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SUBJECT TO COMPLETION, DATED , 2001
PROSPECTUS
Shares

Nuveen California Dividend Advantage Municipal Fund 2
[NUVEEN LOGO]

Common Shares
$15.00 per share

Investment Objectives. The Fund is a newly-organized, non-diversified,
closed-end, management investment company. The Fund's investment objectives
are:

to provide current income exempt from regular federal and California
income tax; and

to enhance portfolio value relative to the municipal bond market by
investing in tax-exempt municipal bonds that the Fund's investment adviser
believes are underrated or undervalued or that represent municipal market
sectors that are undervalued.

Portfolio Contents. Under normal market conditions, the Fund will invest its
net assets in a portfolio of municipal bonds that are exempt from regular
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federal and California income taxes. Under normal market conditions, the Fund
expects to be fully invested in such tax-exempt municipal bonds. Through
December 31, 2001, the Fund may invest in municipal bonds that are exempt from
regular federal income tax but not from California income tax, provided that no
more than 10% of the Fund's investment income during that time may be derived
from investments in those bonds. The Fund will invest at least 80% of its net
assets in investment grade quality municipal bonds. The Fund may invest up to
20% of its net assets in municipal bonds that are rated Ba/BB or B or that are
unrated but judged to be of comparable quality by the Fund's investment
adviser. The Fund cannot assure you that it will achieve its investment
objectives.

Investing in common shares involves certain risks. See "Risks" beginning on
page 17.

No Prior History. Because the Fund is newly organized, its common shares have
no history of public trading. Shares of closed-end investment companies
frequently trade at a discount from their net asset value. This risk may be
greater for investors expecting to sell their shares in a relatively short
period after completion of the public offering. The common shares have been
approved for listing on the American Stock Exchange, subject to notice of

issuance. The trading or "ticker" symbol of the common shares is expected to be
n n

Neither the Securities and Exchange Commission 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.

Per Share Total

Public Offering Price $15.00 $
Sales Load $ 0.675 S
Proceeds to the Fund $14.325 §

The underwriters expect to deliver the common shares to purchasers on or
about , 2001.

Nuveen Investments

, 2001

You should read the Prospectus, which contains important information about
the Fund, before deciding whether to invest and retain it for future reference.
A Statement of Additional Information, dated , 2001, containing
additional information about the Fund, has been filed with the Securities and
Exchange Commission and is incorporated by reference in its entirety into this
Prospectus. You may request a free copy of the Statement of Additional
Information, the table of contents of which is on page 35 of this Prospectus,
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by calling (800) 257-8787 or by writing to the Fund, or obtain a copy (and
other information regarding the Fund) from the Securities and Exchange
Commission web site (http://www.sec.gov).

The Fund's common shares do not represent a deposit or obligation of, and
are not guaranteed or endorsed by, any bank or other insured depository
institution, and are not federally insured by the Federal Deposit Insurance
Corporation, the Federal Reserve Board or any other government agency.

The underwriters named in this Prospectus may purchase up to
additional common shares from the Fund under certain circumstances.

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

TABLE OF CONTENTS

Page

ProOSpPEeCTUS SUMMATLY ¢ v i v ittt ittt et ettt ettt ettt ettt teaeeeeeeeeeeeeeeeeeeeeeens 4
SUMMAary Of FUNA EXPENSE S . i i it ittt ittt et ettt eee e eeaeeeeeeeeeaeeeeeneens 9
B o T B o ¥ 11
USE Of PrOCEEA S . v ittt it ettt ittt et e ettt e eeeeeee e eeeeeeeeeeeeeeeeeeeeaenenn 11
The Fund's InvVeStmMeNt S . @i i ittt ittt e ettt et et eaeeeeeeeeenaeeeeneens 11
MuniPreferred Shares and LevVerage . .ttt t e eeeeeeeneeeeeeeeaeeeeeneens 14
2 =< 17
How the Fund Manages RisSK. ... ...ttt ittt eeeeeeeeeeeanenn 20
Management O0f the FUNd. . ...ttt ittt ittt ettt taeeeeeeeeeaneeeeneens 22
Net ASSeEl ValUe . .t ittt ittt ittt ittt ettt ettt et aeeeeeeeeeaeeeeeeeenaeaeens 23
| = e I 03§ w3 o = O 23
Dividend Reinvestment Plan. .. ... iii it meeeeeeeeeneeeeeeeeneeeeeeeeaeens 24
Description Of Share s . ...ttt ittt et ettt ettt ee et e eeeeeeeeeeanenn 25
Certain Provisions in the Declaration of Trust........oii it eennnnn 27
Repurchase of Fund Shares; Conversion to Open-End Fund..............ccuu... 28
= 5= G /£ i 29
(Ol o Ll = s = 31
L8 X0 LS A el I i o Y 31
Custodian and Transfer Agent .. ... i ittt ie i oo e et eeeeeeeeeeeeeeeeeaaens 34
[T 1 B O o o T X o = 34
Table of Contents for the Statement of Additional Information.............. 35

Until , 2001 (25 days after the date of this Prospectus), all dealers

that buy, sell or trade the Common Shares, whether or not participating in this
offering, may be required to deliver a prospectus. This is in addition to the
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dealers' obligation to deliver a prospectus when acting as underwriters and
with respect to their unsold allotments or subscriptions.

PROSPECTUS SUMMARY

This is only a summary. You should review the more detailed information
contained in the Prospectus and in the Statement of Additional Information.

The Fund............... Nuveen California Dividend Advantage Municipal Fund 2
(the "Fund") is a newly organized, non-diversified,
closed-end management investment company. The Fund is
designed to provide tax benefits to investors who are
residents of California. See "The Fund."

The Offering...........

The Fund is offering common shares of
beneficial interest at $15.00 per share through a
group of underwriters (the "Underwriters") led by
Nuveen Investments ("Nuveen") and . The

common shares of beneficial interest are called
"Common Shares" in the rest of this Prospectus. You
must purchase at least 100 Common Shares. The Fund
has given the Underwriters an option to purchase up
to additional Common Shares to cover orders
in excess of Common Shares. See
"Underwriting." Nuveen Investments has agreed to pay
(1) all organizational expenses and (ii) offering
costs (other than sales load) that exceed $ per
Common Share.

Investment Objectives..

The Fund's investment objectives are to provide
current income exempt from regular federal and
California income tax and enhance portfolio value
relative to the municipal bond market by investing in
tax—-exempt municipal bonds that the Fund's investment
adviser believes are underrated or undervalued or
that represent municipal market sectors that are
undervalued. Under normal market conditions, the Fund
will invest its net assets in a portfolio of
municipal bonds that are exempt from regular federal
and California income taxes. Under normal market
conditions, the Fund expects to be fully invested in
such tax-exempt municipal bonds. Through December 31,
2001, the Fund may invest in municipal bonds that are
exempt from regular federal income tax but not from
California income tax ("Out of State Bonds"),
provided that no more than 10% of the Fund's
investment income during that time, as measured on
the date of purchase of such bond, may be derived
from Out of State Bonds. The Fund will invest at
least 80% of its net assets in municipal bonds that
at the time of investment are investment grade
quality. Investment grade quality bonds are bonds
rated within the four highest grades (Baa or BBB or
better by Moody's Investor Service, Inc. ("Moody's"),
Standard & Poor's Corporation ("S&P") or Fitch IBCA,
Inc. ("Fitch")), or bonds that are unrated but judged
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Special
Considerations........

Proposed Offering of
MuniPreferred (R)
Shares..............

to be of comparable quality by the Fund's investment
adviser. The Fund may invest up to 20% of its net
assets in municipal bonds that, at the time of
investment, are rated Ba/BB or B by Moody's, S&P or
Fitch or that are unrated but judged to be of
comparable quality by the Fund's investment adviser.
Bonds of below investment grade quality are regarded
as having predominately speculative characteristics
with

respect to capacity to pay interest and repay
principal, and are commonly referred to as junk
bonds. The Fund cannot assure you that it will
attain its investment objectives. See "The Fund's
Investments."

If the Fund invests in Out of State Bonds, a portion
of your dividends will be subject to California
income taxes. The Fund expects that a substantial
portion of its investments will pay interest that
is taxable under the federal alternative minimum
tax. If you are, or as a result of investment in
the Fund would become, subject to the federal
alternative minimum tax, the Fund may not be a
suitable investment for you. In addition, capital
gains distributions will be subject to capital
gains taxes. See "Tax Matters."

Subject to market conditions approximately one to
three months after completion of this offering, the
Fund intends to offer preferred shares of
beneficial interest ("MuniPreferred Shares")
representing approximately 35% of the Fund's
capital after their issuance. The issuance of
MuniPreferred Shares will leverage your investment
in Common Shares. Leverage involves special risks.
There is no assurance that the Fund will issue
MuniPreferred Shares or that, if issued, the Fund's
leveraging strategy will be successful. See
"Risks—--Leverage Risk." The money the Fund obtains
by selling the MuniPreferred Shares will be
invested in long-term municipal bonds, which
generally will pay fixed rates of interest over the
life of the bond. The MuniPreferred Shares will pay
dividends based on shorter-term rates, which will
be reset frequently. So long as the rate of return,
net of applicable Fund expenses, on the long-term
bonds purchased by the Fund exceeds MuniPreferred
Share dividend rates as reset periodically, the
investment of the proceeds of the MuniPreferred
Shares will generate more income than will be
needed to pay dividends on the MuniPreferred
Shares. If so, the excess will be used to pay
higher dividends to holders of Common Shares
("Common Shareholders"). However, the Fund cannot
assure you that the issuance of MuniPreferred
Shares will result in a higher yield on your Common
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Shares. Once MuniPreferred Shares are issued, the
net asset value and market price of the Common
Shares and the yield to Common Shareholders will be
more volatile. See "MuniPreferred Shares and
Leverage" and "Description of Shares—--MuniPreferred
Shares."

Investment Adviser....

Nuveen Advisory Corp. ("Nuveen Advisory") will be
the Fund's investment adviser. Nuveen Advisory will
receive an annual fee, payable monthly, in a
maximum amount equal to .65% of the Fund's average
daily net assets (including assets attributable to
any MuniPreferred Shares that may be outstanding),
with lower fee levels for assets that exceed $125
million. Nuveen Advisory has contractually agreed
to reimburse the Fund for fees and expenses in
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the amount of .30% of average daily net assets of
the Fund for the first five full years of the

Fund's operations (through , 2006), and
for a declining amount for an additional five years
(through , 2011) . Nuveen Advisory is a

wholly owned subsidiary of Nuveen. See "Management
of the Fund."

Distributions......... Commencing with the Fund's first dividend, the Fund
intends to make regular monthly cash distributions
to you at a level rate based on the projected
performance of the Fund. The Fund's ability to
maintain a level dividend rate will depend on a
number of factors, including dividends payable on
the MuniPreferred Shares. As portfolio and market
conditions change, the rate of dividends on the
Common Shares and the Fund's dividend policy could
change. Over time, the Fund will distribute all of
its net investment income (after it pays accrued
dividends on any outstanding MuniPreferred Shares) .
In addition, at least annually, the Fund intends to
distribute net realized capital gains and taxable
ordinary income, if any, to you so long as the net
realized capital gains and taxable ordinary income
are not necessary to pay accrued dividends on, or
redeem or liquidate, any MuniPreferred Shares. Your
initial distribution is expected to be declared
approximately 45 days, and paild approximately 60 to
90 days, from the completion of this offering,
depending on market conditions. You may elect to
automatically reinvest some or all of your
distributions in additional Common Shares under the
Fund's Dividend Reinvestment Plan. See
"Distributions" and "Dividend Reinvestment Plan."

Listing............... The Common Shares have been approved for listing on
the American Stock Exchange, subject to notice of
issuance. See "Description of Shares—--Common
Shares." The trading or "ticker" symbol of the
Common Shares is expected to be " ."
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Custodian.............

Market Price of
Shares.......cooiivin..

Special Risk

Considerations.........

The Chase Manhattan Bank will serve as custodian of
the Fund's assets. See "Custodian and Transfer
Agent."

Shares of closed-end investment companies frequently
trade at prices lower than net asset value. Shares
of closed-end investment companies like the Fund
that invest predominantly in investment grade
municipal bonds have during some periods traded at
prices higher than net asset value and during other
periods have traded at prices lower than net asset
value. The Fund cannot assure you that Common
Shares will trade at a price higher than net asset
value in the future. Net asset value will be
reduced immediately following the offering by the
sales load and the amount of organization and
offering expenses paid by the Fund. See "Use of
Proceeds." In addition to net asset value, market
price may be affected by such factors as dividend
levels (which are in turn affected by expenses),
call protection, dividend stability, portfolio
credit quality and ligquidity and market supply and
demand. See "MuniPreferred Shares and Leverage,"
"Risks," "Description of Shares," "Repurchase of
Fund

Shares; Conversion to Open-End Fund" and the
Statement of Additional Information under "Repurchase
of Fund Shares; Conversion to Open-End Fund." The
Common Shares are designed primarily for long-term
investors, and you should not view the Fund as a
vehicle for trading purposes.

No Operating History. The Fund is a newly organized,
non-diversified, closed-end management investment
company with no history of operations.

Interest Rate Risk. Generally, when market interest
rates fall, bond prices rise, and vice versa.
Interest rate risk is the risk that the municipal
bonds in the Fund's portfolio will decline in wvalue
because of increases in market interest rates. The
prices of longer-term bonds fluctuate more than
prices of shorter-term bonds as interest rates
change. Conversely, the values of lower-rated and
comparable unrated debt securities are less likely
than those of investment grade and comparable unrated
debt securities to fluctuate inversely with changes
in interest rates. Because the Fund will invest
primarily in long-term bonds, the Common Share net
asset value and market price per share will fluctuate
more in response to changes in market interest rates
than if the Fund invested primarily in shorter-term
bonds. The Fund's use of leverage, as described
below, will tend to increase Common Share interest
rate risk.
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Credit Risk. Credit risk is the risk that one or more
municipal bonds in the Fund's portfolio will decline
in price, or fail to pay interest or principal when
due, because the issuer of the bond experiences a
decline in its financial status. The Fund may invest
up to 20% (measured at the time of investment) of its
net assets in municipal bonds that are rated Ba/BB or
B or that are unrated but judged to be of comparable
quality by Nuveen Advisory. The prices of these lower
grade bonds are more sensitive to negative
developments, such as a decline in the issuer's
revenues or a general economic downturn, than are the
prices of higher grade securities. Municipal bonds of
below investment grade quality are predominately
speculative with respect to the issuer's capacity to
pay interest and repay principal when due, and
therefore involve a greater risk of default.

Concentration in California Issuers. The Fund's policy
of investing primarily in municipal obligations of
issuers located in California makes the Fund more
susceptible to adverse economic, political or
regulatory occurrences affecting such issuers.

Leverage Risk. The use of leverage through the
issuance of MuniPreferred Shares creates an
opportunity for increased Common Share net income,
but also creates special risks for Common
Shareholders. There is no assurance that the Fund's
leveraging strategy will be successful. It is
anticipated that MuniPreferred dividends will be
based on shorter-term municipal bond rates of return
(which would be redetermined periodically, pursuant
to an auction process), and that the Fund will invest
the proceeds of the

7

MuniPreferred Shares offering in long-term,
typically fixed rate, municipal bonds. So long as
the Fund's municipal bond portfolio provides a
higher rate of return (net of Fund expenses) than
the MuniPreferred dividend rate, as reset
periodically, the leverage will cause Common
Shareholders to receive a higher current rate of
return than if the Fund were not leveraged. If,
however, long and/or short-term rates rise, the
MuniPreferred dividend rate could exceed the rate
of return on long-term bonds held by the Fund that
were acquired during periods of generally lower
interest rates, reducing return to Common
Shareholders. Leverage creates two major types of
risks for Common Shareholders:

the likelihood of greater volatility of net
asset value and market price of Common Shares,
because changes in the value of the Fund's bond
portfolio (including bonds bought with the
proceeds of the MuniPreferred Shares offering)
are borne entirely by the Common Shareholders;
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the possibility either that Common Share income
will fall if the MuniPreferred dividend rate
rises, or that Common Share income will
fluctuate because the MuniPreferred dividend
rate varies.

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

Non-Diversification. Because the Fund is classified
as "non-diversified" under the Investment Company
Act of 1940, as amended (the "1940 Act"), it can
invest a greater portion of its assets in
obligations of a single issuer. As a result, the
Fund will be more susceptible than a more widely
diversified fund to any single corporate, economic,
political or regulatory occurrence. See "The Fund's
Investments." In addition, the Fund must satisfy
certain asset diversification rules in order to
qualify as a regulated investment company for
federal income tax purposes.

Anti-takeover Provisions. The Fund's Declaration of
Trust (the "Declaration") includes provisions that
could limit the ability of other entities or
persons to acquire control of the Fund or convert
the Fund to open-end status. The provisions of the
Declaration described above could have the effect
of depriving the Common Shareholders of
opportunities to sell their Common Shares at a
premium over the then current market price of the
Common Shares.

SUMMARY OF FUND EXPENSES

The following table assumes the issuance of MuniPreferred Shares in an
amount equal to 35% of the Fund's capital (after their issuance), and shows
Fund expenses both as a percentage of net assets attributable to Common Shares
and as a percentage of total net assets.

Shareholder Transaction Expenses
Sales Load Paid by You (as a percentage of offering
ke I P 4.50%
Dividend Reinvestment Plan FeeS. .. ittt ieeeeenennnn None (1)
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Percentage of Net
Assets Attributable
to Common Shares (2)

Annual Expenses

Management FeesS . ittt ittt ittt ettt eaeeeeeeeens 1.00%
Other EXDeN S e S .t i vttt it ettt ettt e ettt e eaeeeeeeeeeneaeens .31%
Total ANNUALl EXDENSES .t i i ittt et eeeeeeeeeeeneeeeeeeeannens 1.31%
Fee and Expense Reimbursement (Years 1-5)............... (.46%) (3)
Total Net Annual Expenses (Years 1-5) ....ciiiieeeennnn. .85%(3)

(1) You will be charged a $2.50 service charge and pay brokerage charges if
you direct the Plan Agent to sell your Common Shares held in a dividend
reinvestment account.

(2) Stated as percentages of the Fund's total net assets, and again assuming
the issuance of MuniPreferred Shares in an amount equal to 35% of the
Fund's capital (after their issuance), the Fund's expenses would be
estimated to be as follows:

Percentage
of Total
Net Assets

Annual Expenses

Management F e S . ittt ittt ettt et et ettt eee e .65%
(@l o L a4 o 10 o ¥= = .20%
Total ANNUALl EXDENSES . v i vttt e ettt aeeeee e eeanseeeeeseeneeeeeneens .85%
Fees and Expense Reimbursement (Years 1-5) .......¢ i iiennnn. (.30%) (3)
Total Net Annual Expenses (Years 1=50) ...ttt innnennnnnnn .55%(3)

(3) Nuveen Advisory has contractually agreed to reimburse the Fund for fees
and expenses in the amount of .30% of average daily net assets for the
first 5 full years of the Fund's operations, .25% of average daily net
assets in year 6, .20% in year 7, .15% in year 8, .10% in year 9 and .05%
in year 10. Without the reimbursement, "Total Net Annual Expenses" would
be estimated to be .85% of average daily net assets and 1.31% of average
daily net assets attributable to Common Shares. Nuveen has agreed to pay
(i) all organizational expenses and (ii) offering costs (other than sales
load) that exceed $ per Common Share ( % of offering price).

The purpose of the table above is to help you understand all fees and
expenses that you, as a Common Shareholder, would bear directly or indirectly.
The expenses shown in the table are based on estimated amounts for the Fund's
first year of operations and assume that the Fund issues Common
Shares. See "Management of the Fund" and "Dividend Reinvestment Plan."

11
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The following example illustrates the expenses (including the sales load of
$45) that you would pay on a $1,000 investment in Common Shares, assuming (1)
total net annual expenses of .85% of net assets attributable to Common Shares
and .55% of total net assets in years 1 through 5, increasing to 1.23% in year
10 and (2) a 5% annual return: (/1/)

1 Year 3 Years 5 Years 10 Years(/2/)

The example should not be considered a representation of future expenses.

Actual expenses may be higher or lower.

(1) The example assumes that the estimated Other Expenses set forth in the
Annual Expenses table are accurate, that fees and expenses increase as
described in note 2 below and that all dividends and distributions are
reinvested at net asset value. 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. The expenses
you would pay, based on the Fund's expenses stated as a percentage of the
Fund's total net assets (assuming the issuance of MuniPreferred Shares in
an amount equal to 35% of the Fund's Capital-—-after their issuance) and
otherwise on the assumptions in the example would be: 1 year $50; 3 years
$62; 5 years $74; and 10 years $121.

(2) Assumes reimbursement of fees and expenses of .25% of average daily net

assets in year 6, .20% in year 7, .15% in year 8, .10% in year 9 and .05%
in year 10. Nuveen Advisory has not agreed to reimburse the Fund for any
portion of its fees and expenses beyond , 2011. See "Management

of the Fund--Investment Management Agreement."

10

THE FUND

The Fund is a recently organized, non-diversified, closed-end management
investment company registered under the 1940 Act. The Fund was organized as a
Massachusetts business trust on June 1, 1999, pursuant to a Declaration of
Trust governed by the laws of the Commonwealth of Massachusetts. As a newly
organized entity, the Fund has no operating history. The Fund's principal
office is located at 333 West Wacker Drive, Chicago, Illinois 60606, and its
telephone number is (800) 257-8787. The Fund is designed to provide tax
benefits to investors who are residents of California.

USE OF PROCEEDS

The net proceeds of the offering of Common Shares will be approximately
S (S if the Underwriters exercise the over-allotment
option in full) after payment of the estimated organization and offering
costs. Nuveen has agreed to pay (i) all organizational expenses and (ii)
offering costs (other than sales load) that exceed $ per Common Share. The
Fund will invest the net proceeds of the offering in accordance with the
Fund's investment objectives and policies as stated below. It is presently
anticipated that the Fund will be able to invest substantially all of the net
proceeds in municipal bonds that meet those investment objectives and policies
within three months after the completion of the offering. Pending such
investment, it is anticipated that the proceeds will be invested in short-

12
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term, tax—-exempt securities.
THE FUND'S INVESTMENTS
Investment Objectives and Policies
The Fund's investment objectives are:

to provide current income exempt from regular federal and California
income tax; and

to enhance portfolio value relative to the municipal bond market by
investing in tax-exempt municipal bonds that Nuveen Advisory believes
are underrated or undervalued or that represent municipal market sectors
that are undervalued.

Underrated municipal bonds are those whose ratings do not, in Nuveen
Advisory's opinion, reflect their true creditworthiness. Undervalued municipal
bonds are bonds that, in Nuveen Advisory's opinion, are worth more than the
value assigned to them in the marketplace. Nuveen Advisory may at times
believe that bonds associated with a particular municipal market sector (for
example, electric utilities), or issued by a particular municipal issuer, are
undervalued. Nuveen Advisory may purchase such a bond for the Fund's portfolio
because 1t represents a market sector or issuer that Nuveen Advisory considers
undervalued, even if the value of the particular bond appears to be consistent
with the value of similar bonds. Municipal bonds of particular types (e.g.,
hospital bonds, industrial revenue bonds or bonds issued by a particular
municipal issuer) may be undervalued because there is a temporary excess of
supply in that market sector, or because of a general decline in the market
price of municipal bonds of the market sector for reasons that do not apply to
the particular municipal bonds that are considered undervalued. The Fund's
investment in underrated or undervalued municipal bonds will be based on
Nuveen Advisory's belief that their yield is higher than that available on
bonds bearing equivalent levels of interest rate risk, credit risk and other
forms of risk, and that their prices will ultimately rise (relative to the
market) to reflect their true value. The Fund attempts to increase its
portfolio value relative to the municipal bond market by prudent selection of
municipal bonds regardless of the direction the market may move. Any capital
appreciation realized by the Fund will generally result in the distribution of
taxable capital gains to Common Shareholders.

11

Under normal market conditions, the Fund will invest its net assets in a
portfolio of municipal bonds that are exempt from regular federal and
California income taxes. Under normal market conditions, the Fund expects to
be fully invested (at least 95% of its assets) in such tax-exempt municipal
bonds. After the completion of the offering through December 31, 2001, the
Fund may invest in Out of State Bonds, provided that no more than 10% of the
Fund's investment income during that time, as measured on the date of purchase
of such bond, may be derived from Out of State Bonds. The Fund will purchase
Out of State Bonds if other suitable investments are not available. Investment
in Out of State Bonds would result in a portion of your dividends being
subject to California income taxes. For more information, see the Statement of
Additional Information. The Fund will invest at least 80% of its net assets in
investment grade quality municipal bonds. Investment grade quality means that
such bonds are rated, at the time of investment, within the four highest
grades (Baa or BBB or better by Moody's, S&P or Fitch) or are unrated but
judged to be of comparable quality by Nuveen Advisory. The Fund may invest up
to 20% of its net assets in municipal bonds that are rated, at the time of
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investment, Ba/BB or B by Moody's, S&P or Fitch or that are unrated but judged
to be of comparable quality by Nuveen Advisory. Bonds of below investment
grade quality (Ba/BB or below) are commonly referred to as junk bonds. Bonds
of below investment grade quality are regarded as having predominately
speculative characteristics with respect to capacity to pay interest and repay
principal. The foregoing credit quality policies apply only at the time a
security is purchased, and the Fund is not required to dispose of a security
in the event that a rating agency downgrades its assessment of the credit
characteristics of a particular issue. In determining whether to retain or
sell such a security, Nuveen Advisory may consider such factors as Nuveen
Advisory's assessment of the credit quality of the issuer of such security,
the price at which such security could be sold and the rating, if any,
assigned to such security by other rating agencies. A general description of
Moody's, S&P's and Fitch's ratings of municipal bonds is set forth in Appendix
A to the Statement of Additional Information. See "--Municipal Bonds" below
for a general description of the economic and credit characteristics of
municipal issuers in California. The Fund may also invest in securities of
other open- or closed-end investment companies that invest primarily in
municipal bonds of the types in which the Fund may invest directly. See "-—-
Other Investment Companies" and "--Initial Portfolio Composition."

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

Upon Nuveen Advisory's recommendation, during temporary defensive periods
and in order to keep the Fund's cash fully invested, including the period
during which the net proceeds of the offering are being invested, the Fund may
invest up to 100% of its net assets in short-term investments including high
quality, short-term securities that may be either tax-exempt or taxable. The
Fund intends to invest in taxable short-term investments only in the event
that suitable tax-exempt short-term investments are not available at
reasonable prices and yields. Investment in taxable short-term investments
would result in a portion of your dividends being subject to regular federal
and California income taxes. For more information, see the Statement of
Additional Information.

The Fund cannot change its investment objectives without the approval of
the holders of a "majority of the outstanding" Common Shares and MuniPreferred
Shares voting together as a single

12

class, and of the holders of a "majority of the outstanding" MuniPreferred
Shares voting as a separate class. A "majority of the outstanding" Common
Shares means (i) 67% or more of the shares present at a meeting, if the holders
of more than 50% of the shares are present or represented by proxy, or (ii)
more than 50% of the shares, whichever is less. See "Description of Shares--
MuniPreferred Shares--Voting Rights" and the Statement of Additional
Information under "Description of Shares--MuniPreferred Shares--Voting Rights"
for additional information with respect to the voting rights of holders of
MuniPreferred Shares.

If you are, or as a result of investment in the Fund would become, subject
to the federal alternative minimum tax, the Fund may not be a suitable
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investment for you because the Fund expects that a substantial portion of its
investments will pay interest that is taxable under the federal alternative
minimum tax. Special rules apply to corporate holders. In addition, capital
gains distributions will be subject to capital gains taxes. See "Tax Matters."

Municipal Bonds

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

The municipal bonds in which the Fund will invest are generally issued by
the State of California, a city in California, or a political subdivision of
such State or city, and pay interest that, in the opinion of bond counsel to
the issuer (or on the basis of other authority believed by Nuveen Advisory to
be reliable), is exempt from regular federal and California income taxes,
although the interest may be subject to the federal alternative minimum tax.
The Fund may invest in municipal bonds issued by United States territories
(such as Puerto Rico or Guam) that are exempt from regular federal and
California income taxes. Through December 31, 2001, the Fund also may invest in
Out of State Bonds subject to the limitations described under "--Investment
Objectives and Policies."

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

The Fund will primarily invest in municipal bonds with long-term maturities
in order to maintain a weighted average maturity of 15-30 years, but the
weighted average maturity of obligations held by the Fund may be shortened,
depending on market conditions.
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When-Issued and Delayed Delivery Transactions

The Fund may buy and sell municipal bonds on a when-issued or delayed
delivery basis, making payment or taking delivery at a later date, normally
within 15 to 45 days of the trade date. This type of transaction may involve
an element of risk because no interest accrues on the bonds prior to
settlement and, since bonds are subject to market fluctuations, the value of
the bonds at time of delivery may be less (or more) than cost. A separate
account of the Fund will be established with its custodian consisting of cash,
cash equivalents, or liquid securities having a market value at all times at
least equal to the amount of the commitment.
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Other Investment Companies

The Fund may invest up to 10% of its net assets in securities of other
open- or closed-end investment companies that invest primarily in municipal
bonds of the types in which the Fund may invest directly. The Fund generally
expects to invest in other investment companies either during periods when it
has large amounts of uninvested cash, such as the period shortly after the
Fund receives the proceeds of the offering of its Common Shares or
MuniPreferred Shares, or during periods when there is a shortage of
attractive, high-yielding municipal bonds available in the market. As a
stockholder in an investment company, the Fund will bear its ratable share of
that investment company's expenses, and would remain subject to payment of the
Fund's advisory and administrative fees with respect to assets so invested.
Common Shareholders would therefore be subject to duplicative expenses to the
extent the Fund invests in other investment companies. Nuveen Advisory will
take expenses into account when evaluating the investment merits of an
investment in the investment company relative to available municipal bond
investments. In addition, the securities of other investment companies may
also be leveraged and will therefore be subject to the same leverage risks
described herein. As described in the Prospectus in the section entitled
"Risks," the net asset value and market value of leveraged shares will be more
volatile and the yield to shareholders will tend to fluctuate more than the
yield generated by unleveraged shares.

Initial Portfolio Composition

If current market conditions persist, the Fund expects that approximately
% of its initial portfolio will consist of investment grade quality
municipal bonds, rated as such at the time of investment, meaning that such
bonds are rated by national rating agencies within the four highest grades or
are unrated but judged to be of comparable quality by Nuveen Advisory
(approximately % in RAaa/AAA; % in Aa/AA; % in A; and % in Baa/BBB) .
The Fund will generally select obligations which may not be redeemed at the
option of the issuer for approximately seven to nine years from the date of
purchase by the Fund. See the Statement of Additional Information under "Other
Investment Policies and Techniques—--Portfolio Trading and Turnover Rate."
Subject to market availability, the Fund would likely seek to invest
approximately 5% of its initial portfolio in municipal bonds that are, at the
time of investment, either rated below investment grade or that are unrated
but judged to be of comparable quality by Nuveen Advisory. See "--Investment
Objectives and Policies."

MUNIPREFERRED SHARES AND LEVERAGE

Subject to market conditions, approximately one to three months after the
completion of the offering of the Common Shares, the Fund intends to offer
MuniPreferred Shares representing approximately 35% of the Fund's capital
immediately after the issuance of the MuniPreferred Shares.
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The MuniPreferred Shares have complete priority upon distribution of assets
over the Common Shares. The issuance of MuniPreferred Shares will leverage the
Common Shares. Leverage involves special risks. There is no assurance that the
Fund's leveraging strategy will be successful. Although the timing and other
terms of the offering of the MuniPreferred Shares will be determined by the
Fund's Board of Trustees, the Fund expects to invest the proceeds of the
MuniPreferred Shares offering in long-term municipal bonds. The MuniPreferred
Shares will pay dividends based on shorter-term rates (which would be
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redetermined periodically by an auction process). So long as the Fund's
portfolio is invested in securities that provide a higher rate of return than
the dividend rate of the MuniPreferred Shares (after taking expenses into
consideration), the leverage will cause you to receive a higher current rate of
return than if the Fund were not leveraged.

Changes in the value of the Fund's bond portfolio (including bonds bought
with the proceeds of the MuniPreferred Shares offering) will be borne entirely
by the Common Shareholders. If there is a net decrease (or increase) in the
value of the Fund's investment portfolio, the leverage will decrease (or
increase) the net asset value per Common Share to a greater extent than if the
Fund were not leveraged. During periods in which the Fund is using leverage,
the fees paid to Nuveen Advisory for advisory services will be higher than if
the Fund did not use leverage because the fees paid will be calculated on the
basis of the Fund's total net assets, including the proceeds from the issuance
of MuniPreferred Shares.

For tax purposes, the Fund is currently required to allocate net capital
gains and other taxable income, if any, between the Common Shares and
MuniPreferred Shares in proportion to total distributions paid to each class
for the year in which the net capital gains or other taxable income is
realized. If net capital gains or other taxable income is allocated to
MuniPreferred Shares (instead of solely tax—exempt income), the Fund will
likely have to pay higher total dividends to MuniPreferred Shareholders or make
special payments to MuniPreferred Shareholders to compensate them for the
increased tax liability. This would reduce the total amount of dividends paid
to the Common Shareholders, but would increase the portion of the dividend that
is tax—-exempt. On an after-tax basis, Common Shareholders may still be better
off than if they had been allocated all of the Fund's net capital gains or
other taxable income (resulting in a higher amount of total dividends), but
received a lower amount of tax—-exempt income. If the increase in dividend
payments or the special payments to MuniPreferred Shareholders are not entirely
offset by a reduction in the tax liability of, and an increase in the tax-
exempt dividends received by, the Common Shareholders, the advantage of the
Fund's leveraged structure to Common Shareholders will be reduced.

Under the 1940 Act, the Fund is not permitted to issue preferred shares
unless immediately after such issuance the value of the Fund's total net assets
is at least 200% of the liquidation value of the outstanding preferred shares
(i.e., such liquidation value may not exceed 50% of the Fund's total net
assets). In addition, the Fund is not permitted to declare any cash dividend or
other distribution on its Common Shares unless, at the time of such
declaration, the value of the Fund's total net assets is at least 200% of such
liquidation value. If MuniPreferred Shares are issued, the Fund intends, to the
extent possible, to purchase or redeem MuniPreferred Shares from time to time
to the extent necessary in order to maintain coverage of any MuniPreferred
Shares of at least 200%. If the Fund has MuniPreferred Shares outstanding, two
of the Fund's trustees will be elected by the holders of MuniPreferred Shares,
voting separately as a class. The remaining trustees of the Fund will be
elected by holders of Common Shares and MuniPreferred Shares voting together as
a single class. In the event the Fund failed to pay
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dividends on MuniPreferred Shares for two years, MuniPreferred Shareholders
would be entitled to elect a majority of the trustees of the Fund.

The Fund may be subject to certain restrictions imposed by guidelines of
one or more rating agencies which may issue ratings for MuniPreferred Shares
issued by the Fund. These guidelines may impose asset coverage or portfolio
composition requirements that are more stringent than those imposed on the
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Fund by the 1940 Act. It is not anticipated that these covenants or guidelines
will impede Nuveen Advisory from managing the Fund's portfolio in accordance
with the Fund's investment objectives and policies.

The Fund may also borrow money for repurchase of its shares or as a
temporary measure for extraordinary or emergency purposes, including the
payment of dividends and the settlement of securities transactions which
otherwise might require untimely dispositions of Fund securities.

Assuming that the MuniPreferred Shares will represent approximately 35% of

the Fund's capital and pay dividends at an annual average rate of %, the
income generated by the Fund's portfolio (net of estimated expenses) must
exceed % in order to cover such dividend payments and other expenses

specifically related to the MuniPreferred Shares. Of course, these numbers are
merely estimates, used for illustration. Actual MuniPreferred Share dividend

rates will vary frequently and may be significantly higher or lower than the
rate estimated above.

The following table is furnished in response to requirements of the
Securities and Exchange Commission. It is designed to illustrate the effect of
leverage on Common Share total return, assuming investment portfolio total
returns (comprised of income and changes in the value of bonds held in the
Fund's portfolio) of -10%, -5%, 0%, 5% and 10%. These assumed investment
portfolio returns are hypothetical figures and are not necessarily indicative
of the investment portfolio returns expected to be experienced by the Fund.
The table further reflects the issuance of MuniPreferred Shares representing

35% of the Fund's total capital, a % yield on the Fund's investment
portfolio, net of expenses, and the Fund's currently projected annual
MuniPreferred Share dividend rate of %. See "Risks" and "MuniPreferred

Shares and Leverage."

Components of Portfolio Return
Net INnCOME. . v ittt ittt ittt it ettt en e
Capital (Loss) or Gain.........eeeeeeeeno..
Assumed Portfolio Total Return.............. (10.00)
Common Share Dividends..........c.cciiie.o...
Common Share Capital Gain/ (LOSS) ...vvueu...
Common Share Total Return

(5.00)

o
o
(@]
(€]
o
(@]

10.00

o0 o0 d° o0 oo o
o o0 d° o0 oo o
o0 o0 d° o0 oo o
o o0 d° o0 oo o
o o o° o° o o

Common Share total return is composed of two elements—--the Common Share
dividends paid by the Fund (the amount of which is largely determined by the
net investment income of the Fund after paying dividends on MuniPreferred
Shares) and gains or losses on the value of the securities the Fund owns. As
required by Securities and Exchange Commission rules, the table assumes that
the Fund is more likely to suffer capital losses than to enjoy capital
appreciation. For example, to assume a total return of 0%, the Fund must
assume that the tax-exempt interest it receives on its municipal bond
investments is entirely offset by losses in the value of those bonds.

Unless and until MuniPreferred Shares are issued, the Common Shares will
not be leveraged and this section will not apply.
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The net asset value of the Common Shares will fluctuate with and be affected
by, among other things, interest rate risk, credit risk, reinvestment risk and
leverage risk, and an investment in Common Shares will be subject to market
discount risk, inflation risk and municipal bond market risk, each of which is
more fully described below.

Newly Organized. The Fund is a newly organized, non-diversified, closed-end
management investment company and has no operating history.

Market Discount Risk. Shares of closed-end management investment companies
frequently trade at a discount from their net asset value.

Interest Rate Risk. Interest rate risk is the risk that bonds (and the
Fund's net assets) will decline in value because of changes in interest rates.
Generally, municipal bonds will decrease in value when interest rates rise and
increase in value when interest rates decline. This means that the net asset
value of the Common Shares will fluctuate with interest rate changes and the
corresponding changes in the value of the Fund's municipal bond holdings. The
value of the longer-term bonds in which the Fund generally invests fluctuates
more in response to changes in interest rates than does the value of shorter-
term bonds. Conversely, the values of lower-rated and comparable unrated debt
securities are less likely than those of investment grade and comparable
unrated debt securities to fluctuate inversely with changes in interest rates.
Because the Fund will invest primarily in long-term bonds, the Common Share net
asset value and market price per share will fluctuate more in response to
changes in market interest rates than if the Fund invested primarily in
shorter-term bonds. The Fund's use of leverage, as described below, will tend
to increase Common Share interest rate risk.

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

Concentration Risk. As described above, except to the extent the Fund
invests in temporary investments, the Fund will invest substantially all of its
net assets in California municipal bonds. The Fund is therefore susceptible to
political, economic or regulatory factors affecting issuers of California
municipal bonds. The information set forth below is derived from sources that
are generally available to investors. The information is intended to give a
recent historical description and is not intended to indicate future or
continuing trends in the financial or other positions of California. It should
be noted that the creditworthiness of obligations issued by local California
issuers may be unrelated to the creditworthiness of obligations issued by the
State of California, and that there is no obligation on the part of the State
to make payment on such local obligations in the event of default.

California's economy is the largest among the 50 states and one of the
largest in the world. The State has a diversified economy with major sectors in

manufacturing, agriculture, services, tourism,
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international trade and construction. The State has a population of almost 35
million, which has been growing at a 1-2% annual rate for several decades.
Gross domestic product of goods and services in the State exceeds $1 trillion.
Personal income was estimated at over $988 billion in 1999. Total employment
is over 15 million.

Since 1994 the California economy has been growing strongly, outpacing the
rest of the nation, with particular strength in high technology manufacturing,
software, exports, services, entertainment and construction. Unemployment is
at its lowest level in three decades. Strong economic growth is predicted to
continue through 2000, with slower but significant growth in 2001 and beyond.

The State of California has received significant tax revenues in recent
years, deriving from the strong economy and stock market. General Fund
revenues are estimated at $71.7 billion in FY 1999-2000 and could reach $78
billion in FY 2000-01. A large part of the State's annual budget is mandated
by constitutional guarantees (such as for education funding and debt service)
and caseload requirements for health and welfare programs. State General
Obligations bonds are, as of November 2000, rated "Aa2" by Moody's, "AA" by
S&P, and "AA" by Fitch.

Many local government agencies, particularly counties, continue to face
budget constraints due to limited taxing powers and mandated expenditures for
health, welfare and public safety, among other factors. California State and
local governments are limited in their ability to levy and raise property
taxes and other forms of taxes, fees or assessments, and in their ability to
appropriate their tax revenues, by a series of constitutional amendments,
enacted by voter initiative since 1978. Individual local governments may also
have local initiatives which affect their fiscal flexibility.

The foregoing information constitutes only a brief summary of some of the
general factors which may impact certain issuers of municipal bonds and does
not purport to be a complete or exhaustive description of all adverse
conditions to which the issuers of municipal bonds held by the Fund are
subject. Additionally, many factors including national economic, social and
environmental policies and conditions, which are not within the control of the
issuers of the municipal bonds, could affect or could have an adverse impact
on the financial condition of the issuers. The Fund is unable to predict
whether or to what extent such factors or other factors may affect the issuers
of the municipal bonds, the market value or marketability of the municipal
bonds or the ability of the respective issuers of the municipal bonds acquired
by the Fund to pay interest on or principal of the municipal bonds. This
information has not been independently verified.

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

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

Reinvestment Risk. Reinvestment risk is the risk that income from the
Fund's bond portfolio will decline if and when the Fund invests the proceeds
from matured, traded or called bonds at market interest rates that are below
the portfolio's current earnings rate. A decline in income could affect the
Common Shares' market price or their overall returns.

Leverage Risk. Leverage risk 1is the risk associated with the issuance of
the MuniPreferred Shares to leverage the Common Shares. There can be no
assurance that the Fund's leveraging strategy will be successful. Once the
MuniPreferred Shares are issued, the net asset value and market value of
Common Shares will be more volatile, and the yield to Common Shareholders will
tend to fluctuate with changes in the shorter-term dividend rates on the
MuniPreferred Shares. Long-term municipal bond rates of return are typically,
although not always, higher than shorter-term municipal bond rates of return.
If the dividend rate on the MuniPreferred Shares approaches the net rate of
return on the Fund's investment portfolio, the benefit of leverage to Common
Shareholders would be reduced. If the dividend rate on the MuniPreferred
Shares exceeds the net rate of return on the Fund's portfolio, the leverage
will result in a lower rate of return to Common Shareholders than if the Fund
were not leveraged. Because the long-term bonds included in the Fund's
portfolio will typically pay fixed rates of interest while the dividend rate
on the MuniPreferred Shares will be adjusted periodically, this could occur
even when both long-term and short-term municipal rates rise. In addition, the
Fund will pay (and Common Shareholders will bear) any costs and expenses
relating to the issuance and ongoing maintenance of the MuniPreferred Shares.
Accordingly, the Fund cannot assure you that the issuance of MuniPreferred
Shares will result in a higher yield or return to Common Shareholders.

Similarly, any decline in the net asset value of the Fund's investments
will be borne entirely by Common Shareholders. Therefore, if the market value
of the Fund's portfolio declines, the leverage will result in a greater
decrease in net asset value to Common Shareholders than if the Fund were not
leveraged. Such greater net asset value decrease will also tend to cause a
greater decline in the market price for the Common Shares. The Fund might be
in danger of failing to maintain the required 200% asset coverage or of losing
its expected AAA/aaa ratings on the MuniPreferred Shares or, in an extreme
case, the Fund's current investment income might not be sufficient to meet the
dividend requirements on the MuniPreferred Shares. In order to counteract such
an event, the Fund might need to liquidate investments in order to fund a
redemption of some or all of the MuniPreferred Shares. Liquidation at times of
low municipal bond prices may result in capital loss and may reduce returns to
Common Shareholders.

While the Fund may from time to time consider reducing leverage in response
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to actual or anticipated changes in interest rates in an effort to mitigate
the increased volatility of current income and net asset value associated with
leverage, there can be no assurance that the Fund will actually reduce
leverage in the future or that any reduction, if undertaken, will benefit the
Common Shareholders. Changes in the future direction of interest rates are
very difficult to predict accurately. If the Fund were to reduce leverage
based on a prediction about future changes to interest rates, and that
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prediction turned out to be incorrect, the reduction in leverage would likely
operate to reduce the income and/or total returns to Common Shareholders
relative to the circumstance where the Fund had not reduced leverage. The Fund
may decide that this risk outweighs the likelihood of achieving the desired
reduction to volatility in income and share price if the prediction were to
turn out to be correct, and determine not to reduce leverage as described
above.

The Fund may invest in the securities of other investment companies. Such
securities may also be leveraged and will therefore be subject to the leverage
risks described above. Such additional leverage may in certain market
conditions serve to reduce the net asset value of the Fund's Common Shares and
the returns to Common Shareholders.

Inflation Risk. Inflation risk is the risk that the value of assets or
income from investment will be worth less in the future as inflation decreases
the value of money. As inflation increases, the real value of the Common
Shares and distributions can decline. In addition, during any periods of
rising inflation, MuniPreferred Share dividend rates would likely increase,
which would tend to further reduce returns to Common Shareholders.

Non-Diversification. Because the Fund is classified as "non-diversified"
under the 1940 Act it can invest a greater portion of its assets in
obligations of a single issuer. As a result, the Fund will be more susceptible
than a more widely diversified fund to any single corporate, economic,
political or regulatory occurrence. See "The Fund's Investments." In addition,
the Fund must satisfy certain asset diversification rules in order to qualify
as a regulated investment company for federal income tax purposes.

HOW THE FUND MANAGES RISK
Investment Limitations

The Fund has adopted certain investment limitations designed to limit
investment risk and maintain portfolio diversification. These limitations are
fundamental and may not be changed without the approval of the holders of a
majority of the outstanding Common Shares and, if issued, MuniPreferred Shares
voting together as a single class, and the approval of the holders of a
majority of the MuniPreferred Shares voting as a separate class. Among other
restrictions, the Fund may not invest more than 25% of total Fund assets in
securities of issuers in any one industry, except that this limitation does
not apply to municipal bonds backed by the assets and revenues of governments
or political subdivisions of governments.

The Fund may become subject to guidelines which are more limiting than the
investment restriction set forth above in order to obtain and maintain ratings
from Moody's or S&P on the MuniPreferred Shares that it intends to issue. The
Fund does not anticipate that such guidelines would have a material adverse
effect on the Fund's Common Shareholders or the Fund's ability to achieve its
investment objectives. See "Investment Objectives" in the Statement of
Additional Information for information about these guidelines and a complete
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list of the fundamental and non-fundamental investment policies of the Fund.
Quality Investments

The Fund will invest at least 80% of its net assets in bonds of investment
grade quality at the time of investment. Investment grade quality means that
such bonds are rated by national rating agencies
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within the four highest grades (Baa or BBB or better by Moody's, S&P or Fitch)
or are unrated but judged to be of comparable quality by Nuveen Advisory.

Limited Issuance of MuniPreferred Shares

Under the 1940 Act, the Fund could issue MuniPreferred Shares having a
total ligquidation wvalue (original purchase price of the shares being
liquidated plus any accrued and unpaid dividends) of up to one-half of the
value of the total net assets of the Fund. If the total liquidation value of
the MuniPreferred Shares was ever more than one-half of the value of the
Fund's total net assets, the Fund would not be able to declare dividends on
the Common Shares until the liquidation value, as a percentage of the Fund's
assets, was reduced. The Fund intends to issue MuniPreferred Shares
representing about 35% of the Fund's total capital immediately after the time
of issuance, if the Fund sells all the Common Shares discussed in this
Prospectus. This higher than required margin of net asset value provides a
cushion against later fluctuations in the value of the Fund's portfolio and
will subject Common Shareholders to less income and net asset value volatility
than if the Fund were more leveraged. The Fund intends to purchase or redeem
MuniPreferred Shares, if necessary, to keep the liquidation value of the
MuniPreferred Shares below one-half of the value of the Fund's total net
assets.

Management of Investment Portfolio and Capital Structure to Limit Leverage
Risk

The Fund may take certain actions if short-term interest rates increase or
market conditions otherwise change (or the Fund anticipates such an increase
or change) and the Fund's leverage begins (or is expected) to adversely affect
Common Shareholders. In order to attempt to offset such a negative impact of
leverage on Common Shareholders, the Fund may shorten the average maturity of
its investment portfolio (by investing in short-term, high quality securities)
or may extend the maturity of outstanding MuniPreferred Shares. The Fund may
also attempt to reduce the leverage by redeeming or otherwise purchasing
MuniPreferred Shares. As explained above under "Risks--Leverage Risk," the
success of any such attempt to limit leverage risk depends on Nuveen
Advisory's ability to accurately predict interest rate or other market
changes. Bec