by the option holders.

Put Options. Put options are contracts that give the holder of the option, in return for a premium, the right to sell to
the writer of the option the security underlying the option at a specified exercise price at any time during the term of
the option. Put option strategies may produce a higher return than covered call writing, but may involve a higher
degree of risk and potential volatility.

The Fund will write (sell) put options on individual securities only if the put option is “covered.” A put option written by
the Fund on a security is “covered” if the Fund segregates or earmarks assets determined to be liquid by the Advisor, as
described above, equal to the exercise price. Unlike a covered call option, the “cover” for a put option “covered” in this
manner will not provide the Fund with any appreciation to offset any loss the Fund experiences if the put option is
exercised. A put option is also covered if the Fund holds a put on the same security as the put written where the

exercise price of the put held is (i) equal to or greater than the exercise price of the put written, or (ii) less than the
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exercise price of the put written, provided the difference is maintained by the Fund in segregated or earmarked assets
determined to be liquid by the Advisor, as described above. A put option purchased to cover a written put option may
not necessarily have the same counterparty or expiration date as the written put option; however, the Fund will only
use the purchased put option as cover for the written put option until the expiration date of the purchased put option.

The following is a conceptual example of a put transaction, making the following assumptions: (1) a common stock
currently trading at $37.15 per share; (2) a six-month put option written with a strike price of $35.00 (i.e., 94.21% of
the current market price); and (3) the writer receives $1.10 or 2.96% of the common stock’s value as a premium. This
example is not meant to represent the performance of any actual common stock, option contract or the Fund itself and
does not reflect any transaction costs of entering into or closing out the option position. Under this scenario, before
giving effect to any
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change in the price of the stock, the put writer receives the premium, representing 2.96% of the common stock’s value,
regardless of the stock’s performance over the six-month period until the option expires. If the stock remains
unchanged, appreciates in value or declines less than 5.79% in value, the option will expire and there would be a
2.96% return for the six-month period. If the stock were to decline by 5.79% or more, the Fund would lose an amount
equal to the amount by which the stock’s price declined minus the premium paid to the Fund. The stock’s price could
lose its entire value, in which case the Fund would lose $33.90 ($35.00 minus $1.10).

Options on Indices. The Fund may sell call and put options on stock indices or sectors. Because index and sector
options both refer to options on baskets of securities and generally have similar characteristics, we refer to these types
of options collectively as “index” options. Options on an index differ from options on individual securities because (i)
the exercise of an index option requires cash payments and does not involve the actual purchase or sale of securities,
(ii) the holder of an index option has the right to receive cash upon exercise of the option if the level of the index upon
which the option is based is greater, in the case of a call, or less, in the case of a put, than the exercise price of the
option and (iii) index options reflect price-fluctuations in a group of securities or segments of the securities market
rather than price fluctuations in a single security.

As the seller of an index call or put option, the Fund receives cash (the premium) from the purchaser. The purchaser of
an index call option has the right to any appreciation in the value of the index over a fixed price (the exercise price) on
or before a certain date in the future (the expiration date). The purchaser of an index put option has the right to any
depreciation in the value of the index below a fixed price (the exercise price) on or before a certain date in the future
(the expiration date). The Fund, in effect, agrees to sell the potential appreciation (in the case of a call) or accept the
potential depreciation (in the case of a put) in the value of the relevant index in exchange for the premium. If, at or
before expiration, the purchaser exercises the call or put option sold by the Fund, the Fund will pay the purchaser the
difference between the cash value of the index and the exercise price of the index option. The premium, the exercise
price and the market value of the index determine the gain or loss realized by the Fund as the seller of the index call or
put option.

The Fund may execute a closing purchase transaction with respect to an index option it has sold and sell another
option (with either a different exercise price or expiration date or both). The Fund’s objective in entering into such a
closing transaction will be to optimize net index option premiums. The cost of a closing transaction may reduce the
net index option premiums realized from the sale of the index option.

The Fund will cover its obligations when it sells index options. An index option is considered “covered” if the Fund
maintains with its custodian or designates on its books and records assets determined to be liquid by the Advisor (in
accordance with procedures established by the Board) in an amount equal to the contract value of the applicable

basket of securities. The “cover” for an index option “covered” in this manner will not provide the Fund with any
appreciation to offset any loss the Fund experiences if the index option is exercised. An index or sector put option also
is “covered” if the Fund holds a put on the same basket of securities as the put written where the exercise price of the put
held is (i) equal to or more than the exercise price of the put written, or (ii) less than the exercise price of the put
written, provided the difference is maintained by the Fund in segregated or earmarked assets determined to be liquid
by the Advisor as described above. An index or sector call option also is “covered” if the Fund holds a call on the same
basket of securities as the call written where the exercise price of the call held is (i) equal to or less than the exercise
price of the call written, or (ii) greater than the exercise price of the call written, provided the difference is maintained
by the Fund in segregated or earmarked assets determined to be liquid by the Advisor as described above.

Limitation on Options Writing Strategy. The Fund generally writes options that are “out of the money” — in other words,
the strike price of a written call option will be greater than the market price of the underlying security on the date that
the option is written, or, for a written put option, less than the market price of the underlying security on the date that
the option is written; however, the Fund may also write “in the money” options for defensive or other purposes. As the
Fund writes covered calls over more of its portfolio, its ability to benefit from capital appreciation becomes more
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limited.

The number of covered call and put options on securities the Fund can write is limited by the total assets the Fund
holds, and further limited by the fact that all options represent 100 share lots of the underlying common stock. The
Fund will not write “naked” or uncovered call or put options other than those that are “covered” by the segregation or
earmarking of liquid assets or other methods as described above. Furthermore, the Fund’s exchange-listed option
transactions will be subject to limitations established by each of the exchanges, boards of trade or other trading
facilities on which such options are traded. These limitations govern the maximum number of options in each class
which may be written or purchased by a single investor or group of investors acting in concert, regardless of whether
the options are written or purchased on the same or different exchanges, boards of trade or other trading facilities or
are held or written in one or more accounts or through one or more brokers. Thus, the number of options which the
Fund may write or purchase may be affected by options written or
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purchased by other investment advisory clients of the Advisor. An exchange, board of trade or other trading facility
may order the liquidation of positions found to be in excess of these limits, and it may impose certain other sanctions.

Preferred Securities. The Fund may invest in preferred securities. There are two basic types of preferred securities.
The first type, sometimes referred to as traditional preferred securities, consists of preferred stock issued by an entity
taxable as a corporation. The second type, sometimes referred to as trust preferred securities, are usually issued by a
trust or limited partnership and represent preferred interests in deeply subordinated debt instruments issued by the
corporation for whose benefit the trust or partnership was established.

Traditional Preferred Securities. Traditional preferred securities generally pay fixed or adjustable rate dividends (or a
combination thereof — e.g., a fixed rate that moves to an adjustable rate after some period of time) to investors and
generally have a “preference” over common stock in the payment of dividends and the liquidation of a company’s assets.
This means that a company must pay dividends on preferred stock before paying any dividends on its common stock.
In order to be payable, distributions on such preferred securities must be declared by the issuer’s board of directors.
Income payments on typical preferred securities currently outstanding are cumulative, causing dividends and
distributions to accumulate even if not declared by the board of directors or otherwise made payable. In such a case all
accumulated dividends must be paid before any dividend on the common stock can be paid. However, some
traditional preferred stocks are non-cumulative, in which case dividends do not accumulate and need not ever be paid.
A portion of the portfolio may include investments in non-cumulative preferred securities, whereby the issuer does not
have an obligation to make up any arrearages to its shareholders. Should an issuer of a non-cumulative preferred stock
held by the Fund determine not to pay dividends on such stock, the amount of dividends the Fund pays may be
adversely affected. There is no assurance that dividends or distributions on the preferred securities in which the Fund
invests will be declared or otherwise made payable.

Preferred stockholders usually have no right to vote for corporate directors or on other matters. Shares of preferred
stock have a liquidation value that generally equals the original purchase price at the date of issuance. The market
value of preferred securities may be affected by favorable and unfavorable changes impacting companies in the
utilities and financial services sectors, which are prominent issuers of preferred securities, and by actual and
anticipated changes in tax laws, such as changes in corporate income tax rates or the “Dividends Received Deduction.”
Because the claim on an issuer’s earnings represented by preferred securities may become onerous when interest rates
fall below the rate payable on such securities, the issuer may redeem the securities. Thus, in declining interest rate
environments in particular, the Fund’s holdings, if any, of higher rate-paying fixed rate preferred securities may be
reduced and the Fund may be unable to acquire securities of comparable credit quality paying comparable rates with
the redemption proceeds.

Trust Preferred Securities. Trust preferred securities are typically issued by corporations, generally in the form of
interest-bearing notes with preferred security characteristics, or by an affiliated business trust of a corporation,
generally in the form of beneficial interests in subordinated debentures or similarly structured securities. The trust
preferred securities market consists of both fixed and adjustable coupon rate securities that are either perpetual in
nature or have stated maturity dates.

Trust preferred securities are typically junior and fully subordinated liabilities of an issuer or the beneficiary of a
guarantee that is junior and fully subordinated to the other liabilities of the guarantor. In addition, trust preferred
securities typically permit an issuer to defer the payment of income for eighteen months or more without triggering an
event of default. Generally, the deferral period is five years or more. Because of their subordinated position in the
capital structure of an issuer, the ability to defer payments for extended periods of time without default consequences
to the issuer, and certain other features (such as restrictions on common dividend payments by the issuer or ultimate
guarantor when full cumulative payments on the trust preferred securities have not been made), these trust preferred
securities are often treated as close substitutes for traditional preferred securities, both by issuers and investors. Trust
preferred securities have many of the key characteristics of equity due to their subordinated position in an issuer’s
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capital structure and because their quality and value are heavily dependent on the profitability of the issuer rather than
on any legal claims to specific assets or cash flows.

Convertible Securities. A convertible security is a bond, debenture, note, preferred stock or other security that may be
converted into or exchanged for a prescribed amount of common stock or other equity security of the same or a
different issuer within a particular period of time at a specified price or formula. A convertible security entitles the
holder to receive interest paid or accrued on debt or the dividend paid on preferred stock until the convertible security
matures or is redeemed, converted or exchanged. Before conversion, convertible securities have characteristics similar
to nonconvertible income securities in that they ordinarily provide a stable stream of income with generally higher
yields than those of common stocks of the same or similar issuers, but lower yields than comparable nonconvertible
securities. The value of a convertible security is influenced by changes in interest rates, with investment value
declining as interest rates increase and increasing as interest rates decline. The credit standing of the issuer and other
factors also may have an effect on the convertible security’s investment value. Convertible securities rank senior to
common stock in a corporation’s capital structure but are usually subordinated to comparable nonconvertible securities.
Convertible securities may be subject to redemption at the option of the issuer at a price established in the convertible
security’s governing instrument.
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A “synthetic” or “manufactured” convertible security may be created by the Fund or by a third party by combining
separate securities that possess the two principal characteristics of a traditional convertible security: an income
producing component and a convertible component. The income-producing component is achieved by investing in
non-convertible, income-producing securities such as bonds, preferred stocks and money market instruments. The
convertible component is achieved by investing in securities or instruments such as warrants or options to buy
common stock at a certain exercise price, or options on a stock index. Unlike a traditional convertible security, which
is a single security having a single market value, a synthetic convertible comprises two or more separate securities,
each with its own market value. Because the “market value” of a synthetic convertible security is the sum of the values
of its income-producing component and its convertible component, the value of a synthetic convertible security may
respond differently to market fluctuations than a traditional convertible security. The Fund also may purchase
synthetic convertible securities created by other parties, including convertible structured notes. Convertible structured
notes are income-producing debentures linked to equity. Convertible structured notes have the attributes of a
convertible security; however, the issuer of the convertible note (typically an investment bank), rather than the issuer
of the underlying common stock into which the note is convertible, assumes credit risk associated with the underlying
investment and the Fund in turn assumes credit risk associated with the issuer of the convertible note.

Rights and Warrants. The Fund may participate in rights offerings and may purchase warrants. Warrants are

privileges issued by corporations enabling the owners to subscribe to and purchase a specified number of shares of the
corporation at a specified price during a specified period of time. Subscription rights normally have a short life span to
expiration. The purchase of rights or warrants involves the risk that the Fund could lose the purchase value of a right
or warrant if the right to subscribe to additional shares is not exercised prior to the rights’ or warrants’ expiration. Also,
the purchase of rights and/or warrants involves the risk that the effective price paid for the right and/or warrant added
to the subscription price of the related security may exceed the value of the subscribed security’s market price such as
when there is no movement in the level of the underlying security. Buying a warrant does not make the Fund a
shareholder of the underlying stock.

Depositary Receipts. The Fund may invest in sponsored and unsponsored ADRs, EDRs, GDRs and other similar
global instruments. ADRs typically are issued by a U.S. bank or trust company and evidence ownership of underlying
securities issued by a non-U.S. corporation. EDRs, which are sometimes referred to as Continental Depositary
Receipts, are receipts issued in Europe, typically by non-U.S. banks and trust companies, that evidence ownership of
either non-U.S. or domestic underlying securities. GDRs are depositary receipts structured like global debt issues to
facilitate trading on an international basis.

REITs. REITs possess certain risks which differ from an investment in common stocks. REITs are financial vehicles
that pool investors’ capital to purchase or finance real estate. REITs may concentrate their investments in specific
geographic areas or in specific property types (e.g., hotels, shopping malls, residential complexes and office
buildings). The market value of REIT shares and the ability of REITs to distribute income may be adversely affected
by several factors, including rising interest rates, changes in the national, state and local economic climate and real
estate conditions, perceptions of prospective tenants of the safety, convenience and attractiveness of the properties, the
ability of the owners to provide adequate management, maintenance and insurance, the cost of complying with the
Americans with Disabilities Act, increased competition from new properties, the impact of present or future
environmental legislation and compliance with environmental laws, changes in real estate taxes and other operating
expenses, adverse changes in governmental rules and fiscal policies, adverse changes in zoning laws and other factors
beyond the control of the REIT issuers. In addition, distributions received by the Fund from REITs may consist of
dividends, capital gains and/or return of capital. As REITs generally pay a higher rate of dividends (on a pre-tax basis)
than operating companies, to the extent application of the Fund’s investment strategy results in the Fund investing in
REIT shares, the percentage of the Fund’s dividend income received from REIT shares will likely exceed the
percentage of the Fund’s portfolio which is comprised of REIT shares. There are three general categories of REITs:
equity REITs, mortgage REITs and hybrid REITs. Equity REITs invest primarily in direct fee ownership or leasehold
ownership of real property; they derive most of their income from rents. Mortgage REITs invest mostly in mortgages
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on real estate, which may secure construction, development or long-term loans, and the main source of their income is
mortgage interest payments. Hybrid REITs hold both ownership and mortgage interests in real estate.

Restricted and Illiquid Securities. The Fund may invest without limitation in restricted, illiquid or less liquid
securities or securities in which no secondary trading market is readily available or which are otherwise illiquid,
including private placement securities.

The liquidity of a security relates to the ability to dispose easily of the security and the price to be obtained upon
disposition of the security, which may be less than would be obtained for a comparable more liquid security. “Illiquid
securities” are securities which cannot be sold within seven days in the ordinary course of business at approximately
the value used by the Fund in determining its NAV. Illiquid securities may trade at a discount from comparable, more
liquid investments. Investment of the Fund’s assets in illiquid securities may restrict the ability of the Fund to dispose
of its investments in a timely fashion and for a fair price as well as its ability to take advantage of market
opportunities. The risks associated with illiquidity will be particularly acute where the Fund’s operations require cash,
such as when the Fund pays
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dividends, and could result in the Fund borrowing to meet short-term cash requirements or incurring capital losses on
the sale of illiquid investments.

“Restricted securities” are securities that are not registered under the Securities Act. Restricted securities may be sold in
private placement transactions between issuers and their purchasers and may be neither listed on an exchange nor
traded in other established markets. In many cases, privately placed securities may not be freely transferable under the
laws of the applicable jurisdiction or due to contractual restrictions on resale. As a result of the absence of a public
trading market, privately placed securities may be less liquid and more difficult to value than publicly traded
securities. To the extent that privately placed securities may be resold in privately negotiated transactions, the prices
realized from the sales, due to restrictions on resale, could be less than those originally paid by the Fund or less than
their fair market value. In addition, issuers whose securities are not publicly traded may not be subject to the
disclosure and other investor protection requirements that may be applicable if their securities were publicly traded. If
any privately placed securities held by the Fund are required to be registered under the securities laws of one or more
jurisdictions before being resold, the Fund may be required to bear the expenses of registration. Certain of the Fund’s
investments in private placements may consist of direct investments and may include investments in smaller, less
seasoned issuers, which may involve greater risks. These issuers may have limited product lines, markets or financial
resources, or they may be dependent on a limited management group. In making investments in such securities, the
Fund may obtain access to material nonpublic information, which may restrict the Fund’s ability to conduct portfolio
transactions in such securities.

Some of these securities are new and complex, and trade only among institutions; the markets for these securities are
still developing, and may not function as efficiently as established markets. Also, because there may not be an
established market price for these securities, the Fund may have to estimate their value, which means that their
valuation (and thus the valuation of the Fund) may have a subjective element.

Transactions in restricted or illiquid securities may entail registration expense and other transaction costs that are
higher than those for transactions in unrestricted or liquid securities eligible for trading on national securities

exchanges or in the over-the-counter (“OTC”) markets. Where registration is required for restricted or illiquid securities
a considerable time period may elapse between the time the Fund decides to sell the security and the time it is actually
permitted to sell the security under an effective registration statement. If during such period, adverse market

conditions were to develop, the Fund may obtain less favorable pricing terms than when it decided to sell the security.

Private Company Investments. The Fund may invest in equity securities or debt securities, including debt securities
issued with warrants to purchase equity securities or that are convertible into equity securities, of private companies.
The Fund may enter into private company investments identified by the Advisor or may co-invest in private company
investment opportunities owned or identified by other third party investors, such as private equity firms, with which
neither the Fund nor the Advisor is affiliated. However, the Fund will not invest in private equity funds or other
privately offered pooled investment funds.

Non-U.S. Securities. The Fund may invest in securities of non-U.S. issuers (“Non-U.S. Securities”). Subject to the
Fund’s investment policies, these securities may be U.S. dollar-denominated or non-U.S. dollar-denominated. Some
Non-U.S. Securities may be less liquid and more volatile than securities of comparable U.S. issuers. Similarly, there is
less volume and liquidity in most foreign securities markets than in the United States and, at times, greater price
volatility than in the United States. Because evidence of ownership of such securities usually is held outside the
United States, the Fund will be subject to additional risks if it invests in Non-U.S. Securities, which include adverse
political and economic developments, seizure or nationalization of foreign deposits and adoption of governmental
restrictions which might adversely affect or restrict the payment of principal and interest on the foreign securities to
investors located outside the country of the issuer, whether from currency blockage or otherwise. Non-U.S. Securities
may trade on days when the common shares are not priced or traded.
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Emerging Markets Investments. The Fund may invest in securities of issuers located in emerging market countries,
including securities denominated in currencies of emerging market countries. Emerging market countries generally
include every nation in the world except the United States, Canada, Japan, Australia, New Zealand and most countries
located in Western Europe. These issuers may be subject to risks that do not apply to issuers in larger, more developed
countries. These risks are more pronounced to the extent the Fund invests significantly in one country. Less
information about non-U.S. issuers or markets may be available due to less rigorous disclosure and accounting
standards or regulatory practices. Many non-U.S. markets are smaller, less liquid and more volatile than U.S. markets.
In a changing market, the Advisor may not be able to sell the Fund’s portfolio securities in amounts and at prices it
considers reasonable. The U.S. dollar may appreciate against non-U.S. currencies or an emerging market government
may impose restrictions on currency conversion or trading. The economies of non-U.S. countries may grow at a
slower rate than expected or may experience a downturn or recession. Economic, political and social developments
may adversely affect non-U.S. securities markets.
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Corporate Bonds. Corporate bonds are debt obligations issued by corporations. Corporate bonds may be either
secured or unsecured. Collateral used for secured debt includes real property, machinery, equipment, accounts
receivable, stocks, bonds or notes. If a bond is unsecured, it is known as a debenture. Bondholders, as creditors, have a
prior legal claim over common and preferred stockholders as to both income and assets of the corporation for the
principal and interest due them and may have a prior claim over other creditors if liens or mortgages are involved.
Interest on corporate bonds may be fixed or floating, or the bonds may be zero coupons. Interest on corporate bonds is
typically paid semi-annually and is fully taxable to the bondholder. Corporate bonds contain elements of both interest
rate risk and credit risk. The market value of a corporate bond generally may be expected to rise and fall inversely
with interest rates and may also be affected by the credit rating of the corporation, the corporation’s performance and
perceptions of the corporation in the marketplace. Corporate bonds usually yield more than government or agency
bonds due to the presence of credit risk.

High Yield Securities (“Junk Bonds”). The Fund may invest in securities rated, at the time of investment, below
investment grade quality such as those rated “Ba” or below by Moody’s Investor’s Service, Inc. (“Moody’s”) and “BB” or
below by Standard & Poor’s Corporation Ratings Group, a division of The McGraw-Hill Companies, Inc. (“S&P”) or
Fitch IBCA, Inc. (“Fitch”), or securities comparably rated by other rating agencies or in securities determined by the
Adpvisor to be of comparable quality. Such securities, sometimes referred to as “high yield” or “junk” bonds, are
predominantly speculative with respect to the capacity to pay interest and repay principal in accordance with the terms

of the security and generally involve greater price volatility than securities in higher rating categories. Often the
protection of interest and principal payments with respect to such securities may be very moderate and issuers of such
securities face major ongoing uncertainties or exposure to adverse business, financial or economic conditions which

could lead to inadequate capacity to meet timely interest and principal payments.

Lower grade securities, though high yielding, are characterized by high risk. They may be subject to certain risks with
respect to the issuing entity and to greater market fluctuations than certain lower yielding, higher rated securities. The
secondary market for lower grade securities may be less liquid than that of higher rated securities. Adverse conditions
could make it difficult at times for the Fund to sell certain securities or could result in lower prices than those used in
calculating the Fund’s NAV.

The prices of fixed income securities generally are inversely related to interest rate changes; however, the price
volatility caused by fluctuating interest rates of securities also is inversely related to the coupons of such securities.
Accordingly, below investment grade securities may be relatively less sensitive to interest rate changes than higher
quality securities of comparable maturity because of their higher coupon. The investor receives this higher coupon in
return for bearing greater credit risk. The higher credit risk associated with below investment grade securities
potentially can have a greater effect on the value of such securities than may be the case with higher quality issues of
comparable maturity.

Lower grade securities may be particularly susceptible to economic downturns. It is likely that an economic recession
could severely disrupt the market for such securities and may have an adverse impact on the value of such securities.
In addition, it is likely that any such economic downturn could adversely affect the ability of the issuers of such
securities to repay principal and pay interest thereon and increase the incidence of default for such securities.

The ratings of Moody’s, S&P, Fitch and other rating agencies represent their opinions as to the quality of the
obligations which they undertake to rate. Ratings are relative and subjective and, although ratings may be useful in
evaluating the safety of interest and principal payments, they do not evaluate the market value risk of such obligations.
Although these ratings may be an initial criterion for selection of portfolio investments, the Advisor also will
independently evaluate these securities and the ability of the issuers of such securities to pay interest and principal. To
the extent that the Fund invests in lower grade securities that have not been rated by a rating agency, the Fund’s ability
to achieve its investment objective will be more dependent on the Advisor’ credit analysis than would be the case when
the Fund invests in rated securities.
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Distressed and Defaulted Securities. The Fund may invest in securities of financially distressed and bankrupt issuers,
including debt obligations that are in covenant or payment default. Such investments generally trade significantly
below par and are considered speculative. The repayment of defaulted obligations is subject to significant
uncertainties. Defaulted obligations might be repaid only after lengthy workout or bankruptcy proceedings, during
which the issuer might not make any interest or other payments. Typically such workout or bankruptcy proceedings
result in only partial recovery of cash payments or an exchange of the defaulted obligation for other debt or equity
securities of the issuer or its affiliates, which may in turn be illiquid or speculative.

U.S. Government Debt Securities. The Fund may invest in debt securities issued or guaranteed by the U.S.
Government, its agencies or instrumentalities, including U.S. Treasury obligations, which differ in their interest rates,
maturities and times of issuance. Such obligations include U.S. Treasury bills (maturity of one year or less), U.S.
Treasury notes (maturity of one to ten years) and U.S. Treasury bonds (generally maturities of greater than ten years),
including the principal components or the interest components issued by the U.S. Government under the separate
trading of registered
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interest and principal securities program (i.e., “STRIPS”), all of which are backed by the full faith and credit of the
United States.

Sovereign Governmental and Supranational Debt. The Fund may invest in all types of debt securities of governmental
issuers in all countries, including emerging market countries. These sovereign debt securities may include: debt
securities issued or guaranteed by governments, governmental agencies or instrumentalities and political subdivisions;
debt securities issued by government owned, controlled or sponsored entities; interests in entities organized and
operated for the purpose of restructuring the investment characteristics of instruments issued by any of the above
issuers; or debt securities issued by supranational entities such as the World Bank. A supranational entity is a bank,
commission or company established or financially supported by the national governments of one or more countries to
promote reconstruction or development. Sovereign government and supranational debt involve all the risks described
herein regarding foreign and emerging markets investments as well as the risk of debt moratorium, repudiation or
renegotiation.

Variable and Floating Rate Instruments. Variable and floating rate securities provide for a periodic adjustment in the
interest rate paid on the obligations. The terms of such obligations provide that interest rates are adjusted periodically
based upon an interest rate adjustment index as provided in the respective obligations. The adjustment intervals may
be regular, and range from daily up to annually, or may be event-based, such as based on a change in the prime rate.

The interest rate on a floating rate security is a variable rate which is tied to another interest rate, such as a
money-market index or Treasury bill rate. The interest rate on a floating rate security resets periodically, typically
every six months. Because of the interest rate reset feature, floating rate securities provide the Fund with a certain
degree of protection against rises in interest rates, although the Fund will participate in any declines in interest rates as
well.

Zero-Coupon Bonds, Step-Ups and Pay-In-Kind Securities. Zero-coupon bonds pay interest only at maturity rather

than at intervals during the life of the security. Like zero-coupon bonds, “step up” bonds pay no interest initially but
eventually begin to pay a coupon rate prior to maturity, which rate may increase at stated intervals during the life of

the security. Pay-in-kind securities (“PIKs”) are debt obligations that pay “interest” in the form of other debt obligations,
instead of in cash. Each of these instruments is normally issued and traded at a deep discount from face value.
Zero-coupon bonds, step-ups and PIKs allow an issuer to avoid or delay the need to generate cash to meet current
interest payments and, as a result, may involve greater credit risk than bonds that pay interest currently or in cash. The
Fund would be required to distribute the income on these instruments as it accrues, even though the Fund will not
receive the income on a current basis or in cash. Thus, the Fund may have to sell other investments, including when it
may not be advisable to do so, to make income distributions to its shareholders.

Structured Instruments. The Fund may use structured instruments for investment purposes, for risk management
purposes, such as to reduce the duration and interest rate sensitivity of the Fund’s portfolio, for leveraging purposes
and, with respect to certain structured instruments. While structured instruments may offer the potential for a
favorable rate of return from time to time, they also entail certain risks. Structured instruments may be less liquid than
other securities and the price of structured instruments may be more volatile. In some cases, depending on the terms of
the embedded index, a structured instrument may provide that the principal and/or interest payments may be adjusted
below zero. Structured instruments also may involve significant credit risk and risk of default by the counterparty.
Structured instruments may also be illiquid. Like other sophisticated strategies, the Fund’s use of structured
instruments may not work as intended.

Structured Notes. The Fund may invest in “structured” notes and other related instruments, which are privately
negotiated debt obligations in which the principal and/or interest is determined by reference to the performance of a
benchmark asset, market or interest rate (an “embedded index”), such as selected securities, an index of securities or
specified interest rates, or the differential performance of two assets or markets. Structured instruments may be issued
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by corporations, including banks, as well as by governmental agencies. Structured instruments frequently are
assembled in the form of medium-term notes, but a variety of forms are available and may be used in particular
circumstances. The terms of such structured instruments normally provide that their principal and/or interest payments
are to be adjusted upwards or downwards (but ordinarily not below zero) to reflect changes in the embedded index
while the structured instruments are outstanding. As a result, the interest and/or principal payments that may be made
on a structured product may vary widely, depending on a variety of factors, including the volatility of the embedded
index and the effect of changes in the embedded index on principal and/or interest payments. The rate of return on
structured notes may be determined by applying a multiplier to the performance or differential performance of the
referenced index(es) or other asset(s). Application of a multiplier involves leverage that will serve to magnify the
potential for gain and the risk of loss.

Equity-Linked Notes. Equity-Linked Notes (“ELNs”) are hybrid securities with characteristics of both fixed income and
equity securities. An ELN is a debt instrument, usually a bond, that pays interest based upon the performance of an
underlying equity, which can be a single stock, basket of stocks or an equity index. Instead of paying a predetermined
coupon, ELNs link the interest payment to the performance of a particular equity market index or basket of stocks or
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commodities. The interest payment is typically based on the percentage increase in an index from a predetermined
level, but alternatively may be based on a decrease in the index. The interest payment may in some cases be leveraged
so that, in percentage terms, it exceeds the relative performance of the market. ELNs generally are subject to the risks
associated with the securities of equity issuers, default risk and counterparty risk.

In particular, the Fund may invest in ELNs as an alternative or complement to its options writing strategy. The
features of ELNs described above closely replicate the income and return stream associated with single stock covered
call options, and permit the Fund to receive interest income instead of the capital gains treatment that results from the
implementation of its options strategy, which the Fund believes may be advantageous in certain circumstances.

Credit Linked Notes. A credit-linked note (“CLN”) is a derivative instrument. It is a synthetic obligation between two or
more parties where the payment of principal and/or interest is based on the performance of some obligation (a

reference obligation). In addition to the credit risk of the reference obligations and interest rate risk, the buyer/seller of
the CLN is subject to counterparty risk.

Event-Linked Securities. The Fund may obtain event-linked exposure by investing in “event-linked bonds” or
“event-linked swaps” or by implementing “event-linked strategies.” Event-linked exposure results in gains or losses that
typically are contingent upon, or formulaically related to, defined trigger events. Examples of trigger events include
hurricanes, earthquakes, weather-related phenomena or statistics relating to such events. Some event-linked bonds are
commonly referred to as “catastrophe bonds.” If a trigger event occurs, the Fund may lose a portion of or its entire
principal invested in the bond or the entire notional amount of a swap. Event-linked exposure often provides for an
extension of maturity to process and audit loss claims when a trigger event has, or possibly has, occurred. An

extension of maturity may increase volatility. Event-linked exposure may also expose the Fund to certain other risks
including credit risk, counterparty risk, adverse regulatory or jurisdictional interpretations and adverse tax
consequences. Event-linked exposures may also be subject to liquidity risk.

Strategic Transactions and Other Management Techniques. Consistent with its investment objective and policies set
forth in Part I and in addition to the options strategy discussed above, the Fund may use a variety of other investment
management techniques and instruments. The Fund may purchase and sell futures contracts, enter into various
interest rate transactions such as swaps, caps, floors or collars, currency transactions such as currency forward
contracts, currency futures contracts, currency swaps or options on currency or currency futures and swap contracts
(including, but not limited to, credit default swaps) and may purchase and sell exchange-listed and OTC put and call
options on securities and swap contracts, financial indices and futures contracts and use other derivative instruments
or management techniques, including derivative instruments that combine features of these instruments (collectively,
“Strategic Transactions”). These Strategic Transactions may be used for duration management and other risk
management purposes, including to attempt to protect against possible changes in the market value of the Fund’s
portfolio resulting from trends in the securities markets and changes in interest rates or to protect the Fund’s unrealized
gains in the value of its portfolio securities, to facilitate the sale of portfolio securities for investment purposes, to
establish a position in the securities markets as a temporary substitute for purchasing particular securities or, to the
extent applicable, to enhance income or gain. There is no particular strategy that requires use of one technique rather
than another as the decision to use any particular strategy or instrument is a function of market conditions and the
composition of the portfolio. The use of Strategic Transactions to enhance current income may be particularly
speculative. The ability of the Fund to use Strategic Transactions successfully will depend on the Advisor’s ability to
predict pertinent market movements as well as sufficient correlation among the instruments, which cannot be assured.
The use of Strategic Transactions may result in losses greater than if they had not been used, may require the Fund to
sell or purchase portfolio securities at inopportune times or for prices other than current market values, may limit the
amount of appreciation the Fund can realize on an investment or may cause the Fund to hold a security that it might
otherwise sell. Inasmuch as any obligations of the Fund that arise from the use of Strategic Transactions will be
covered by segregated or earmarked liquid assets or offsetting transactions, the Fund and the Advisor believe such
obligations do not constitute senior securities and, accordingly, will not treat such transactions as being subject to its
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borrowing restrictions or policies regarding economic leverage. See “Risk Factors—Leverage Risk” under Item 8.
Additionally, segregated or earmarked liquid assets, amounts paid by the Fund as premiums and cash or other assets
held in margin accounts with respect to Strategic Transactions are not otherwise available to the Fund for investment
purposes. Certain provisions of the Code may restrict or affect the ability of the Fund to engage in Strategic
Transactions. In addition, the use of certain Strategic Transactions may give rise to taxable income and have certain
other consequences. See “Risk Factors—Strategic Transactions and Derivatives Risk” under Item 8.

Swaps. The Fund may enter into swap agreements, including interest rate and index swap agreements. Swap

agreements are two party contracts entered into primarily by institutional investors for periods ranging from a few
weeks to more than one year. In a standard “swap” transaction, two parties agree to exchange the returns (or differentials
in rates of return) earned or realized on particular predetermined investments or instruments. The gross returns to be
exchanged or “swapped” between the parties are calculated with respect to a “notional amount,” i.e., the dollar amount
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invested at a particular interest rate, in a particular foreign currency, or in a “basket” of securities representing a
particular index. The “notional amount” of the swap agreement is only a fictive basis on which to calculate the
obligations that the parties to a swap agreement have agreed to exchange. The Fund’s obligations (or rights) under a
swap agreement will generally be equal only to the net amount to be paid or received under the agreement based on

the relative values of the positions held by each party to the agreement (the “net amount”). The Fund’s obligations under
a swap agreement will be accrued daily (offset against any amounts owing to the Fund) and the Fund will segregate
with a custodian or earmark on its books and records an amount of cash or liquid assets having an aggregate NAV at

all times at least equal to any accrued but unpaid net amounts owed to a swap counterparty.

Whether the Fund’s use of swap agreements will be successful in furthering its investment objective will depend on the
Advisor’s ability to correctly predict whether certain types of investments are likely to produce greater returns than
other investments. Moreover, the Fund bears the risk of loss of the amount expected to be received under a swap
agreement in the event of the default or bankruptcy of a swap agreement counterparty. Swap agreements also bear the
risk that the Fund will not be able to meet its payment obligations to the counterparty. As noted, however, the Fund
will deposit in a segregated account, or earmark on its books and records, liquid assets permitted to be so segregated
or earmarked by the SEC in an amount equal to or greater than the market value of the Fund’s liabilities under the
swap agreement or the amount it would cost the Fund initially to make an equivalent direct investment plus or minus
any amount the Fund is obligated to pay or is to receive under the swap agreement. Restrictions imposed by the tax
rules applicable to regulated investment companies (“RICs”) may limit the Fund’s ability to use swap agreements. The
regulation of the swap market is undergoing significant change as a result of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (the “Dodd-Frank Act”). See “Risk Factors—Strategic Transactions and Derivatives
Risk—Dodd-Frank Act Risk” under Item 8. It is possible that developments in the swap market, including government
regulation, could adversely affect the Fund’s ability to terminate existing swap agreements or to realize amounts to be
received under such agreements.

Swaptions. A swaption is a contract that gives a counterparty the right (but not the obligation) to enter into a new
swap agreement or to shorten, extend, cancel or otherwise modify an existing swap agreement, at some designated
future time on specified terms. The Fund may write (sell) and purchase put and call swaptions. Depending on the
terms of the particular option agreement, the Fund will generally incur a greater degree of risk when it writes a
swaption than it will incur when it purchases a swaption. When the Fund purchases a swaption, it risks losing only the
amount of the premium it has paid should it decide to let the option expire unexercised. However, when the Fund
writes a swaption, upon exercise of the option the Fund will become obligated according to the terms of the
underlying agreement.

Credit Default Swaps. The Fund may enter into credit default swap agreements. The credit default swap agreement
may have as reference obligations one or more securities that are not currently held by the Fund. The protection “buyer”
in a credit default contract may be obligated to pay the protection “seller” an upfront or a periodic stream of payments
over the term of the contract, provided that no credit event on the reference obligation occurs. If a credit event occurs,
the seller generally must pay the buyer the “par value” (full notional amount) of the swap in exchange for an equal face
amount of deliverable obligations of the reference entity described in the swap, or if the swap is cash settled the seller
may be required to deliver the related net cash amount (the difference between the market value of the reference
obligation and its par value). The Fund may be either the buyer or seller in the transaction. If the Fund is a buyer and
no credit event occurs, the Fund will generally receive no payments from its counterparty under the swap if the swap

is held through its termination date. However, if a credit event occurs, the buyer generally may elect to receive the

full notional amount of the swap in exchange for an equal face amount of deliverable obligations of the reference
entity, the value of which may have significantly decreased. As a seller, the Fund generally receives an upfront
payment or a fixed rate of income throughout the term of the swap, which typically is between six months and three
years, provided that there is no credit event. If a credit event occurs, generally the seller must pay the buyer the full
notional amount of the swap in exchange for an equal face amount of deliverable obligations of the reference entity,
the value of which may have significantly decreased. As the seller, the Fund would effectively add leverage to its
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portfolio because, in addition to its managed assets, the Fund would be subject to investment exposure on the notional
amount of the swap.

Credit default swap agreements involve greater risks than if the Fund had taken a position in the reference obligation
directly (either by purchasing or selling) since, in addition to general market risks, credit default swaps are subject to
illiquidity risk, counterparty risk and credit risks. A buyer generally will also lose its upfront payment or any periodic
payments it makes to the seller counterparty and receive no payments from its counterparty should no credit event
occur and the swap is held to its termination date. If a credit event were to occur, the value of any deliverable
obligation received by the seller, coupled with the upfront or periodic payments previously received, may be less than
the full notional amount it pays to the buyer, resulting in a loss of value to the seller. A seller of a credit default swap
or similar instrument is exposed to many of the same risks of leverage since, if a credit event occurs, the seller
generally will be required to pay the buyer the full notional amount of the contract net of any amounts owed by the
buyer related to its delivery of deliverable obligations. The Fund’s obligations under a credit default swap agreement
will be accrued daily (offset against any amounts owed to the Fund). The Fund will at all times segregate or designate
on its books and records in connection with each such transaction
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liquid assets or cash with a value at least equal to the Fund’s exposure (any accrued but unpaid net amounts owed by
the Fund to any counterparty) on a marked-to-market basis (as required by the clearing organization with respect to
cleared swaps or as calculated pursuant to requirements of the SEC). If the Fund is a seller of protection in a credit
default swap transaction, it will designate on its books and records in connection with such transaction liquid assets or
cash with a value at least equal to the full notional amount of the contract. Such designation will ensure that the Fund
has assets available to satisfy its obligations with respect to the transaction and will avoid any potential leveraging of
the Fund’s portfolio. Such designation will not limit the Fund’s exposure to loss.

In addition, the credit derivatives market is subject to a changing regulatory environment. It is possible that regulatory
or other developments in the credit derivatives market could adversely affect the Fund’s ability to successfully use
credit derivatives.

Indexed and Inverse Securities. The Fund may invest in securities the potential return of which is based on the change
in a specified interest rate or equity index (an “indexed security”). For example, the Fund may invest in a security that
pays a variable amount of interest or principal based on the current level of the French or Korean stock markets. The
Fund may also invest in securities whose return is inversely related to changes in an interest rate or index (“inverse
securities”). In general, the return on inverse securities will decrease when the underlying index or interest rate goes up
and increase when that index or interest rate goes down.

Total Return Swaps. Total return swap agreements are contracts in which one party agrees to make periodic payments
to another party based on the change in market value of the assets underlying the contract, which may include a
specified security, basket of securities or securities indices during the specified period, in return for periodic payments
based on a fixed or variable interest rate or the total return from other underlying assets. Total return swap agreements
may be used to obtain exposure to a security or market without owning or taking physical custody of such security or
investing directly in such market. Total return swap agreements may effectively add leverage to the Fund’s portfolio
because, in addition to its managed assets, the Fund would be subject to investment exposure on the notional amount
of the swap.

Total return swap agreements are subject to the risk that a counterparty will default on its payment obligations to the
Fund thereunder. Swap agreements also bear the risk that the Fund will not be able to meet its obligation to the
counterparty. Generally, the Fund will enter into total return swaps on a net basis (i.e., the two payment streams are
netted against one another with the Fund receiving or paying, as the case may be, only the net amount of the two
payments). The net amount of the excess, if any, of the Fund’s obligations over its entitlements with respect to each
total return swap will be accrued on a daily basis, and an amount of liquid assets having an aggregate NAV at least
equal to the accrued excess will be designated by the Fund or earmarked on its books and records. If the total return
swap transaction is entered into on other than a net basis, the full amount of the Fund’s obligations will be accrued on a
daily basis, and the full amount of the Fund’s obligations will be segregated or earmarked by the Fund in an amount
equal to or greater than the market value of the liabilities under the total return swap agreement or the amount it would
have cost the Fund initially to make an equivalent direct investment, plus or minus any amount the Fund is obligated
to pay or is to receive under the total return swap agreement.

Interest Rate Transactions. The Fund may enter into interest rate swaps and purchase or sell interest rate caps, floors
and collars. The Fund may enter into these transactions to seek to preserve a return or spread on a particular
investment or portion of its portfolio, as a duration management technique to protect against any increase in the price
of securities the Fund anticipates purchasing at a later date or, to the extent applicable, to seek to enhance its return or
to seek to increase the Fund’s yield.

Interest rate swaps involve the exchange by the Fund with another party of their respective commitments to pay or

receive interest (e.g., an exchange of floating rate payments for fixed rate payments with respect to a notional amount
of principal). The purchase of an interest rate cap entitles the purchaser, to the extent that the level of a specified
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interest rate exceeds a predetermined interest rate (i.e., the strike price), to receive payments of interest on a notional
principal amount from the party selling such interest rate cap. The purchase of an interest rate floor entitles the
purchaser, to the extent that the level of a specified interest rate falls below a predetermined interest rate (i.e., the
strike price), to receive payments of interest on a notional principal amount from the party selling such interest rate
floor.

For example, if the Fund holds a debt instrument with an interest rate that is reset only once each year, it may swap the
right to receive interest at this fixed rate for the right to receive interest at a rate that is reset every week. This would
enable the Fund to offset a decline in the value of the debt instrument due to rising interest rates but would also limit
its ability to benefit from falling interest rates. Conversely, if the Fund holds a debt instrument with an interest rate
that is reset every week and it would like to lock in what it believes to be a high interest rate for one year, it may swap
the right to receive interest at this variable weekly rate for the right to receive interest at a rate that is fixed for one
year. Such a swap would protect the Fund from a reduction in yield due to falling interest rates and may permit the
Fund to enhance its income through
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the positive differential between one week and one year interest rates, but would preclude it from taking full
advantage of rising interest rates.

The Fund may hedge both its assets and liabilities through interest rate swaps, caps and floors. Usually payments with
respect to interest rate swaps will be made on a net basis (i.e., the two payment streams are netted out) with the Fund
receiving or paying, as the case may be, only the net amount of the two payments on the payment dates. The Fund will
accrue the net amount of the excess, if any, of the Fund’s obligations over its entitlements with respect to each interest
rate swap on a daily basis and will segregate with a custodian or designate on its books and records an amount of cash
or liquid assets having an aggregate NAV at all times at least equal to the accrued excess. If there is a default by the
other party to an uncleared interest rate swap transaction, generally the Fund will have contractual remedies pursuant
to the agreements related to the transaction. With respect to interest rate swap transactions cleared through a central
clearing counterparty, a clearing organization will be substituted for the counterparty and will guaranty the parties’
performance under the swap agreement. However, there can be no assurances that the clearing organization will
satisfy its obligation to the Fund or that the Fund would be able to recover the full amount of assets deposited on its
behalf with the clearing organization in the event of the default by the clearing organization or the Fund’s clearing
broker. Certain U.S. federal income tax requirements may limit the Fund’s ability to engage in interest rate swaps.
Distributions attributable to transactions in interest rate swaps generally will be taxable as ordinary income to
shareholders. See “Tax Matters” under Item 10.

Foreign Currency Transactions. The Fund’s common shares are priced in U.S. dollars and the distributions paid by the
Fund to common shareholders are paid in U.S. dollars. However, a portion of the Fund’s assets may be denominated in
non-U.S. currencies and the income received by the Fund from such securities will be paid in non-U.S. currencies.
The Fund also may invest in or gain exposure to non-U.S. currencies for investment or hedging purposes. The Fund’s
investments in securities that trade in, or receive revenues in, non-U.S. currencies will be subject to currency risk,
which is the risk that fluctuations in the exchange rates between the U.S. dollar and foreign currencies may negatively
affect an investment. The Fund may (but is not required to) hedge some or all of its exposure to non-U.S. currencies
through the use of derivative strategies, including forward foreign currency exchange contracts, foreign currency
futures contracts and options on foreign currencies and foreign currency futures. Suitable hedging transactions may
not be available in all circumstances and there can be no assurances that the Fund will engage in such transactions at
any given time or from time to time when they would be beneficial. Although the Fund has the flexibility to engage in
such transactions, the Advisor may determine not to do so or to do so only in unusual circumstances or market
conditions. These transactions may not be successful and may eliminate any chance for the Fund to benefit from
favorable fluctuations in relevant foreign currencies. The Fund may also, to the extent applicable, use derivatives
contracts for purposes of increasing exposure to a foreign currency or to shift exposure to foreign currency
fluctuations from one currency to another.

Foreign Exchange Transactions. The Fund may engage in spot and forward foreign exchange transactions and
currency swaps, purchase and sell options on currencies and purchase and sell currency futures and related options
thereon (collectively, “Currency Instruments”). Such transactions could be effected with respect to hedges on foreign
dollar denominated securities owned by the Fund, sold by the Fund but not yet delivered, or committed or anticipated
to be purchased by the Fund. As an illustration, the Fund may use such techniques to hedge the stated value in U.S.
dollars of an investment in a yen-denominated security. In such circumstances, for example, the Fund may purchase a
foreign currency put option enabling it to sell a specified amount of yen for dollars at a specified price by a future
date. To the extent the hedge is successful, a loss in the value of the yen relative to the dollar will tend to be offset by
an increase in the value of the put option. To offset, in whole or in part, the cost of acquiring such a put option, the
Fund may also sell a call option which, if exercised, requires it to sell a specified amount of yen for dollars at a
specified price by a future date (a technique called a “straddle”). By selling such a call option in this illustration, the
Fund gives up the opportunity to profit without limit from increases in the relative value of the yen to the dollar.
“Straddles” of the type that may be used by the Fund are considered to constitute hedging transactions. The Fund may
not attempt to hedge any or all of its foreign portfolio positions.
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Forward Foreign Currency Contracts. The Fund may enter into forward currency contracts to purchase or sell foreign
currencies for a fixed amount of U.S. dollars or another foreign currency. A forward currency contract involves an
obligation to purchase or sell a specific currency at a future date, which may be any fixed number of days (term) from
the date of the forward currency contract agreed upon by the parties, at a price set at the time the forward currency
contract is entered into. Forward currency contracts are traded directly between currency traders (usually large
commercial banks) and their customers. The Fund may purchase a forward currency contract to lock in the U.S. dollar
price of a security denominated in a foreign currency that the Fund intends to acquire. The Fund may sell a forward
currency contract to lock in the U.S. dollar equivalent of the proceeds from the anticipated sale of a security or a
dividend or interest payment denominated in a foreign currency. The Fund may also, to the extent applicable,

use forward currency contracts to shift the Fund’s exposure to foreign currency exchange rate changes from one
currency to another. For example, if the Fund owns securities denominated in a foreign currency and the Advisor
believes that currency will decline relative to another currency, the Fund might enter into a forward currency contract
to sell the appropriate amount of the first foreign currency with payment to be made in the second currency. The Fund
may also, to the extent applicable, purchase forward currency contracts to enhance income when the
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Adpvisor anticipates that the foreign currency will appreciate in value but securities denominated in that currency do
not present attractive investment opportunities. The Fund may also use forward currency contracts to hedge against a
decline in the value of existing investments denominated in a foreign currency. Such a hedge would tend to offset both
positive and negative currency fluctuations, but would not offset changes in security values caused by other factors.
The Fund could also hedge the position by entering into a forward currency contract to sell another currency expected
to perform similarly to the currency in which the Fund’s existing investments are denominated. This type of transaction
could offer advantages in terms of cost, yield or efficiency, but may not hedge currency exposure as effectively as a
simple forward currency transaction to sell U.S. dollars. This type of transaction may result in losses if the currency
used to hedge does not perform similarly to the currency in which the hedged securities are denominated. The Fund
may also use forward currency contracts in one currency or a basket of currencies to attempt to hedge against
fluctuations in the value of securities denominated in a different currency if the Advisor anticipates that there will be a
correlation between the two currencies.

The cost to the Fund of engaging in forward currency contracts varies with factors such as the currency involved, the
length of the contract period and the market conditions then prevailing. Because forward currency contracts are
usually entered into on a principal basis, no fees or commissions are involved. When the Fund enters into a forward
currency contract, it relies on the counterparty to make or take delivery of the underlying currency at the maturity of
the contract. Failure by the counterparty to do so would result in the loss of some or all of any expected benefit of the
transaction. Secondary markets generally do not exist for forward currency contracts, with the result that closing
transactions generally can be made for forward currency contracts only by negotiating directly with the counterparty.
Thus, there can be no assurances that the Fund will in fact be able to close out a forward currency contract at a
favorable price prior to maturity. In addition, in the event of insolvency of the counterparty, the Fund might be unable
to close out a forward currency contract. In either event, the Fund would continue to be subject to market risk with
respect to the position, and would continue to be required to maintain a position in securities denominated in the
foreign currency or to maintain cash or liquid assets in a segregated account or earmark such cash or liquid assets on
its books and records. The precise matching of forward currency contract amounts and the value of the securities
involved generally will not be possible because the value of such securities, measured in the foreign currency, will
change after the forward currency contract has been established. Thus, the Fund might need to purchase or sell foreign
currencies in the spot (cash) market to the extent such foreign currencies are not covered by forward currency
contracts. The projection of short-term currency market movements is extremely difficult and the successful execution
of a short-term hedging strategy is highly uncertain.

Use of Options as Strategic Transactions. In addition to the options strategy described above, the Fund may also use
options as Strategic Transactions

Call Options as Strategic Transactions. The Fund may purchase call options on any of the types of securities or
instruments in which it may invest. A purchased call option gives the Fund the right to buy, and obligates the seller to
sell, the underlying security at the exercise price at any time during the option period. The Fund also may purchase
and sell call options on indices. Index options are similar to options on securities except that, rather than taking or
making delivery of securities underlying the option at a specified price upon exercise, an index option gives the holder
the right to receive cash upon exercise of the option if the level of the index upon which the option is based is greater
than the exercise price of the option.

The Fund may write (i.e., sell) covered call options on the securities or instruments in which it may invest and enter
into closing purchase transactions with respect to certain of such options. A covered call option is an option in which
the Fund, in return for a premium, gives another party a right to buy specified securities owned by the Fund at a
specified future date and price set at the time of the contract. The principal reason for writing call options is the
attempt to realize, through the receipt of premiums, a greater return than would be realized on the securities alone. By
writing covered call options, the Fund gives up the opportunity, while the option is in effect, to profit from any price
increase in the underlying security above the option exercise price. In addition, the Fund’s ability to sell the underlying
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security will be limited while the option is in effect unless the Fund enters into a closing purchase transaction. A
closing purchase transaction cancels out the Fund’s position as the writer of an option by means of an offsetting
purchase of an identical option prior to the expiration of the option it has written. Covered call options also serve as a
partial hedge to the extent of the premium received against the price of the underlying security declining.

The Fund may write (i.e., sell) uncovered call options on securities or instruments in which it may invest but that are
not currently held by the Fund. The principal reason for writing uncovered call options is to realize income without
committing capital to the ownership of the underlying securities or instruments. When writing uncovered call options,
the Fund must deposit and maintain sufficient margin with the broker-dealer through which it made the uncovered call
option as collateral to ensure that the securities can be purchased for delivery if and when the option is exercised. In
addition, in connection with each such transaction the Fund will segregate, or designate on its books and records,
liquid assets or cash with a value at least equal to the Fund’s exposure (the difference between the unpaid amounts
owed by the Fund on such transaction minus any collateral deposited with the broker-dealer), on a marked-to-market
basis (as calculated pursuant to requirements of the SEC). Such segregation or earmarking will ensure that the Fund
has assets available to satisfy its
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obligations with respect to the transaction and will avoid any potential leveraging of the Fund’s portfolio. Such
designation will not limit the Fund’s exposure to loss. During periods of declining securities prices or when prices are
stable, writing uncovered calls can be a profitable strategy to increase the Fund’s income with minimal capital risk.
Uncovered calls are riskier than covered calls because there is no underlying security held by the Fund that can act as

a partial hedge. Uncovered calls have speculative characteristics and the potential for loss is unlimited. When an
uncovered call is exercised, the Fund must purchase the underlying security to meet its call obligation. There is also a
risk, especially with less liquid preferred and debt securities, that the securities may not be available for purchase. If
the purchase price exceeds the exercise price, the Fund will lose the difference. These types of written call options,
while described as “uncovered” in this context, are considered “covered” for the purposes of the Fund’s options writing
strategy described above.

Put Options as Strategic Transactions. The Fund may purchase put options. By buying a put option, the Fund acquires
a right to sell such underlying securities or instruments at the exercise price, thus limiting the Fund’s risk of loss
through a decline in the market value of the securities or instruments until the put option expires. The amount of any
appreciation in the value of the underlying securities or instruments will be partially offset by the amount of the
premium paid for the put option and any related transaction costs. Prior to its expiration, a put option may be sold in a
closing sale transaction and profit or loss from the sale will depend on whether the amount received is more or less
than the premium paid for the put option plus the related transaction costs. A closing sale transaction cancels out the
Fund’s position as the purchaser of an option by means of an offsetting sale of an identical option prior to the
expiration of the option it has purchased.

The Fund also may write (i.e., sell) put options on the types of securities or instruments that may be held by the Fund,
provided that such put options are covered, meaning that such options are secured by liquid assets segregated or
earmarked on the Fund’s books and records. The Fund will receive a premium for writing a put option, which increases
the Fund’s return.

The Fund also may write (i.e., sell) uncovered put options on securities or instruments in which it may invest but that
the Fund does not currently have a corresponding short position or has not deposited cash equal to the exercise value
of the put option with the broker dealer through which it made the uncovered put option as collateral. The principal
reason for writing uncovered put options is to receive premium income and to acquire such securities or instruments at
a net cost below the current market value. The Fund has the obligation to buy the securities or instruments at an
agreed upon price if the securities or instruments decrease below the exercise price. If the securities or instruments
price increases during the option period, the option will expire worthless and the Fund will retain the premium and
will not have to purchase the securities or instruments at the exercise price. In connection with such transaction, the
Fund will segregate, or designate on its books and records, liquid assets or cash with a value at least equal to the
Fund’s exposure, on a marked-to-market basis (as calculated pursuant to requirements of the SEC). Such designation
will ensure that the Fund has assets available to satisfy its obligations with respect to the transaction and will avoid
any potential leveraging of the Fund’s portfolio. Such designation will not limit the Fund’s exposure to loss.

In selling puts, there is a risk that the Fund may be required to buy the underlying security at a price higher than the
current market price.

Financial Futures Transactions and Options. The Fund is authorized to purchase and sell certain exchange traded
financial futures contracts (‘“financial futures contracts”) in order to hedge its investments against declines in value, and
to hedge against increases in the cost of securities it intends to purchase or to seek to enhance the Fund’s return.
However, any transactions involving financial futures or options (including puts and calls associated therewith) will

be in accordance with the Fund’s investment policies and limitations. A financial futures contract obligates the seller of
a contract to deliver and the purchaser of a contract to take delivery of the type of financial instrument covered by the
contract, or in the case of index-based futures contracts to make and accept a cash settlement, at a specific future time
for a specified price. To hedge its portfolio, the Fund may take an investment position in a futures contract which will
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move in the opposite direction from the portfolio position being hedged. A sale of financial futures contracts may
provide a hedge against a decline in the value of portfolio securities because such depreciation may be offset, in whole
or in part, by an increase in the value of the position in the financial futures contracts. A purchase of financial futures
contracts may provide a hedge against an increase in the cost of securities intended to be purchased because such
appreciation may be offset, in whole or in part, by an increase in the value of the position in the futures contracts.

Distributions, if any, of net long term capital gains from certain transactions in futures or options are taxable at long
term capital gains rates for U.S. federal income tax purposes.

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

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

The Fund may also purchase and sell financial futures contracts on U.S. Government securities as a hedge against
adverse changes in interest rates as described below. The Fund may purchase and write call and put options on futures
contracts on U.S. Government securities in connection with its hedging strategies.

The Fund also may engage in other futures contracts transactions such as futures contracts on municipal bond indices
that may become available if the Advisor should determine that there is normally a sufficient correlation between the

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

When the Fund intends to purchase a security, the Fund may purchase futures contracts as a hedge against any
increase in the cost of such security resulting from a decrease in interest rates or otherwise, that may occur before such
purchase can be effected. Subject to the degree of correlation between such securities and futures contracts,
subsequent increases in the cost of such securities should be reflected in the value of the futures held by the Fund. As
such purchases are made, an equivalent amount of futures contracts will be closed out. Due to changing market
conditions and interest rate forecasts, however, a futures position may be terminated without a corresponding purchase
of portfolio securities.

Call Options on Futures Contracts. The Fund may also purchase and sell exchange traded call and put options on
financial futures contracts. The purchase of a call option on a futures contract is analogous to the purchase of a call
option on an individual security. Depending on the pricing of the option compared to either the futures contract upon
which it is based or the price of the underlying securities, it may or may not be less risky than ownership of the futures
contract or underlying securities. Like the purchase of a futures contract, the Fund may purchase a call option on a
futures contract to hedge against a market advance when the Fund is not fully invested.

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

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

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

The writer of an option on a futures contract is required to deposit initial and variation margin pursuant to
requirements similar to those applicable to futures contracts. Premiums received from the writing of an option will be
included in initial margin. The writing of an option on a futures contract involves risks similar to those relating to
futures contracts.
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When the Fund purchases a futures contract, or writes a put option or purchases a call option thereon, an amount of
cash, cash equivalents (e.g. high grade commercial paper and daily tender adjustable notes) or liquid securities will be
segregated or designated on its books and records, so that the amount so segregated or earmarked, plus the amount of
initial and variation margin held in the account of its broker, equals the market value of the futures contracts, thereby
ensuring that the use of such futures contract is unleveraged.

Additional Information About Options. In the case of either put or call options that it has purchased, if the option
expires without being sold or exercised, the Fund will experience a loss in the amount of the option premium plus any
commissions paid by the Fund. When the Fund sells put and call options, it receives a premium as the seller of the
option. The premium that the Fund receives for selling the option will serve as a partial and limited (to the dollar
amount of the premium) hedge, in the amount of the option premium, against changes in the value of the securities in
its portfolio. During the term of the option, however, a covered call seller has, in return for the premium on the option,
given up the opportunity for capital appreciation above the exercise price of the option if the value of the underlying
security increases, but has retained the risk of loss should the price of the underlying security decline. Conversely, a
put seller retains the risk of loss should the market value of the underlying security decline below the exercise price of
the option, less the premium received on the sale of the option. The Fund may purchase and sell exchange-listed
options and OTC Options which are privately negotiated with the counterparty. Listed options are issued by the
Options Clearing Corporation (“OCC”) which guarantees the performance of the obligations of the parties to such
options.

The Fund’s ability to close out its position as a purchaser or seller of an exchange-listed put or call option is dependent
upon the existence of a liquid secondary market on option exchanges. Among the possible reasons for the absence of a
liquid secondary market on an exchange are: (i) insufficient trading interest in certain options; (ii) restrictions on
transactions imposed by an exchange; (iii) trading halts, suspensions or other restrictions imposed with respect to
particular classes or series of options or underlying securities; (iv) interruption of the normal operations on an
exchange; (v) inadequacy of the facilities of an exchange or OCC to handle current trading volume; or (vi) a decision
by one or more exchanges to discontinue the trading of options (or a particular class or series of options), in which
event the secondary market on that exchange (or in that class or series of options) would cease to exist, although
outstanding options on that exchange that had been listed by the OCC as a result of trades on that exchange would
generally continue to be exercisable in accordance with their terms. OTC Options are purchased from or sold to
dealers, financial institutions or other counterparties which have entered into direct agreements with the Fund. With
OTC Options, such variables as expiration date, exercise price and premium will be agreed upon between the Fund
and the counterparty, without the intermediation of a third party such as the OCC. If the counterparty fails to make or
take delivery of the securities underlying an option it has written, or otherwise settle the transaction in accordance
with the terms of that option as written, the Fund would lose the premium paid for the option as well as any
anticipated benefit of the transaction. OTC Options and assets used to cover OTC Options written by the Fund are
considered by the staff of the SEC to be illiquid. The illiquidity of such options or assets may prevent a successful sale
of such options or assets, result in a delay of sale, or reduce the amount of proceeds that might otherwise be realized.

The hours of trading for options on debt securities may not conform to the hours during which the underlying
securities are traded. To the extent that the option markets close before the markets for the underlying securities,
significant price and rate movements can take place in the underlying markets that cannot be reflected in the option
markets.
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Hybrid Securities. A hybrid security is a type of potentially high-risk derivative that combines a traditional bond,
stock or commodity with an option or forward contract. Generally, the principal amount, amount payable upon
maturity or redemption, or interest rate of a hybrid is tied (positively or negatively) to the price of some commodity,
currency or securities index or another interest rate or some other economic factor (each a “benchmark’). The interest
rate or (unlike most fixed income securities) the principal amount payable at maturity of a hybrid security may be
increased or decreased, depending on changes in the value of the benchmark. An example of a hybrid could be a bond
issued by an oil company that pays a small base level of interest with additional interest that accrues in correlation to
the extent to which oil prices exceed a certain predetermined level. Such a hybrid security would be a combination of
a bond and a call option on oil. Hybrids can be used as an efficient means of pursuing a variety of investment goals,
including currency hedging, duration management and increased total return. Hybrids may not bear interest or pay
dividends. The value of a hybrid or its interest rate may be a multiple of a benchmark and, as a result, may be
leveraged and move (up or down) more steeply and rapidly than the benchmark. These benchmarks may be sensitive
to economic and political events, such as commodity shortages and currency devaluations, which cannot be readily
foreseen by the purchaser of a hybrid. Under certain conditions, the redemption value of a hybrid could be zero. Thus,
an investment in a hybrid may entail significant market risks that are not associated with a similar investment in a
traditional, U.S. dollar-denominated bond that has a fixed principal amount and pays a fixed rate or floating rate of
interest. The purchase of hybrids also exposes the Fund to the credit risk of the issuer of the hybrids. These risks may
cause significant fluctuations in the NAV of the Fund’s common shares if the Fund invests in hybrid securities.

Other Investment Companies. The Fund may invest in securities of other investment companies (including
exchange-traded funds (“ETFs”) and business development companies (“BDCs”), subject to applicable regulatory
limits. As a shareholder in an investment company, the Fund will bear its ratable share of that investment company’s
expenses and will remain subject to payment of the Fund’s advisory and other fees and expenses with respect to assets
so invested. Holders of common shares will therefore be subject to duplicative expenses to the extent the Fund invests
in other investment companies. The Advisor will take expenses into account when evaluating the investment merits of
an investment in an investment company relative to available equity and/or fixed income securities investments. In
addition, the securities of other investment companies may be leveraged and will therefore be subject to the same
leverage risks to which the Fund may be subject to the extent it employs a leverage strategy. As described in this
Prospectus in “Risk Factors” and “Leverage” under Item 8 in Part II, the NAV and market value of securities of leveraged
shares will be more volatile and the yield to shareholders will tend to fluctuate more than the yield generated by
unleveraged shares. Investment companies may have investment policies that differ from those of the Fund. In
addition, to the extent the Fund invests in other investment companies, the Fund will be dependent upon the
investment and research abilities of persons other than the Advisor.

The Fund may invest in ETFs, which are investment companies that typically aim to track or replicate a desired index,
such as a sector, market or global segment. ETFs are typically passively managed and their shares are traded on a
national exchange or The NASDAQ Stock Market, Inc. ETFs do not sell individual shares directly to investors and
only issue their shares in large blocks known as ‘““creation units.” The investor purchasing a creation unit may sell the
individual shares on a secondary market. Therefore, the liquidity of ETFs depends on the adequacy of the secondary
market. There can be no assurances that an ETF’s investment objective will be achieved, as ETFs based on an index
may not replicate and maintain exactly the composition and relative weightings of securities in the index. ETFs are
subject to the risks of investing in the underlying securities. The Fund, as a holder of the securities of the ETF, will
bear its pro rata portion of the ETF’s expenses, including advisory fees. These expenses are in addition to the direct
expenses of the Fund’s own operations.

Repurchase Agreements and Purchase and Sale Contracts. The Fund 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 the Fund’s 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
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agreements will be taxable. The risk to the Fund 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 the
Fund might incur a loss if the value of the collateral declines, and might 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 the Fund may be delayed or limited. The Advisor 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, the Advisor will demand additional
collateral from the issuer to increase the value of the collateral to at least that of the repurchase price, including
interest.

A purchase and sale contract is similar to a repurchase agreement, but differs from a repurchase agreement in that the
contract arrangements stipulate that the securities are owned by the Fund. In the event of a default under such a
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repurchase agreement or a purchase and sale contract, instead of the contractual fixed rate of return, the rate of return
to the Fund will be dependent upon intervening fluctuations of the market value of such security and the accrued
interest on the security. In such event, the Fund would have rights against the seller for breach of contract with respect
to any losses arising from market fluctuations following the failure of the seller to perform.

Reverse Repurchase Agreements. The Fund may enter into reverse repurchase agreements with respect to its portfolio
investments subject to the investment restrictions set forth herein. Reverse repurchase agreements involve the sale of
securities held by the Fund with an agreement by the Fund to repurchase the securities at an agreed upon price, date
and interest payment. At the time the Fund enters into a reverse repurchase agreement, it may establish and maintain a
segregated account with the custodian containing, or designate on its books and records, cash and/or liquid assets
having a value not less than the repurchase price (including accrued interest). If the Fund establishes and maintains
such a segregated account, or earmarks such assets as described, a reverse repurchase agreement will not be
considered a senior security under the 1940 Act and therefore will not be considered a borrowing by the Fund;
however, under certain circumstances in which the Fund does not establish and maintain such segregated account, or
earmark such assets on its books and records, such reverse repurchase agreement will be considered a borrowing for
the purpose of the Fund’s limitation on borrowings. The use by the Fund of reverse repurchase agreements involves
many of the same risks of leverage since the proceeds derived from such reverse repurchase agreements may be
invested in additional securities. The Fund’s use of leverage through reverse repurchase agreements will be subject to
the Fund’s policy with respect to the use of leverage. Reverse repurchase agreements involve the risk that the market
value of the securities acquired in connection with the reverse repurchase agreement may decline below the price of
the securities the Fund has sold but is obligated to repurchase. Also, reverse repurchase agreements involve the risk
that the market value of the securities retained in lieu of sale by the Fund in connection with the reverse repurchase
agreement may decline in price.

If 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. Also, the Fund would bear the risk of loss to the extent that the proceeds of the
reverse repurchase agreement are less than the value of the securities subject to such agreement.

The Fund also may effect simultaneous purchase and sale transactions that are known as “sale-buybacks.” A
sale-buyback is similar to a reverse repurchase agreement, except that in a sale-buyback, the counterparty that
purchases the security is entitled to receive any principal or interest payments made on the underlying security
pending settlement of the Fund’s repurchase of the underlying security.

Dollar Roll Transactions. The Fund may enter into “dollar roll” transactions. In a dollar roll transaction, the Fund sells a
mortgage related security or other security to a dealer and simultaneously agrees to repurchase a similar security (but
not the same security) in the future at a pre-determined price. A dollar roll transaction can be viewed, like a reverse
repurchase agreement, as a collateralized borrowing in which the Fund pledges a mortgage related security to a dealer

to obtain cash. However, unlike reverse repurchase agreements, the dealer with which the Fund enters into a dollar roll
transaction is not obligated to return the same securities as those originally sold by the Fund, but rather only securities
which are “substantially identical,” which generally means that the securities repurchased will bear the same interest rate
and a similar maturity as those sold, but pools of mortgages collateralizing those securities may have different
prepayment histories than those sold.

During the period between the sale and repurchase, the Fund will not be entitled to receive interest and principal
payments of the securities sold. Proceeds of the sale will be invested in additional instruments for the Fund and the
income from these investments will generate income for the Fund. If such income does not exceed the income, capital
appreciation and gain that would have been realized on the securities sold as part of the dollar roll, the use of this
technique will diminish the investment performance of the Fund compared with what the performance would have
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been without the use of dollar rolls.

At the time the Fund enters into a dollar roll transaction, it may establish and maintain a segregated account with the
custodian containing, or designate on its books and records, cash and/or liquid assets having a value not less than the
repurchase price (including accrued interest). If the Fund establishes and maintains such a segregated account, or
earmarks such assets as described, a dollar roll transaction will not be considered a senior security under the 1940 Act
and therefore will not be considered a borrowing by the Fund.

Dollar roll transactions involve the risk that the market value of the securities the Fund is required to purchase may
decline below the agreed upon repurchase price of those securities. The Fund’s right to purchase or repurchase
securities may be restricted. Successful use of mortgage dollar rolls may depend upon the investment manager’s ability
to correctly predict interest rates and prepayments. There is no assurance that dollar rolls can be successfully
employed.

Short Sales. The Fund may make short sales of securities. A short sale is a transaction in which the Fund sells a
security it does not own in anticipation that the market price of that security will decline. The Fund may make short
sales to hedge positions, for duration and risk management, in order to maintain portfolio flexibility or, to the extent
applicable, to enhance income or gain.
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When the Fund makes a short sale, it must borrow the security sold short and deliver it to the broker-dealer through
which it made the short sale as collateral for its obligation to deliver the security upon conclusion of the sale. The
Fund may have to pay a fee to borrow particular securities and is often obligated to pay over to the securities lender
any income, distributions or dividends received on such borrowed securities until it returns the security to the
securities lender. The Fund’s obligation to replace the borrowed security will be secured by collateral deposited with
the securities lender, usually cash, U.S. Government securities or other liquid assets. The Fund will also be required to
segregate or earmark similar collateral with i