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The Fund. First Trust Senior Floating Rate Income Fund II (the "Fund") is a
diversified, closed-end management investment company which commenced operations
in May, 2004.

Investment Objectives and Policies. The Fund's primary investment objective
is to seek a high level of current income. As a secondary objective, the Fund
attempts to preserve capital. There can be no assurance that the Fund will
achieve its investment objectives.

The Fund pursues these objectives through investment in a portfolio of senior
secured floating rate corporate loans ("Senior Loans"). Under normal market
circumstances, the Fund invests at least 80% of its Managed Assets (as defined
below) in a diversified portfolio of Senior Loans. Senior Loans generally hold
one of the most senior positions in the capital structure of a business entity
(the "Borrower"), are typically secured with specific collateral and have a
claim on the assets and/or stock of the Borrower that is senior to that held by
subordinated debtholders and stockholders of the Borrower. Investment in Senior
Loans involves credit risk and, during periods of generally declining credit
quality, it may be particularly difficult for the Fund to achieve its secondary
investment objective. Generally, at least 80% of the Fund's Managed Assets,
including Senior Loans, will be invested in lower grade debt instruments. Lower
grade debt instruments are commonly referred to as "high yield" or "junk bonds"
and are considered speculative with respect to the issuer's capacity to pay
interest and repay principal. As used in this prospectus, "Managed Assets" means
the average daily gross asset value of the Fund (including assets attributable
to the Fund's preferred shares of beneficial interest ("Preferred Shares"), if
any, and the principal amount of commercial paper, notes, reverse repurchase
agreements and other borrowings (collectively, "Borrowings")) minus the sum of
the Fund's accrued and unpaid dividends on any outstanding Preferred Shares and
accrued liabilities (other than the principal amount of any Borrowings). The
Fund may not be appropriate for all investors. See "The Fund's Investments."

The Fund's currently outstanding common shares are, and the common shares
offered in this prospectus will be, subject to notice of issuance, listed on the
New York Stock Exchange under the trading or "ticker" symbol "FCT." The net
asset value of the Fund's common shares on September 30, 2012 was $14.90 per
common share, and the last sale price of the common shares on the New York Stock
Exchange on such date was $15.78.

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
"FDIC"), THE FEDERAL RESERVE BOARD OR ANY OTHER GOVERNMENT AGENCY.

The Fund may offer, on an immediate, continuous or delayed basis, up to
10,134,100 of the Fund's common shares in one or more offerings. The Fund may
offer its common shares in amounts, at prices and on terms set forth in a
prospectus supplement to this prospectus. You should read this prospectus and
the related prospectus supplement carefully before you decide to invest in any
of the common shares.

The Fund may offer the common shares directly to one or more purchasers,
through agents that the Fund or the purchasers designate from time to time, or
to or through underwriters or dealers. The prospectus supplement relating to the
particular offering will identify any agents or underwriters involved in the
sale of the common shares, and will set forth any applicable purchase price,
fee, commission or discount arrangement between the Fund and such agents or
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underwriters or among the underwriters or the basis upon which such amount may
be calculated. For more information about the manner in which the Fund may offer
the common shares, see "Plan of Distribution." The common shares may not be sold
through agents, underwriters or dealers without delivery of a prospectus
supplement.

INVESTING IN COMMON SHARES INVOLVES CERTAIN RISKS. YOU COULD LOSE SOME OR ALL
OF YOUR INVESTMENT. SEE "RISKS" BEGINNING ON PAGE 28.

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.

(continued on the following page)

(continued from previous page)

Investment Advisor. First Trust Advisors L.P. ("First Trust Advisors" or the
"Advisor") is the Fund's investment advisor and is responsible for the
day-to-day management of the Fund's investment portfolio, managing the Fund's
business affairs and providing certain clerical and bookkeeping and other
administrative services. The Advisor's Leveraged Finance Investment Team is
responsible for determining the Fund's overall investment strategy and
overseeing its implementation. First Trust Advisors serves as investment advisor
or portfolio supervisor to investment portfolios with approximately $61 billion
in assets which it managed or supervised as of September 30, 2012. See
"Management of the Fund" in this prospectus and "Investment Advisor" in the
Fund's Statement of Additional Information (the "SAI").

Use of Leverage. The Fund is currently engaged in leverage through the use of
a revolving credit facility and may in the future also engage in the use of
leverage through the issuance of Preferred Shares or through Borrowings. The
Fund limits its use of leverage to an aggregate amount of up to 33-1/3% of the
Fund's Managed Assets after such issuance and/or Borrowings. As of September 30,
2012, the Fund's aggregate leverage through Borrowings was approximately 29.5%
of Managed Assets. The determination to use leverage 1is subject to the approval
of the Fund's Board of Trustees ("Board of Trustees"). Through leveraging, the
Fund seeks to obtain a higher return for the holders of common shares than if
the Fund did not use leverage. Leverage is a speculative technique and investors
should note that there are special risks and costs associated with the
leveraging of the common shares. There can be no assurance that a leveraging
strategy will be successful during any period in which it is employed. See
"Borrowings and Preferred Shares--Effects of Leverage," "Risks—--Leverage Risk"
and "Description of Shares."

You should read this prospectus and any prospectus supplement, which contains
important information about the Fund, before deciding whether to invest in the
common shares, and retain it for future reference. This prospectus, together
with any prospectus supplement, sets forth concisely the information about the
Fund that a prospective investor ought to know before investing. The Statement
of Additional Information (the "SAI"), dated , 2012, 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 SAI, the table of contents of
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which is on page 51 of this prospectus, annual and semi-annual reports to
shareholders, and other information about the Fund, and make shareholder
inquiries by calling (800) 988-5891, by writing to the Fund or from the Fund's
or the Advisor's website (http://www.ftportfolios.com). The information
contained in the Fund's or the Advisor's website, whether currently posted or
posted in the future, is not part of this prospectus or the documents
incorporated by reference in this prospectus. You also may obtain a copy of the
SAT (and other information regarding the Fund) from the Securities and Exchange
Commission's web site (http://www.sec.gov).

Shares of common stock of closed-end investment companies, like the Fund,
frequently trade at discounts to their net asset values. If the Fund's common
shares trade at a discount to net asset value, the risk of loss may increase for
purchasers in any offering, especially for those investors who expect to sell
their common shares in a relatively short period after purchasing shares in such
offering. See "Risks——-Market Discount From Net Asset Value."

Prospectus dated , 2012

—ii—

CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus, any accompanying prospectus supplement and the SAT,
including documents incorporated by reference, contain "forward-looking
statements." Forward-looking statements can be identified by the words "may,"
"will," "intend," "expect," "estimate," "continue," "plan," "anticipate," and
similar terms and the negative of such terms. By their nature, all
forward-looking statements involve risks and uncertainties, and actual results
could differ materially from those contemplated by the forward-looking
statements. Several factors that could materially affect the Fund's actual
results are the performance of the portfolio of securities held by the Fund, the
conditions in the U.S. and international financial and other markets, the price
at which the Fund's common shares trade in the public markets and other factors
discussed in the Fund's periodic filings with the Securities and Exchange
Commission (the "SEC").

Although we believe that the expectations expressed in these forward-looking
statements are reasonable, actual results could differ materially from those
projected or assumed in these forward-looking statements. The Fund's future
financial condition and results of operations, as well as any forward-looking
statements, are subject to change and are subject to inherent risks and
uncertainties, such as those disclosed in the "Risks" section of this
prospectus. All forward-looking statements contained or incorporated by
reference in this prospectus or any accompanying prospectus supplement are made
as of the date of this prospectus or the accompanying prospectus supplement, as
the case may be. We do not intend, and we undertake no obligation, to update any
forward-looking statement. The forward-looking statements contained in this
prospectus and any accompanying prospectus supplement are excluded from the safe
harbor protection provided by Section 27A of the Securities Act of 1933, as
amended (the "Securities Act").

Currently known risk factors that could cause actual results to differ
materially from the Fund's expectations include, but are not limited to, the
factors described in the "Risks" section of this prospectus. We urge you to
review carefully that section for a more detailed discussion of the risks of an
investment in the Fund's securities.
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-iii-

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus.
This summary does not contain all of the information that you should consider
before investing in the Fund's common shares. You should carefully read the
entire prospectus, any related prospectus supplement and the SAI, including the
documents incorporated by reference, particularly the section entitled "Risks"
beginning on page 28.

THE FUND .......c.000... First Trust Senior Floating Rate Income Fund II is a
diversified, closed-end management investment company
which commenced operations in May, 2004. The Fund's
primary investment objective is to seek a high level of
current income. As a secondary objective, the Fund
attempts to preserve capital. The Fund pursues its
objectives by investing in a portfolio of senior secured
floating rate corporate loans ("Senior Loans"). There
can be no assurance that the Fund's investment
objectives will be achieved. The Fund may not be
appropriate for all investors. The Fund completed its
initial public offering of common shares in May, 2004,
raising approximately $438.4 million in equity after the
payment of offering expenses. As of September 30, 2012,
the Fund had 25,371,707 common shares outstanding and
net assets applicable to common shares of $378,149,670.
The common shares of beneficial interest offered by this
prospectus are called "Common Shares" and the holders of
Common Shares are called "Common Shareholders" in this
prospectus. As used in this prospectus, unless the
context requires otherwise, "common shares" refers to
the Fund's common shares of beneficial interest
currently outstanding as well as those Common Shares
offered by this prospectus and the holders of common
shares are called "common shareholders."

INVESTMENT ADVISOR ... First Trust Advisors L.P. ("First Trust Advisors" or the
"Advisor") is the Fund's investment advisor and is
responsible for the day-to-day management of the Fund's
investment portfolio, managing the Fund's business
affairs and providing certain clerical and bookkeeping
and other administrative services. The Advisor's
Leveraged Finance Investment team is responsible for the
day-to-day management of the Fund's portfolio.

First Trust Advisors, a registered investment advisor,
is an Illinois limited partnership formed in 1991. It
serves as investment advisor or portfolio supervisor to
investment portfolios with approximately $61 billion in
assets which it managed or supervised as of September
30, 2012.

THE OFFERING ......... The Fund may offer, on an immediate, continuous or
delayed basis, up to 10,134,100 Common Shares on terms
to be determined at the time of the offering. The Common
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USE OF PROCEEDS ......

DISTRIBUTIONS

Shares will be offered at prices and on terms to be set
forth in one or more prospectus supplements to this
prospectus. Offerings of the Common Shares will be
subject to the provisions of the Investment Company Act
of 1940, as amended (the "1940 Act") which generally
require that the public offering price of common shares
of a closed-end investment company (exclusive of
distribution commissions and discounts) must equal or
exceed the net asset value per share of a company's
common stock (calculated within 48 hours of pricing),
absent shareholder approval or under certain other
circumstances. See "Description of Shares."

The Fund may offer the Common Shares directly to one or
more purchasers, through agents that the Fund or the
purchasers designate from time to time, or to or through
underwriters or dealers. The prospectus supplement
relating to the offering will identify any agents or
underwriters involved in the sale of the Common Shares,
and will set forth any applicable purchase price, fee,
commission or discount arrangement between the Fund and
such agents or underwriters or among underwriters or the
basis upon which such amount may be calculated. See

"Plan of Distribution." The Common Shares may not be
sold through agents, underwriters or dealers without
delivery of a prospectus supplement describing the
method and terms of the offering of the Common Shares.

Unless otherwise specified in a prospectus supplement,
the Fund will use the net proceeds from the sale of the
Common Shares primarily to invest in accordance with its
investment objective and policies, or use such proceeds
for other general corporate purposes.

The Fund's present distribution policy, which may be
changed at any time by the Fund's Board of Trustees
("Board of Trustees"), 1is to distribute monthly all or a
portion of its net investment income to common
shareholders (after the payment of interest and/or
dividends in connection with leverage). In addition, the
Fund intends to distribute any net long-term capital
gains to common shareholders as long-term capital gain
dividends at least annually. Unless an election is made
to receive dividends in cash, Common Shareholders will
automatically have all dividends and distributions
reinvested in Common Shares through the Fund's Dividend
Reinvestment Plan. See "Dividend Reinvestment Plan."

If the Fund realizes a long-term capital gain, it will
be required to allocate such gain between the common
shares and the Preferred Shares, if any, issued by the
Fund in proportion to the total dividends paid to each
class of shares for the year in which the income is
realized. See "Distributions."
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INVESTMENT OBJECTIVES

AND POLICIES

The Fund's primary investment objective 1is to seek a
high level of current income. As a secondary objective,
the Fund will attempt to preserve capital. The Fund
pursues these objectives through investment in a
portfolio of Senior Loans. There can be no assurance
that the Fund will achieve its investment objectives.
Investment in Senior Loans involves credit risk and,
during periods of generally declining credit quality, it
may be particularly difficult for the Fund to achieve
its secondary investment objective. The Fund may not be
appropriate for all investors. See "The Fund's
Investments."

Under normal market conditions, the Fund invests at
least 80% of its Managed Assets (as defined below) in a
diversified portfolio of Senior Loans. This investment
policy is a non-fundamental investment policy and,
accordingly, may be changed by the Board of Trustees
without the approval of the holders of a "majority of
the outstanding voting securities" of the Fund provided
that the holders of the voting securities of the Fund
receive at least 60 days prior notice of any change.
When used with respect to particular shares of the Fund,
a "majority of the outstanding voting securities" 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. The portion of the Fund's
assets invested in Senior Loans will vary from time to
time consistent with the Fund's investment objectives,
changes in market prices for Senior Loans, changes in
interest rates and other economic and market factors.

Senior Loans generally hold one of the most senior
positions in the capital structure of a business entity
(the "Borrower"), are typically secured with specific
collateral and have a claim on the assets and/or stock
of the Borrower that is senior to that held by
subordinated debtholders and stockholders of the
Borrower. The proceeds of Senior Loans primarily are
used to finance leveraged buyouts, recapitalizations,
mergers, acquisitions, stock repurchases, and, to a
lesser extent, to finance internal growth and for other
corporate purposes. Senior Loans have rates of interest
which are typically redetermined either monthly,
quarterly or semiannually by reference to a base lending
rate, plus a premium. This base lending rate is

primarily the London Inter-Bank Offered Rate ("LIBOR"),
and secondarily the prime rate offered by one or more
major United States banks (the "Prime Rate") on the
certificate of deposit rate or other base lending rate



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

used by commercial lenders. As of August 31, 2012, over
99% of the Senior Loans in the Fund's portfolio were
LIBOR-based. The Senior Loans held by the Fund typically
will have a weighted average period until the next
interest rate adjustment of approximately 90 days or
less. As used in this prospectus, the weighted average
period is the average time period in which the interest
rates of the Senior Loans are adjusted pursuant to their
terms, based on the weightings of each holding in the
Fund's portfolio. In the experience of the Fund's
portfolio managers, over the last 15 years, because of
prepayments and refinancings, the average life of a
typical Senior Loan has been approximately 24 to 36
months. The Senior Loans in which the Fund invests are
primarily below investment grade instruments, commonly
referred to as "high yield" securities or "junk bonds."

Under normal market conditions, the Fund may also invest
up to 10% of its Managed Assets through purchasing
revolving credit facilities, investment grade
debtor-in-possession financing, unsecured loans, other
floating rate debt securities, such as notes, bonds, and
asset-backed securities (such as collateralized loan
obligations ("CLOs")), investment grade loans and fixed
income debt obligations of any maturity, and money
market instruments, such as commercial paper. On April
9, 2012, the Fund approved changes to its investment
strategy to also permit the purchase of publicly-traded
high-yield debt securities, subject to the foregoing 10%
limitation. None of the foregoing instruments are
principal investments of the Fund's investment strategy.
See "Additional Information About the Fund's
Investments—-—-Other Debt Securities and Related Risks" in
the SAI for risks associated with such instruments.

The Fund may also invest up to 10% of its Managed Assets
in securities of (i) firms that, at the time of
acquisition, have defaulted on their debt obligations
and/or filed for protection under Chapter 11 of the U.S.
Bankruptcy Code or have entered into a voluntary
reorganization in conjunction with their creditors and
stakeholders in order to avoid a bankruptcy filing, or
(ii) firms prior to an event of default whose acute
operating and/or financial problems have resulted in the
markets valuing their respective securities and debt at
sufficiently discounted prices so as to be yielding,
should they not default, a significant premium over
comparable duration U.S. Treasury bonds. Such
investments in securities and debt of distressed issuers
are hereinafter referred to as "Special Situation
Investments." These investments are comprised of Senior
Loans and, on limited occasions, equity and debt
securities acquired in connection therewith.

The Fund may invest up to 15% of its Managed Assets in
U.S. dollar-denominated foreign investments, exclusively
in developed countries and territories of those
countries, but in no case will the Fund invest in
securities of issuers located in emerging markets.

It is anticipated that at least 80% of the Fund's
Managed Assets will be invested in lower grade debt
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instruments, although from time to time all of the
Fund's Managed Assets may be invested in such lower
grade debt instruments. The Fund's investments in debt
instruments may have fixed or variable principal
payments and all types of interest rate and reset terms,
including, but not limited to, fixed rate, adjustable
rate, zero coupon, contingent, deferred, payment-in-kind
and auction rate features. As of the date of this
Prospectus, the Fund is primarily invested in
LIBOR-based floating rate Senior Loans which pay
interest at rates which are determined periodically at
short-term intervals on the basis of an adjustable base
lending rate, plus a premium. For more information on

debt securities that feature other types of interest
rate and reset terms in which the Fund may invest, see
"Additional Information About the Fund's
Investments—-—-Other Debt Securities and Related Risks" in
the SAT.

The Fund does not intend to purchase publicly-traded
equity securities but may receive such securities as a
result of a restructuring of the debt of the issuer or
the reorganization of a Senior Loan or as part of a
package of securities acquired together with the Senior
Loans of an issuer.

"Managed Assets" means the average daily gross asset
value of the Fund (including assets attributable to the
Fund's Preferred Shares, if any, and the principal
amount of borrowings) minus the sum of the Fund's
accrued and unpaid dividends on any outstanding
Preferred Shares and accrued liabilities (other than the
principal amount of any borrowings incurred or of
commercial paper or notes issued by the Fund). For
purposes of determining Managed Assets, the liquidation
preference of any Preferred Shares is not treated as a
liability. Percentage limitations described in this
prospectus with respect to portfolio investments by the
Fund (as opposed to the use of leverage) are as of the
time of investment by the Fund and may be exceeded on a
going-forward basis as a result of market value
fluctuations of the Fund's portfolio, with the exception
of any limitations on Borrowings or Preferred Shares it
may issue.

Under normal market conditions, the Fund invests at
least 80% of its Managed Assets in Senior Loans to meet
its investment objectives. The Fund may invest the
remainder of its assets in other investments and
securities of various types. For temporary defensive
purposes, the Fund may depart from its principal
investment strategies and invest part or all of its
assets in securities with remaining maturities of less
than one year, cash equivalents, or may hold cash.
During such periods, the Fund may not be able to achieve
its investment objectives.

10
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USE OF LEVERAGE

The Fund may enter into certain derivative transactions
("Strategic Transactions") to seek to manage the risks
of the Fund's portfolio securities and certain of these
Strategic Transactions may provide investment leverage
to the Fund's portfolio. The Fund does not enter into
Strategic Transactions as a principal part of its
investment strategy. See "Risks--Leverage Risk" below
and "Additional Information About the Fund's
Investments—--Strategic Transactions” in the SAI for more
information about these techniques.

The Fund may also acquire equity securities as an
incident to the purchase or ownership of a Senior Loan
or in connection with a reorganization of a Borrower.
Investments in equity securities incidental to
investment in Senior Loans entail certain risks in
addition to those associated with investments in Senior
Loans. See "Additional Information About the Fund's
Investments" in the SAT.

The Fund is currently engaged in leverage through the
use of a revolving credit facility to seek to enhance
the level of its current distributions to common
shareholders and may in the future also leverage its
assets through the use of repurchase agreements and
through the issuance of Preferred Shares or commercial
paper, notes and/or other Borrowings (each a "Leverage
Instrument" and collectively the "Leverage Instruments")
in an aggregate amount of up to 33-1/3% of the Fund's
Managed Assets after such issuance and/or borrowing.
Leverage creates a greater risk of loss, as well as
potential for more gain, for the Common Shares than if
leverage is not used. The Fund's leveraging strategy may
not be successful. See "Risks--Leverage Risk." Investors
should understand that Leverage Instruments have
seniority over the Common Shares.

The Fund entered into a Revolving Credit and Security
Agreement on July 13, 2012 (the "Credit Facility") with
Liberty Street Funding LLC, as conduit lender (the
"Conduit Lender") and The Bank of Nova Scotia, as
secondary lender and agent for the secured parties under
the agreement, to be used as leverage for the Fund. The
Credit Facility currently has an expiration date of July
12, 2013 and may be renewed annually. The Credit
Facility provides for a secured line of credit for the
Fund, where Fund assets are pledged against advances
made to the Fund. Under the requirements of the 1940
Act, the Fund, immediately after any such borrowings,
must have an "asset coverage" of at least 300%
(Borrowings cannot exceed 33-1/3% of the Fund's total
assets). The total commitment under the Credit Facility
is $175,000,000. At September 30, 2012, the amount

11
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TAX MATTERS ..........

LISTING

outstanding was $158,000,000. The loans under the Credit
Facility are funded by the Conduit Lender and bear
interest for each settlement period at a rate per annum
based on the commercial paper rate of the Conduit
Lender. The high and low annual interest rates for the
loans under the Credit Facility funded by the Conduit
Lender since the commencement of the Credit Facility to
September 30, 2012, were 0.238% and 0.235%,
respectively, with a weighted average interest rate of
0.237%. The annual interest rate in effect for such
loans at September 30, 2012 was 0.237%. The Fund also
pays additional borrowing costs, which includes a
utilization fee at a per annum rate of 0.40% of the
daily average of the aggregate outstanding principal
amount of the advances during the prior calendar month,
and a commitment fee at a per annum rate of the product
of (i) 0.40% of the daily average of the total
commitment in effect (or if terminated, the aggregate
outstanding principal amount of the advances funded or
maintained) during the preceding calendar month and (ii)
1.02. See "Use of Leverage."

Preferred Shares, if issued, will generally pay
dividends based on short-term rates, which will be reset
frequently. So long as the rate of return, net of
applicable Fund expenses, on the Fund's portfolio
investments purchased with leverage exceeds the then
current interest rate or dividend rate on the Leverage
Instruments, the Fund will generate more return or
income than will be needed to pay such dividends or
interest payments. In this event, the excess will be
available to pay higher dividends to common
shareholders. When leverage is employed, the NAV and
market prices of the common shares and the yield to
common shareholders will be more volatile.

Distributions with respect to the Common Shares will
constitute dividends to the extent of the Fund's current
and accumulated earnings and profits, as calculated for
U.S. federal income tax purposes. Such dividends
generally will be taxable as ordinary income to common
shareholders. Distributions of net capital gain that are
designated by the Fund as capital gain dividends will be
treated as long-term capital gains in the hands of
common shareholders receiving such distributions. In
addition, distributions generally will not constitute
"qualified dividends" for U.S. federal income tax
purposes and thus will not be eligible for the lower tax
rates on qualified dividends. See "Tax Matters."

The Fund's currently outstanding common shares are, and
the Common Shares offered in this prospectus and any
applicable prospectus supplement will be, subject to
notice of issuance, listed on the New York Stock
Exchange under the trading or "ticker" symbol "FCT." The
net asset value of the Fund's common shares at the close
of business on September 30, 2012 was $14.90 per common
share, and the last sale price of the common shares on
the New York Stock Exchange on such date was $15.78.
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CUSTODIAN,
ADMINISTRATOR
AND TRANSFER AGENT....

CLOSED-END
STRUCTURE ............

—-5-

BNY Mellon Investment Servicing (US) Inc. serves as the
Fund's Administrator, Fund Accountant, Transfer Agent
and Board Administrator in accordance with certain fee
arrangements. The Bank of New York Mellon serves as the
Fund's Custodian in accordance with certain fee
arrangements.

Closed-end funds differ from open-end management
investment companies (commonly referred to as mutual
funds) in that closed-end funds generally list their
shares for trading on a securities exchange and do not
redeem their shares at the option of the shareholder. By
comparison, mutual funds issue securities redeemable at
net asset value at the option of the shareholder and
typically engage in a continuous offering of their
shares. Mutual funds are subject to continuous asset
in-flows and out-flows that can complicate portfolio
management, whereas closed-end funds generally can stay
more fully invested in securities consistent with the
closed-end fund's investment objective and policies. In
addition, in comparison to open-end funds, closed-end
funds have greater flexibility in their ability to make
certain types of investments, including investments in
illiquid securities.

Shares of closed-end investment companies listed for
trading on a securities exchange frequently trade at a
discount from net asset value, but in some cases trade
at a premium. See "Market and Net Asset Value

Information." The market price may be affected by net
asset value, dividend or distribution levels (which are
dependent, in part, on expenses), supply of and demand

for the shares, stability of dividends or distributions,
trading volume of the shares, general market and
economic conditions and other factors beyond the control
of the closed-end fund. The foregoing factors may result
in the market price of the common shares of the Fund
being greater than, less than or equal to, net asset
value. The Board of Trustees has reviewed the structure
of the Fund in light of its investment objective and
policies and has determined that the closed-end
structure is appropriate. As described in this
prospectus, however, the Board of Trustees may review
periodically the trading range and activity of the
Fund's common shares with respect to their net asset
value and may take certain actions to seek to reduce or
eliminate any such discount. Such actions may include
open market repurchases or tender offers for the common
shares at net asset value or the possible conversion of
the Fund to an open-end investment company. There can be
no assurance that the Board of Trustees will decide to
undertake any of these actions or that, if undertaken,
such actions would result in the common shares trading
at a price equal to or close to net asset value per

13
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SPECIAL RISK
CONSIDERATIONS

common share. In addition, as noted above, the Board of
Trustees determined in connection with the initial
offering of common shares of the Fund that the
closed-end structure is desirable, given the Fund's
investment objective and policies. Investors should
assume, therefore, that it is highly unlikely that the
Board of Trustees would vote to convert the Fund to an
open—end investment company. See "Structure of the Fund;
Common Share Repurchases and Change in Fund Structure."

Risk 1is inherent in all investing. The following
discussion summarizes the principal risks that you
should consider before deciding whether to invest in the
Fund. For additional information about the risks
associated with investing in the Fund, see "Risks."

Management Risk. The Fund is subject to management risk
because it is an actively managed portfolio. The Advisor
applies investment techniques and risk analyses in
making investment decisions for the Fund, but there can
be no guarantee that these will produce the desired
results.

Credit Risk. The Fund's net asset value and ability to
pay dividends is dependent upon the performance of the
Fund's Managed Assets. That performance, in turn, is
subject to a number of risks, primarily the credit risk
of the Fund's underlying assets. Credit risk is the risk
of nonpayment of scheduled interest and/or principal
payments. Credit risk also is the risk that one or more
investments in the Fund's portfolio will decline in
price, or fail to pay interest or principal when due,
because the issuer of the security experiences a decline
in its financial status. The value of Senior Loans or
other securities owned by the Fund is affected by the
creditworthiness of the Borrowers/issuers and by general
economic and specific industry conditions.

Senior Loans. In the event a Borrower fails to pay
scheduled interest or principal payments on a Senior
Loan held by the Fund, the Fund will experience a
reduction in its income and a decline in the market
value of the Senior Loan, which will likely reduce
dividends and lead to a decline in the net asset value
of the Fund's Common Shares. If the Fund acquires a
Senior Loan from another Lender, for example, by
acquiring a participation, the Fund may also be subject
to credit risks with respect to that Lender. See "The
Fund's Investments--Additional Information Concerning
Senior Loans."

Senior Loans generally involve less risk than unsecured
or subordinated debt and equity instruments of the same
issuer because the payment of principal and interest on
Senior Loans is a contractual obligation of the issuer

that, in most instances, takes precedence over the
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payment of dividends, or the return of capital, to the
issuer's shareholders and payments to bond holders. The
Fund generally invests in Senior Loans that are secured
with specific collateral. However, the wvalue of the
collateral may not equal the Fund's investment when the
Senior Loan is acquired or may decline below the
principal amount of the Senior Loan subsequent to the
Fund's investment. Also, to the extent that collateral
consists of stock of the Borrower or its subsidiaries or
affiliates, the Fund bears the risk that the stock may
decline in value, be relatively illiquid, and/or may
lose all or substantially all of its value, causing the
Senior Loan to be under-collateralized. Therefore, the
liquidation of the collateral underlying a Senior Loan
may not satisfy the issuer's obligation to the Fund in
the event of non-payment of scheduled interest or
principal, and the collateral may not be readily
liquidated.

In the event of the bankruptcy of a Borrower, the Fund
could experience delays and limitations on its ability
to realize the benefits of the collateral securing the
Senior Loan. Among the credit risks involved in a
bankruptcy are assertions that the pledge of collateral
to secure a Senior Loan constitutes a fraudulent
conveyance or preferential transfer that would have the
effect of nullifying or subordinating the Fund's rights
to the collateral.

Illiquidity. Although the resale, or secondary market
for Senior Loans is growing, it is currently limited.
There is no organized exchange or board of trade on
which Senior Loans are traded. Instead, the secondary
market for Senior Loans is an unregulated inter-dealer
or inter-bank resale market.

Senior Loans usually trade in large denominations
(typically $1 million and higher) and trades can be
infrequent. The market has limited transparency so that
information about actual trades may be difficult to
obtain. Accordingly, some or many of the Senior Loans in
which the Fund invests will be relatively illiquid.

In addition, Senior Loans in which the Fund invests may
require the consent of the Borrower and/or agent prior
to sale or assignment. These consent requirements can

delay or impede the Fund's ability to sell Senior Loans
and can adversely affect the price that can be obtained.
The Fund may have difficulty disposing of Senior Loans
if it needs cash to repay debt, to pay dividends, to pay
expenses or to take advantage of new investment
opportunities. In addition, if the Fund purchases a
relatively large assignment of a Senior Loan to generate
extra income sometimes paid to large lenders, the
limitations of the secondary market may inhibit the Fund
from selling a portion of the Senior Loan and reducing
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its exposure to the Borrower when the Advisor deems it
advisable to do so.

Risks Associated with Adverse Developments in the Credit
Markets. The Fund's results of operations are materially
affected by conditions in the markets for Senior Loans,
as well as the broader financial markets and the economy
generally. Beginning in 2007, significant adverse
changes in financial market conditions resulted in a
deleveraging of the entire global financial system and
the forced sale of large quantities of financial assets.
Concerns over economic recession, geopolitical issues,
unemployment and the availability and cost of financing
contributed to increased volatility and diminished
expectations for the economy and markets. As a result of
these conditions, many investors suffered severe losses
in their portfolios and several major market
participants failed or have been impaired, resulting in
a significant contraction in market liquidity. This
illiquidity negatively affected both the terms and
availability of financing for Borrowers. Volatility and
deterioration in the markets for Senior Loans as well as
the broader financial markets may adversely affect the
performance and market value of the Fund's portfolio. If
these conditions exist, institutions from which the Fund
seeks financing for the Fund's investments may tighten
their lending standards or become insolvent, which could
make it more difficult for the Fund to obtain financing
on favorable terms or at all. Adverse developments in
the broader loan market may adversely affect the value
of the assets in which the Fund invests.

Investment and Market Risk. An investment in Common
Shares is subject to investment risk, including the
possible loss of the entire principal amount that you
invest. Your investment in Common Shares represents an
indirect investment in the portfolio owned by the Fund.
The value of these investments, like other investments,
may move up or down, sometimes rapidly and
unpredictably. The value of the portfolio in which the
Fund invests will affect the value of the Common Shares.
Your Common Shares at any point in time may be worth
less than your original investment, even after taking
into account the reinvestment of Fund dividends and
distributions.

Government Intervention Risk. The recent instability in
the financial markets has led the U.S. Government to
take a number of unprecedented actions designed to
support certain financial institutions and segments of
the financial markets that have experienced extreme
volatility, and in some cases a lack of liquidity.
Federal, state and other governments, their regulatory
agencies or self regulatory organizations may take
additional actions that affect the regulation of the
securities in which the Fund invests, or the issuers of
such securities, in ways that are unforeseeable. Issuers
of corporate fixed income securities might seek
protection under the bankruptcy laws. Legislation or
regulation may also change the way in which the Fund
itself is regulated. Such legislation or regulation
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could limit or preclude the Fund's ability to achieve
its investment objectives. Federal, state and other
governments, their regulatory agencies or self
regulatory organizations may take actions that affect
the regulation of the securities and debt instruments in
which the Fund invests, or the issuers of such

instruments, in ways that are unforeseeable. If
legislation or state or federal regulations impose
additional requirements or restrictions on the ability
of financial institutions to make loans, the
availability of Senior Loans for investment by the Fund
may be adversely affected. In addition, such
requirements or restrictions could reduce or eliminate
sources of financing for certain Borrowers. This would
increase the risk of default. If legislation or federal
or state regulations require financial institutions to
dispose of Senior Loans that are considered highly
leveraged transactions or subject Senior Loans to
increased regulatory scrutiny, financial institutions
may determine to sell such Senior Loans. Such sales
could result in prices that, in the opinion of the
Advisor, do not represent fair value. If the Fund
attempts to sell a Senior Loan at a time when a
financial institution is engaging in such a sale, the
price the Fund could get for the Senior Loan may be
adversely affected. The Advisor will monitor
developments and seek to manage the Fund's portfolio in
a manner consistent with achieving the Fund's investment
objectives, but there can be no assurance that it will
be successful in doing so.

Congress has enacted sweeping financial legislation, the
Dodd-Frank Wall Street Reform and Consumer Protection
Act of 2010 (the "Dodd-Frank Act"), signed into law by
President Obama on July 21, 2010, which addresses, among
other areas, the operation of financial institutions.
Many provisions of the Dodd-Frank Act will be
implemented through regulatory rulemakings and similar
processes over a period of time. The impact of the
Dodd-Frank Act, and of follow-on regulation, on trading
strategies and operations is impossible to predict, and
may be adverse. Practices and areas of operation subject
to significant change based on the impact, direct or
indirect, of the Dodd-Frank Act and follow-on
regulation, may change in manners that are
unforeseeable, with uncertain effects. For example, the
Dodd-Frank Act established more stringent capital
standards for banks and bank holding companies and will
also result in new regulations affecting the lending,
funding, trading and investment activities of banks and
bank holding companies, which may affect the ability of
banks to originate or sell Senior Loans and provide
secondary market liquidity for Senior Loans. The
Dodd-Frank Act also seeks to reform the asset-backed
securitization market, including the CLO market, by
requiring the retention by banking entities of a portion



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

of the credit risk inherent in the pool of securitized
assets and by imposing on such entities additional
registration and disclosure requirements. These
requirements may affect the ability of banking entities
to issue new CLOs, which could further affect trading
levels and liquidity of Senior Loans, as CLOs make up a
substantial portion of Senior Loan market demand. In
addition, direct and indirect changes from the
Dodd-Frank Act and follow-on regulation may occur to a
significant degree with regard to, among other areas,
the trading and use of certain Strategic Transactions.
See "Additional Information About the Fund's
Investments—-—-Strategic Transactions" in the SAI. There
can be no assurance that such legislation or regulation
will not have a material adverse effect on the Fund.

The implementation of the Dodd-Frank Act could also
adversely affect the Advisor and the Fund by increasing
transaction and/or regulatory compliance costs. In
addition, greater regulatory scrutiny and the
implementation of enhanced and new regulatory
requirements may increase the Advisor's and the Fund's
exposure to potential liabilities, and in particular
liabilities arising from violating any such enhanced
and/or new regulatory requirements. Increased regulatory
oversight could also impose administrative burdens on
the Advisor and the Fund, including, without limitation,
responding to investigations and implementing new
policies and procedures. The ultimate impact of the
Dodd-Frank Act, and any resulting regulation, is not yet
certain and the Advisor and the Fund may be affected by

the new legislation and regulation in ways that are
currently unforeseeable.

Potential Conflicts of Interest Risk. First Trust
Advisors and the portfolio managers have interests which
may conflict with the interests of the Fund. In
particular, First Trust Advisors advises other
investment funds or accounts with the same or similar
investment objectives and strategies as the Fund. As a
result, First Trust Advisors and the Fund's portfolio
managers may devote unequal time and attention to the
management of the Fund and those other funds and
accounts, and may not be able to formulate as complete a
strategy or identify equally attractive investment
opportunities as might be the case if they were to
devote substantially more attention to the management of
the Fund. First Trust Advisors and the Fund's portfolio
managers may identify a limited investment opportunity
that may be suitable for multiple funds and accounts,
and the opportunity may be allocated among these several
funds and accounts, which may limit the Fund's ability
to take full advantage of the investment opportunity.
Additionally, transaction orders may be aggregated for
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multiple accounts for purpose of execution, which may
cause the price or brokerage costs to be less favorable
to the Fund than if similar transactions were not being
executed concurrently for other accounts. At times, a
portfolio manager may determine that an investment
opportunity may be appropriate for only some of the
funds and accounts for which he or she exercises
investment responsibility, or may decide that certain of
the funds and accounts should take differing positions
with respect to a particular security. In these cases,
the portfolio manager may place separate transactions
for one or more funds or accounts which may affect the
market price of the security or the execution of the
transaction, or both, to the detriment or benefit of one
or more other funds and accounts. For example, a
portfolio manager may determine that it would be in the
interest of another account to sell a security that the
Fund holds, potentially resulting in a decrease in the
market value of the security held by the Fund.

The portfolio managers may also engage in cross trades
between funds and accounts, may select brokers or
dealers to execute securities transactions based in part
on brokerage and research services provided to First
Trust Advisors which may not benefit all funds and
accounts equally and may receive different amounts of
financial or other benefits for managing different funds
and accounts. Finally, First Trust Advisors or its
affiliates may provide more services to some types of
funds and accounts than others.

There is no guarantee that the policies and procedures
adopted by First Trust Advisors and the Fund will be
able to identify or mitigate the conflicts of interest
that arise between the Fund and any other investment
funds or accounts that First Trust Advisors may manage
or advise from time to time. For further information on
potential conflicts of interest, see "Investment
Advisor" in the SATI.

In addition, while the Fund is using leverage, the
amount of the fees paid to the Advisor for investment
advisory and management services are higher than if the
Fund did not use leverage because the fees paid are
calculated based on the Fund's Managed Assets, which
include assets purchased with leverage. Therefore, the
Advisor has a financial incentive to leverage the Fund,
which may create a conflict of interest between the
Advisor on the one hand and the common shareholders of
the Fund on the other.

Valuation Difficulties. The Fund will value its Senior
Loans daily. However, because the secondary market for
Senior Loans is limited, it may be difficult to value

-10-
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some loans. Market quotations may not be readily
available for some Senior Loans and valuation may
require more research than for liquid securities. In
addition, elements of judgment may play a greater role
in valuation of Senior Loans than for securities with a
secondary market, because there is less reliable
objective data available.

Interest Rate Risk. During normal market conditions,
changes in market interest rates will affect the Fund in
certain ways. The principal effect will be that the
yield on the Fund's Common Shares will tend to rise or
fall as market interest rates rise and fall. This is
because Senior Loans, the majority of the assets in
which the Fund invests, pay interest at rates which
float in response to changes in market rates. However,
because the rates of interest paid on the Senior Loans
in which the Fund invests will have a weighted average
period that is typically less than 90 days, changes in
prevailing interest rates can be expected to cause some
fluctuation in the Fund's Net Asset Value ("NAV").
Similarly, a sudden and significant increase in market
interest rates may cause a decline in the Fund's NAV.
See "Risks—--Interest Rate Risk."

According to various reports, certain financial
institutions, commencing as early as 2005 and throughout
the global financial crisis, may have routinely made
artificially low submissions in the LIBOR rate setting
process. In June 2012, one such financial institution
was fined a significant amount by various financial
regulators in connection with allegations of
manipulation of LIBOR rates. Investigations of other
financial institutions for similar actions in various
countries are ongoing. These developments may have
adversely affected the interest rates on securities
whose interest payments were determined by reference to
LIBOR, including the Senior Loans in which the Fund
invests. Any future similar developments could, in turn,
positively or negatively impact the value of such
securities owned by the Fund. In addition, regulatory
actions taken in response to these developments may
result in changes to the manner in which LIBOR is
determined. Uncertainty as to the nature of such
potential changes, including the use of alternative
interest rate setting procedures, may adversely affect
the trading market for LIBOR-based instruments,
including the Senior Loans in which the Fund invests.

Changes to Net Asset Value. The NAV of the Fund is
expected to change in response to a variety of factors,
primarily in response to changes in the creditworthiness
of the Borrowers on the Senior Loans in which the Fund
invests. Changes in market interest rates may also have
a moderate impact on the Fund's NAV. Another factor
which can affect the Fund's NAV is changes in the
pricing obtained for the Fund's assets. See "Net Asset
Value."
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Lower Grade and Below Investment Grade Debt Risk. The
Fund may invest up to 100% of its Managed Assets in
lower grade debt securities, which may also be referred
to as below investment grade debt securities. Below
investment grade debt securities are rated below "Baa"

by Moody's Investors Service, Inc. ("Moody's"), below
"BBB" by Standard & Poor's Ratings Group, a division of
The McGraw-Hill Companies ("S&P"), comparably rated by

another nationally recognized statistical rating
organization ("NRSRO") or, if unrated, determined to be
of comparable credit quality by the Advisor. Below
investment grade debt instruments are commonly referred
to as "high-yield" or "junk" bonds and are considered
speculative with respect to the issuer's capacity to pay
interest and repay principal and are susceptible to
default or decline in market value due to adverse
economic and business developments. The market values
for high-yield securities or "junk bonds" tend to be

11—

very volatile, and these securities are less liquid than
investment grade debt securities. For these reasons,
your investment in the Fund is subject to the following
specific risks:

o 1increased price sensitivity to changing interest
rates and to a deteriorating economic environment;

o greater risk of loss due to default or declining
credit quality;

o adverse company specific events more likely to
render the issuer unable to make interest and/or
principal payments; and

o negative perception of the high-yield market which
may depress the price and liquidity of high-yield
securities or "junk bonds."

The secondary market for high-yield securities or "Jjunk
bonds" may not be as liquid as the secondary market for
more highly rated securities, a factor which may have an
adverse effect on the Fund's ability to dispose of a
particular security. There are fewer dealers in the
market for high-yield securities or "junk bonds" than
for investment grade obligations. The prices quoted by
different dealers may vary significantly and the spread
between the bid and asked price is generally much larger
than for higher quality instruments. Under adverse
market or economic conditions, the secondary market for
high-yield securities or "junk bonds" could contract
further, independent of any specific adverse changes in
the condition of a particular issuer, and these
securities may become illiquid. As a result, the Fund
could find it more difficult to sell these securities or
may be able to sell the securities only at prices lower
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than if such securities were widely traded. Prices
realized upon the sale of such lower rated or unrated
securities, under these circumstances, may be less than
the prices used in calculating the Fund's NAV.

The Senior Loans in which the Fund invests are generally
lower grade. These lower grade debt instruments may
become the subject of bankruptcy proceedings or
otherwise subsequently default as to the repayment of
principal and/or payment of interest or be downgraded to

ratings in the lower rating categories ("Ca" or lower by
Moody's, "CC" or lower by S&P or comparably rated by
another NRSRO). The value of these securities is

affected by the creditworthiness of the issuers of the
securities and by general economic and specific industry
conditions. Issuers of lower grade debt instruments are
not perceived to be as strong financially as those with
higher credit ratings, so the securities are usually
considered speculative investments. These issuers are
generally more vulnerable to financial setbacks and
recession than more creditworthy issuers which may
impair their ability to make interest and principal
payments. As such, lower grade debt instruments may also
be more susceptible to real or perceived adverse
economic and competitive industry conditions than higher
rated debt instruments. Unlike higher rated debt
instruments, which tend to react mainly to fluctuations
in the general level of interest rates, the market
values of lower grade debt instruments tend to reflect
to a greater extent individual developments of the
issuer, although movements in the general direction of
interest rates can be expected to impact the market
value of lower grade debt instruments. In addition,
lower grade debt instruments tend to be more sensitive
to economic conditions. See "Risks--Credit Risk."

Investment decisions will be based largely on the credit
analysis performed by the Advisor, and not on rating
agency evaluation. This analysis may be difficult to
perform. Information about a Senior Loan and its issuer
generally is not in the public domain. Moreover, Senior
Loans may not be rated by any NRSRO. Many issuers have
not issued securities to the public and are not subject

—-12-

to reporting requirements under federal securities laws.
Generally, however, issuers are required to provide
financial information to lenders and information may be
available from other Senior Loan participants, agents or
others that invest in, trade in, originate or administer
Senior Loans.

Fixed-Income Securities Risk. In addition to the risks
discussed above, debt securities, including high-yield
securities or "junk bonds" such as the publicly-traded
high-yield debt securities in which the Fund may invest,
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are subject to certain risks, including:

o Issuer/Credit Risk. The value of fixed-income
securities may decline for a number of reasons
which directly relate to the issuer, such as
management performance, financial leverage,
reduced demand for the issuer's goods and
services, and failure.

o Interest Rate Risk. Interest rate risk is the risk
that fixed-income securities will decline in value
because of changes in market interest rates. When
market interest rates rise, the market value of
such securities generally will fall. During
periods of rising interest rates, the average life
of certain types of securities may be extended
because of slower than expected prepayments. This
may lock in a below market yield, increase the
security's duration and reduce the value of the
security. Investments in debt securities with
long-term maturities may experience significant
price declines if long-term interest rates
increase. Market interest rates in the United
States currently are near historically low levels.
An increase in the interest payments on the Fund's
Borrowings or dividends on any Preferred Shares
relative to the interest it earns on its
investment securities may adversely affect the
Fund's performance.

o Reinvestment Risk. Reinvestment risk is the risk
that income from the Fund's portfolio will decline
if the Fund invests the proceeds from matured,
traded or called bonds at market interest rates
that are below the Fund's portfolio's current
earnings rate. A decline in income could affect
the common shares' market price, level of
distributions or the overall return of the Fund.

o Prepayment Risk. During periods of declining
interest rates, the issuer of a security may
exercise its option to prepay principal earlier
than scheduled, forcing the Fund to reinvest the
proceeds from such prepayment in lower yielding
securities. This is known as call or prepayment
risk. Debt securities frequently have call
features that allow the issuer to repurchase the
security prior to its stated maturity. An issuer
may redeem an obligation if the issuer can
refinance the debt at a lower cost due to
declining interest rates or an improvement in the
credit standing of the issuer.

Foreign Securities Risk. The value of foreign
investments is affected by changes in foreign tax laws
(including withholding tax), government policies (in
this country or abroad) and relations between nations,
and trading, settlement, custodial, and other
operational risks. In addition, the costs of investing
abroad are generally higher than in the United States,
and foreign securities markets may be less liquid, more
volatile, and less subject to governmental supervision
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than markets in the United States. Foreign investments
could also be affected by other factors not present in
the United States, including expropriation, armed
conflict, confiscatory taxation, lack of uniform
accounting and auditing standards, less publicly
available financial and other information, and potential

-13-

difficulties in enforcing contractual obligations. See
"Additional Information About the Fund's
Investments—-Foreign Securities" in the SAI.

Special Situation Investments Risk. Investing in Special
Situation Investments involves a far greater level of
risk than investing in issuers whose debt obligations
are being met and whose debt trades at or close to its
"par" value. While offering a greater potential
opportunity for capital appreciation, Special Situation
Investments are highly speculative with respect to the
issuer's ability to continue to make interest payments
and/or to pay its principal obligations in full. Special
Situation Investments can be very difficult to properly
value, making them susceptible to a high degree of price
volatility and rendering them less liquid than
performing debt obligations. Those Special Situation
Investments involved in a bankruptcy proceeding can be
subject to a high degree of uncertainty with regard to
both the timing and the amount of the ultimate
settlement. Special Situation Investments include
non-investment grade debtor-in-possession financing,
sub-performing real estate loans and mortgages,
privately placed senior, mezzanine, subordinated and
junior debt, letters of credit, trade claims,
convertible bonds, and preferred and common stocks. See
"Additional Information About the Fund's
Investments—--Special Situation Investments" in the SAI.

Economic Sector Risk. Under normal market conditions,
the Fund is 80% invested in Senior Loans. This may make
the Fund more susceptible to adverse economic, political
or regulatory events that affect the value of Senior
Loans, and increase the potential for fluctuation in the
net asset value of the Fund's Common Shares.

Market Discount From Net Asset Value. The Fund's common
shares have been publicly traded since May 28, 2004 and
have traded both at a premium and at a discount relative
to net asset value. There is no assurance that any
premium of the public offering price for the Common
Shares over net asset value with respect to any offering
hereunder will continue after such offering or that the
common shares will not again trade at a discount. Shares
of closed-end investment companies frequently trade at a
discount from their NAV. This characteristic is a risk
separate and distinct from the risk that the Fund's NAV
could decrease as a result of its investment activities
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and may be greater for investors expecting to sell their
Common Shares in a relatively short period following
completion of this offering. Although the value of the
Fund's net assets is generally considered by market
participants in determining whether to purchase or sell
Common Shares, whether investors will realize gains or
losses upon the sale of the Common Shares will depend
entirely upon whether the market price of the Common
Shares at the time of sale is above or below the
investor's purchase price for the Common Shares. Because
the market price of the Common Shares will be determined
by factors such as NAV, dividend and distribution levels
(which are dependent, in part, on expenses), supply of
and demand for the Common Shares, stability of dividends
or distributions, trading volume of the Common Shares,
general market and economic conditions and other factors
beyond the control of the Fund, the Fund cannot predict
whether the Common Shares will trade at, below or above
NAV or at, below or above the public offering price with
respect to any offering hereunder. The Fund's issuance
of the Common Shares may have an adverse effect on
prices in the secondary market for the Fund's common
shares by increasing the number of common shares
available, which may put downward pressure on the market
price for the Fund's common shares.

—14-

Leverage Risk. The Fund may borrow an amount up to
33-1/3% (or such other percentage as permitted by law)
of its Managed Assets (including the amount borrowed)
less all liabilities other than Borrowings. The Fund may
also issue Preferred Shares in an amount up to 50% of
the Fund's Managed Assets (including the proceeds from
Leverage Instruments). Under normal circumstances, the
Fund anticipates utilizing leverage in an amount up to
33-1/3% of the Fund's Managed Assets. The Fund currently
leverages its assets through the use of the Credit
Facility. The Fund may use leverage for investment
purposes, to finance the repurchase of its Common Shares
and to meet cash requirements. The use of leverage by
the Fund can magnify the effect of any losses. If the
income and gains earned on the securities and
investments purchased with leverage proceeds are greater
than the cost of the leverage, the Common Shares' return
will be greater than if leverage had not been used.
Conversely, if the income and gains from the securities
and investments purchased with such proceeds does not
cover the cost of leverage, the return to the Common
Shares will be less than if leverage had not been used.
There is no assurance that a leveraging strategy will be
successful. Leverage involves risks and special
considerations for Common Shareholders including:

o the likelihood of greater volatility of NAV and
market price of the Common Shares than a comparable
portfolio without leverage;
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o the risk that fluctuations in interest rates on
repurchase agreements, Borrowings and other
short-term debt or in the dividend rates on any
Preferred Shares that the Fund may pay will reduce
the return to the Common Shareholders or will
result in fluctuations in the dividends paid on the
Common Shares;

o the effect of leverage in a declining market, which
is likely to cause a greater decline in the NAV of
the Common Shares than if the Fund were not
leveraged, which may result in a greater decline in
the market price of the Common Shares; and

o when the Fund uses leverage, the investment
advisory fee payable to the Advisor will be higher
than if the Fund did not use leverage.

The Advisor, in its judgment, nevertheless may determine
to continue to use leverage if it expects that the
benefits to the Fund's shareholders of maintaining the
leveraged position will outweigh the current reduced
return.

In order to reduce the variability of leverage borrowing
costs, the Fund may enter into interest rate swaps with
the effect of fixing net borrowing costs for longer
periods of time.

The value of the Fund's interest rate swaps could
increase or decrease, with a corresponding impact on the
NAV of the Fund. To the extent there is a decline in
interest rates, the value of the interest rate swap
could decrease, and could result in a decrease in the
Fund's NAV. In addition, if the counterparty to an
interest rate swap defaults, the Fund would be obligated
to make the payments that it had intended to avoid.
Depending on whether the Fund would be entitled to
receive net payments from the counterparty on the swap,
which in turn would depend on the general state of
short-term interest rates and the returns on the Fund's
portfolio securities at that point in time, a default
could adversely affect the NAV of the Common Shares.

Strategic Transactions. The Fund may use various other
investment management techniques that also involve
certain risks and special considerations. These

-15-

Strategic Transactions may be entered into to seek to
manage the risks of the Fund's portfolio securities, but
may have the effect of limiting the gains from favorable
market movements. Certain of these Strategic
Transactions may provide investment leverage to the
Fund's portfolio and result in many of the same risks of
leverage to Common Shareholders as discussed above under
"--Leverage Risk." The Fund does not enter into
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Strategic Transactions as a principal part of its
investment strategy. See "Additional Information About
the Fund's Investments--Strategic Transactions" in the
SAT for more information about these techniques.

Portfolio Turnover Risk. The Fund's annual portfolio
turnover rate may vary greatly from year to year.
Although the Fund cannot accurately predict its annual
portfolio turnover rate, it is not expected to exceed
100% under normal circumstances. For the fiscal year
ended May 31, 2012, portfolio turnover was approximately
63%. However, portfolio turnover rate is not considered
a limiting factor in the execution of investment
decisions for the Fund. High portfolio turnover may
result in the Fund's recognition of gains that will be
taxable as ordinary income to the Fund. A high portfolio
turnover may increase the Fund's current and accumulated
earnings and profits, resulting in a greater portion of
the Fund's distributions being treated as a dividend for
U.S. federal income tax purposes to the Fund's Common
Shareholders. In addition, a higher portfolio turnover
rate results in correspondingly greater brokerage
commissions and other transactional expenses that are
borne by the Fund. See "The Fund's
Investments—--Investment Practices—--Portfolio Turnover"
and "Tax Matters."

Market Disruption Risk. Ongoing U.S. military action and
related events throughout the world, as well as the
continuing threat of terrorist attacks, could have
significant adverse effects on the U.S. economy, the
stock market and world economies and markets generally.
The Fund cannot predict the effects of such events in
the future on the U.S. and world economies, the value of
the Common Shares or the NAV of the Fund.

Anti-Takeover Provisions. The Fund's Declaration of
Trust 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. These
provisions 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. See "Certain Provisions in the
Declaration of Trust and By-Laws" and
"Risks—--Anti-Takeover Provisions."

Secondary Market for the Fund's Shares. The issuance of
common shares through the Fund's Dividend Reinvestment
Plan may have an adverse effect on the secondary market
for the Fund's common shares. The increase in the number
of outstanding common shares resulting from issuances
pursuant to the Fund's Dividend Reinvestment Plan and
the discount to the market price at which such common
shares may be issued, may put downward pressure on the
market price for the common shares. Common shares will
not be issued pursuant to the Fund's Dividend
Reinvestment Plan at any time when common shares are
trading at a lower price than the Fund's NAV per common
share. When the Fund's common shares are trading at a
premium, the Fund may also issue common shares that may
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be sold through private transactions effected on the
NYSE or through broker-dealers. The increase in the
number of outstanding common shares resulting from these
offerings may put downward pressure on the market price
for common shares.
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SUMMARY OF FUND EXPENSES

The following table and example contains information about the costs and
expenses that common shareholders will bear directly or indirectly. In
accordance with Securities and Exchange Commission requirements, the table below
shows the Fund's expenses as a percentage of the Fund's net assets as of
September 30, 2012, and not as a percentage of gross assets or Managed Assets.
By showing expenses as a percentage of net assets, expenses are not expressed as
a percentage of all the assets the Fund invests. The table and example are based
on the Fund's capital structure as of September 30, 2012. As of that date, the
Fund had $158,000,000 of leverage outstanding pursuant to the Credit Facility.
Such leverage represented 29.5% of Managed Assets as of September 30, 2012.

SHAREHOLDER TRANSACTION EXPENSES:

Sales Load (as a percentage of offering price) ...ttt ittt ettt - &%
Offering Expenses Borne by the Fund (as a percentage of offering price) (1)........... — %%
Dividend Reinvestment Plan F el S . v v ittt ettt ettt eeeeeeeeeeeeeeeeeeeeeneeeeeneann None (2)

PERCENTAGE OF NET
ATTRIBUTABLE TO COMMC
(ASSUMES 29.5% LEVERAGE I

ANNUAL EXPENSES:

Management Fee s (3) v v v v vt ittt ittt ittt ettt eeee e eaeeeeeeseeaeeeeeeeeeaeeeeeneens 1.06%
Interest and Fees ONn Leverage (4) v v v v i i i i ettt oeeeeeeeeeneeeeeeeeeneeeeeeeeaeeeeeneens 0.47%
(@ ol o TSl 154 @ o 1= = 0.26%
TOLAl ANNUAL EX OIS S e v v o e e e e e et e e e e e e e e e e oaaeae e s eeaeeeeeeeeeeeeeeeeeeeneeeeeeeeaneens 1.79%

The purpose of the table above and the example below is to help you
understand all fees and expenses that you, as a holder of Common Shares, would
bear directly or indirectly. The expenses shown in the table under "Other
Expenses" and "Total Annual Expenses" are based on estimated amounts for the
Fund's twelve months of operations after September 30, 2012 unless otherwise
indicated and assumes that the Fund has not issued any additional common shares.
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EXAMPLE:

The following examples illustrate the expenses that you would pay on a

$1,000 investment in Common Shares, assuming: (i) total annual expenses of 1.79%
of net assets attributable to Common Shares through year 10 and (ii) a 5% annual
return and (iii) all distributions are reinvested at net asset value(l):

1 YEAR 3 YEARS 5 YEARS 10 YEARS

$18 $56 $97 $211

THIS EXAMPLE SHOULD NOT BE CONSIDERED A REPRESENTATION OF FUTURE
EXPENSES. ACTUAL EXPENSES MAY BE GREATER OR LESS THAN THOSE SHOWN. This
example assumes that the estimated "Other expenses" set forth in the
Annual Expenses table are accurate, all dividends and distributions are
reinvested at net asset value and that the Fund is engaged in leverage
of 29.5% of Managed Assets, assuming interest and fees on leverage of
0.47%. Moreover, the Fund's actual rate of return may be greater or less
than the hypothetical 5% return shown in the example.
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FINANCIAL HIGHLIGHTS

The information in the following tables for the years ended May 31, 2012

and each of the prior years then ended is derived from the Fund's financial
statements audited by Deloitte & Touche LLP, whose report on certain of such
financial statements is contained in the Fund's 2012 Annual Report. Such report
is incorporated by reference into the Fund's SAI, which is available from the
Fund upon request.

FOR A COMMON SHARE OUTSTANDING THROUGHOUT EACH PERIOD

YEAR YEAR
ENDED ENDED
5/31/2012 5/31/2011
Net asset value, beginning of period ................... S 14.76 $ 13.
INCOME FROM INVESTMENT OPERATIONS:
Net investment 1income (L1oOSS) v v ittt i ittt teeeeeenenenenn 0.91 0.
Net realized and unrealized gain (losSS) ......eeeeeee... (0.31) 0.
Distributions paid to AMP (b) Shareholders from:
Net investment 1InCOmMe ... ...ttt ittt eneeeeennnnns -
Total from investment operations ..........c.c.cciiieieonn. 0.60 1.
DISTRIBUTIONS PAID TO SHAREHOLDERS FROM:
Net 1nvestment 1nCOmMEe .. u ittt ittt ittt ettt eeeeenenn (0.87) (0.

YEAR

ENDED
(a) 5/31/2010
96 $ 11.79
73 0.47
77 2.15
- (0.02
50 2.60
70) (0.43
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Total distributions to Common Shareholders.............. (0.87) (0.70) (0.43
Net asset value, end of period .......eiiiiiiennnnnnenn. S 14.49 $ 14.76 S 13.9¢
Market value, end of period ........iiiiiiiiennnnnnnn S 14.34 $ 14.82 S 12.65
Total return based on net asset value (C) ..vuviewewennnennn. 4.45% 11.19% 22.99
Total return based on market value (C) .. eeennnn. 2.95% 23.20% 30.76
RATIOS TO AVERAGE NET ASSETS AVAILABLE TO COMMON SHARES:
Ratio of total expenses to average net assets .......... 1.88% 1.98% 2.42
Ratio of total expenses to average net assets excluding

Interest eXPeNSe ..ttt it e e e e e e 1.33% 1.31% 1.39
Ratio of net investment income (loss) to average net

S = = 6.38% 5.09% 3.49
Ratio of net investment income (loss) to average net

assets net of AMP Shares dividends (d)............. N/A N/A 3.37
SUPPLEMENTAL DATA:
Portfolio tuUrnover rate . ... ...ttt ittt eennenns 63% 95% 52
Net assets, end of period (in 000'S) ..., $ 367,172 $ 373,902 $ 353,106
Ratio of total expenses to total average Managed

ASSEE S () ittt it e e et e e e e e e e e e e e e e e e e e e e e 1.31% 1.39% 1.77
Ratio of total expenses to total average Managed Assets

excluding interest expense (€) ... iennnnnn.. 0.93% 0.92% 1.01
PREFERRED SHARES AND LOAN OUTSTANDING
Total AMP Shares outstanding (f) .....uuiieennennnnnnn N/A N/A N/ A
Liquidation and market value per AMP share (g).......... N/A N/A N/ A
Asset coverage Per Share. ... ...iu ittt eeeeeeeeeneeennnns N/A N/A N/ 2
Total loan outstanding (in 000'S) .+ viviii it eeeennnnn $ 158,000 $ 160,000 $ 153,500
Asset coverage per $1,000 of loan outstanding (i)..... S 3,324 S 3,337 S 3,300
(a) From inception to October 12, 2010, Four Corners Capital Management, LLC

served as the Fund's sub-advisor. Effective October 12, 2010, the
Leveraged Finance Investment Team of First Trust Advisors L.P. assumed the
day-to-day responsibility for management of the Fund's portfolio.

(b) Auction Market Preferred ("AMP") Shares.

(c) Total return is based on the combination of reinvested dividend, capital
gain and return of capital distributions, if any, at prices obtained by
the Dividend Reinvestment Plan and changes in net asset value per share
for net asset value returns and changes in Common Share price for market
value returns. Total returns do not reflect sales load and are not
annualized for periods less than one year. Past performance is not
indicative of future results.

(d) Ratio reflects the effect of distributions to AMP Shareholders.

(e) Managed Assets are calculated by taking the Fund's total asset value
(which includes assets attributable to the Fund's AMP Shares, if AMP
Shares are outstanding, and the principal amount of borrowings), minus the
sum of the Fund's accrued and unpaid dividends on any outstanding AMP
Shares, i1f AMP Shares are outstanding, and liabilities, other than the
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principal amount of borrowing.

As of November 18, 2009,
AMP Shares outstanding.

the Fund no longer has any Series A or Series B

Includes accumulated and unpaid distributions to AMP Shareholders.
Calculated by taking the Fund's total assets less the Fund's total
liabilities (not including the AMP Shares liquidation value), and dividing

by the number of AMP Shares outstanding.

Calculated by taking the Fund's total assets less the Fund's total

liabilities
outstanding)

N/A Not applicable.

FOR A COMMON SHARE OUTSTANDING THROUGHOUT EACH PERIOD (Continued)
YEAR YEAR YEAR
ENDED ENDED ENDED
5/31/2008 5/31/2007 5/31/2006

Net asset value, beginning of period S 18.91 S 19.00 S 18.94
Income from investment operations:
Net investment income (loss) 1.45 1.66 1.48
Net realized and unrealized gain (loss) (2.37) (0.04) 0.04
Distributions paid to AMP (d) Shareholders from:

Net investment income (0.20) (0.21) (0.106)
Total from investment operations (1.12) 1.41 1.36
Distributions paid to Common Shareholders from:

Net investment income (1.37) (1.50) (1.28)

Net realized gain —— —— (0.02)
Total distributions to Common Shareholders (1.37) (1.50) (1.30)
Dilutive impact from the offering of AMP Shares (e) —— —— ——
Common Share offering costs charged to

paid-in capital - - -
Net asset value, end of period S 16.42 $ 18.91 S 19.00
Market value, end of period S 14.76 S 18.81 S 17.61
Total return based on net asset value (f) (9) (5.19)% 8.04% 8.06%
Total return based on market value (g) (h) (14.32)% 15.95% 6.03%
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(not including the AMP Shares liquidation value and the loan
and dividing by the outstanding loan balance in 000's.
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Ratios to average net assets available
to Common Shareholders:

Ratio of total expenses to average net assets 3.63% 3.55% 3.08%
Ratio of total expenses to average net assets
excluding interest expense 1.54% 1.45% 1.45%
Ratio of net investment income (loss) to
average net assets 8.52% 8.80% 7.77%
Ratio of net investment income (loss) to
average net assets net of AMP dividends (j) 7.34% 7.70% 6.93%
Supplemental Data:
Portfolio turnover rate 31% 78% 81%
Net assets, end of period (in 000's) $ 415,187 $ 478,169 $ 480,155
Ratio of total expenses to total average
Managed Assets (k) 2.22% 2.26% 1.97%
Ratio of total expenses to total average Managed
Assets excluding interest expense (k) 0.94% 0.92% 0.93%
Preferred Shares:
Total AMP Shares outstanding 4,000 4,000 4,000
Liquidation and market value per AMP share (1) $ 25,039 $ 25,045 $ 25,040
Asset coverage per share $ 128,797 (m) $ 179,792 (n) $ 189,289 (n)
Loan outstanding (in 000's) 175,000 141,000 177,000
Asset coverage per $1,000 of loan outstanding (o) 3,944 5,100 4,278

(a) Initial seed date of May 18, 2004. The Fund commenced operations on May 25,

2004.

Net of sales load of $0.90 per Common Share on initial offering.

Amount represents less than $0.01 per Common Share.

Auction Market Preferred ("AMP") Shares.

The expenses associated with the offering of AMP Shares had a $(0.05)

impact on the Common Share NAV.

(f) Total return based on net asset value is the combination of reinvested
dividend distributions and reinvested capital gains distributions, if any,
at prices obtained by the Dividend Reinvestment Plan and changes in net
asset value per share and does not reflect sales load.

(g) Total return is not annualized for periods less than one year.

(h) Total return based on market value is the combination of reinvested
dividend distributions and reinvested capital gains distributions, if any,
at prices obtained by the Dividend Reinvestment Plan and changes in Common
Share price.

(i) Annualized

(j) Ratio reflects the effect of distributions to AMP Shareholders.

(k) Managed Assets are calculated by taking the Fund's average daily gross
asset value (which includes assets attributable to the Fund's AMP Shares,
and the principal amount of borrowings), minus the sum of the Fund's
accrued and unpaid dividends on any outstanding AMP Shares and accrued
liabilities.

(1) Includes accumulated and unpaid distributions to AMP Shareholders

(m) Calculated by taking the Fund's total assets less the Fund's total
liabilities (not including the AMP Shares liquidation wvalue), and dividing
by the number of AMP Shares outstanding. If this methodology had been used
historically, fiscal years 2005, 2006 and 2007 would have been $144,696,
$145,039 and $144,542, respectively.

(n) Calculated by taking the Fund's total assets less the Fund's total
liabilities (not including the AMP Shares liquidation value and the loan
outstanding), and dividing by the number of AMP Shares outstanding.

(0) Calculated by taking the Fund's total assets less the Fund's total
liabilities (not including the AMP Shares liquidation value and the loan
outstanding), and dividing by the outstanding loan balance in 000's.

N/A Not applicable
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MARKET AND NET ASSET VALUE INFORMATION

The Fund's currently outstanding common shares are, and the Common Shares
offered by this prospectus and the applicable prospectus supplement, subject to
notice of issuance, will be, listed on the New York Stock Exchange. The Fund's
common shares commenced trading on the New York Stock Exchange on May 28, 2004.

The Fund's common shares have traded both at a premium and at a discount in
relation to net asset value. Shares of closed-end investment companies
frequently trade at a discount from net asset value. The Fund's issuance of the
Common Shares may have an adverse effect on prices in the secondary market for
the Fund's common shares by increasing the number of common shares available,
which may put downward pressure on the market price for the Fund's common
shares. See "Risks—--Market Discount from Net Asset Value."

The following table sets forth for each of the periods indicated the high and
low closing market prices for common shares of the Fund on the New York Stock
Exchange, the net asset value per share and the premium or discount to net asset
value per share at which the Fund's common shares were trading. Net asset value
is determined daily as of the close of regular trading on the New York Stock
Exchange (normally 4:00 p.m. eastern time). See "Net Asset Value" for
information as to the determination of the Fund's net asset value.

PR
MARKET PRICE (1) NET ASSET VALUE (2) TG
QUARTER ENDED HIGH LOW HIGH LOW H
June 30, 2004 (%) .. viuii it i e $20.08 $20.00 $19.04 $19.04
September 30, 2004........ .0, $20.20 $19.12 $19.10 $19.05
December 30, 2004...... ...t $19.41 $18.00 $18.98 $19.11
March 31, 2005. ... ..t i $19.29 $18.42 $19.14 $19.07
June 30, 2005. ...t e e $18.76 $17.17 $19.09 $18.99 -
September 30, 2005........ .00, $17.98 $17.16 $19.06 $19.18 -
December 30, 2005...... ..., $17.49 $16.55 $19.10 $18.90 -
March 31, 2006. ... ..ttt $17.97 $16.84 $19.03 $18.88 -
June 30, 2006. ... .0t i e e $17.93 $17.39 $19.00 $18.98 -
September 30, 2006....... .00t $17.95 $17.58 $18.87 $18.84 -
December 30, 2006...... ..ttt $18.05 $17.64 $18.79 $18.73 -
March 31, 2007 ... ..ttt i iiiaeen $18.95 $17.99 $18.87 $18.72
June 29, 2007 .. .. e e $19.08 $18.43 $18.84 $18.84
September 28, 2007...... ..., $18.69 $15.19 $18.65 $17.60
December 31, 2007..... ... $16.29 $14.81 $17.82 $17.23 -
March 31, 2008. .. ...t i iiii e $15.45 $13.04 $17.18 $15.03 -1
June 30, 2008. ... ..t i e e, $15.10 $13.65 $16.17 $15.35 -
September 30, 2008........ ... i, $14.01 $10.04 $16.23 $14.30 -1
December 31, 2008........ .0, $10.63 $ 5.51 $13.83 $ 8.01 -2
March 31, 2009. ... .t $ 8.61 $ 6.74 $ 9.59 $ 9.23 -1
June 30, 2009. ... .. e e $10.10 $ 7.99 $11.99 $ 9.69 -1
September 30, 2009....... ... i, $11.32 $ 9.78 $13.39 $12.49 -1
December 31, 2009........ ... $11.90 $10.68 $13.71 $13.37 -1
March 31, 2010.. ...ttt iiinn $13.16 $11.96 $14.25 $13.72 -
June 30, 2010.. ...t i i e, $13.69 $12.03 $14.32 $14.02 -
September 30, 2010.........0 0., $13.30 $12.30 $14.04 $13.74 -
December 30, 2010...... ...ttt $13.98 $13.10 $14.58 $14.24 -
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March 31, 2011 ...t ini ettt ettt eeeennanans $14.95 $13.91 $14.75 $14.59
June 30, 2011 ...ttt et $15.57 $14.15 $14.76 $14.63
September 30, 2011 ... ..ttt tneneeneennn $14.47 $12.25 $14.62 $13.47
December 31, 2011 ... ittt eeennnnnns $13.85 $12.71 $14.24 $13.41
March 31, 2012. ...ttt ettt ettt teeeennanaens $15.00 $13.41 $14.67 $14.12
June 30, 2012, .. ittt e ettt $14.97 $13.79 $14.61 $14.34
September 30, 2012. ...ttt iiin ittt eneennnnnn $15.78 $14.35 $14.90 $14.57
_20_

The last reported sale price, net asset value per share and percentage
premium to net asset value per share of the common shares as of September 30,
2012 were $15.78, $14.90 and 5.91%, respectively. As of September 30, 2012, the
Fund had 25,371,707 common shares outstanding and net assets of the Fund were
$378,149,670.

(1) Based on high and low closing market price for the respective quarter.

(2) Based on the net asset value calculated on the day of the high and low
closing market prices, as applicable, as of the close of regular trading
on the NYSE (normally 4:00 p.m. eastern time).

(3) Calculated based on the information presented.

* The Fund commenced operations on March 25, 2004.

THE FUND

The Fund is a diversified, closed-end management investment company
registered under the 1940 Act. The Fund was organized on March 25, 2004 as a
Massachusetts business trust pursuant to a Declaration of Trust (the
"Declaration of Trust"). On May 28, 2004, the Fund issued an aggregate of
23,000,000 common shares in its initial public offering. The Fund's currently
outstanding common shares are, and the Common Shares offered in this prospectus
and applicable prospectus supplement will be, listed on the New York Stock
Exchange under the symbol "FCT." The Fund's principal office is located at 120
FEast Liberty Drive, Suite 400, Wheaton, Illinois 60187. Investment in the Fund
involves certain risks and special considerations, including risks associated
with the Fund's use of leverage. See "Risks."

The following table provides information about the Fund's outstanding
securities as of September 30, 2012:

AMOUNT HELD BY
AMOUNT THE FUND OR FOR AMOUNT
TITLE OF CLASS AUTHORIZED ITS ACCOUNT OUTSTANDING

34



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

Common sharesS.......eeeeenee.. Unlimited 0 25,371,707

USE OF PROCEEDS

Unless otherwise specified in a prospectus supplement, the Fund will invest
the net proceeds from any sales of Common Shares in accordance with the Fund's
investment objective and policies as stated below, or use such proceeds for
other general corporate purposes. Pending any such use, the proceeds may be
invested in cash, cash equivalents or other securities.

THE FUND'S INVESTMENTS

INVESTMENT OBJECTIVES AND POLICIES

The Fund's primary investment objective is to seek a high level of current
income. As a secondary objective, the Fund will attempt to preserve capital. The
Fund pursues these objectives through investment in a portfolio of Senior Loans.
Under normal market conditions, the Fund invests at least 80% of its Managed
Assets in a diversified portfolio of Senior Loans. There can be no assurance
that the Fund will achieve its investment objectives.

Under normal market conditions, the Fund may also invest up to 10% of its
Managed Assets through purchasing revolving credit facilities, investment grade
debtor-in-possession financing, unsecured loans, other floating rate debt
securities, such as notes, bonds, and asset-backed securities (such as
collateralized loan obligations ("CLOs")), investment grade loans and fixed
income debt obligations of any maturity, publicly-traded high-yield debt
securities and money market instruments, such as commercial paper. None of the
foregoing instruments are principal investments of the Fund's investment
strategy. The Fund may also invest up to 15% of its Managed Assets in U.S.
dollar-denominated foreign investments, exclusively in developed countries and
territories of those countries, but in no case will the Fund invest in
securities of issuers located in emerging markets.

The Fund may invest up to 10% of its Managed Assets in securities of (i)
firms that, at the time of acquisition, have defaulted on their debt obligations
and/or filed for protection under Chapter 11 of the U.S. Bankruptcy Code or have
entered into a voluntary reorganization in conjunction with their creditors and
stakeholders in order to avoid a bankruptcy filing, or (ii) firms prior to an

21—

event of default whose acute operating and/or financial problems have resulted
in the markets valuing their respective securities and debt at sufficiently
discounted prices so as to be yielding, should they not default, a significant
premium over comparable duration U.S. Treasury bonds. Such investments in
securities and debt of distressed issuers are hereinafter referred to as
"Special Situation Investments." These investments are comprised of Senior Loans
and, on limited occasions, equity and debt securities acquired in connection
therewith.

It is anticipated that at least 80% of the Fund's Managed Assets will be
invested in lower grade debt instruments, although from time to time all of the
Fund's Managed Assets may be invested in such lower grade debt instruments. The
Fund's investments in debt instruments may have fixed or variable principal
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payments and all types of interest rate and dividend payment and reset terms,
including, but not limited to, fixed rate, adjustable rate, zero coupon,
contingent, deferred, payment-in-kind and auction rate features. As of the date
of this Prospectus, the Fund is primarily invested in LIBOR-based floating rate
Senior Loans which pay interest at rates which are determined periodically at
short-term intervals on the basis of an adjustable base lending rate, plus a
premium. For more information on debt securities that feature other types of
interest rate and reset terms in which the Fund may invest, see "Additional
Information About the Fund's Investments—--Other Debt Securities and Related
Risks" in the SAT.

Corporate debt obligations, such as the Senior Loans, are subject to the risk
of non-payment of scheduled interest or principal. Such non-payment would result
in a reduction of income to the Fund, a reduction in the value of the investment
and a potential decrease in the Fund's NAV. There can be no assurance that the
liquidation of collateral securing a Senior Loan or bond, if any, would satisfy
the Borrower's obligation in the event of non-payment of scheduled interest or
principal payments, or that such collateral could be readily liquidated. In the
event of a bankruptcy of a Borrower, the Fund could experience delays or
limitations with respect to its ability to realize the benefits of the
collateral, if any, securing a corporate debt obligation. To the extent that a
corporate debt obligation is collateralized by stock in the Borrower or its
subsidiaries, such stock may lose all or substantially all of its wvalue in the
event of a bankruptcy of such Borrower. Some corporate debt obligations,
including Senior Loans, are subject to the risk that a court, pursuant to
fraudulent conveyance or other similar laws, could subordinate such corporate
debt obligations to presently existing or future indebtedness of the Borrower or
take other action detrimental to the holders, including, in certain
circumstances, invalidating such corporate debt obligations or causing interest
previously paid to be refunded to the Borrower. If interest were required to be
refunded, it could negatively affect the Fund's performance.

The Fund may invest in corporate debt obligations which are not rated by an
NRSRO, are not registered with the Securities and Exchange Commission or any
state securities commission and are not listed on any national securities
exchange. In evaluating the creditworthiness of corporate debt obligors, the
Advisor will consider, and may rely in part on, analyses performed by others.
Substantially all of the corporate debt obligations in which the Fund invests
are lower grade debt instruments. Lower grade debt instruments are rated "Bal"
or lower by Moody's, "BB+" or lower by S&P or comparably rated by another NRSRO.
In the event corporate debt obligations are not rated, they are likely to be the
equivalent of lower grade quality. Debt instruments which are unsecured and
lower grade are viewed by the NRSROs as having speculative characteristics and
are commonly referred to as "junk bonds." A description of the ratings of
corporate bonds by Moody's and S&P is included as Appendix A to the SAI. The
Advisor does not view ratings as the determinative factor in its investment
decisions and relies more upon its credit analysis abilities than upon ratings.

No active trading market may exist for some corporate debt obligations in
which the Fund invests and some of those debt obligations may be subject to
restrictions on resale. A secondary market may be subject to irregular trading
activity, wide bid/ask spreads and extended trade settlement periods, which may
impair the Fund's ability to realize full value and thus cause a material
decline in the Fund's NAV.

When interest rates decline, the value of a portfolio invested in fixed-rate
obligations can be expected to rise. Conversely, when interest rates rise, the
value of a portfolio invested in fixed-rate obligations can be expected to
decline. Although the Fund's NAV will vary, the Fund's management expects that
investing a significant portion of the Fund's Managed Assets in Senior Loans
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will reduce fluctuations in NAV as a result of changes in market interest rates.
However, because the rates of interest paid on the Senior Loans in which the
Fund invests will have a weighted average period that is typically less than 90
days, changes in prevailing interest rates may cause some fluctuation in the
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Fund's NAV. However, even if changes in the Fund's NAV resulting from changing
interest rates are fully controlled through the nature of the Fund's
investments, the Fund has traded and is expected in the future to trade at both
a premium and a discount to NAV. Other economic factors (such as a large
downward movement in stock prices, a disparity in supply and demand of certain
securities or market conditions that can reduce liquidity) can also adversely
impact the markets for debt obligations. Ratings downgrades of holdings or their
issuers will generally reduce the value of such holdings.

The Fund may enter into Strategic Transactions to seek to manage the risks
of the Fund's portfolio securities and certain of these Strategic Transactions
may provide investment leverage to the Fund's portfolio. The Fund does not enter
into Strategic Transactions as a principal part of its investment strategy. See
"Risks—--Leverage Risk." The use of Strategic Transactions are highly specialized
activities which involve investment techniques and risks different from those
associated with ordinary portfolio securities transactions. If the Advisor is
incorrect in its forecasts of market values, interest rates and other applicable
factors, the investment performance of the Fund would be unfavorably affected.
See "Additional Information About the Fund's Investments--Strategic
Transactions" in the SATI.

The Fund may also acquire equity securities as an incident to the purchase or
ownership of a Senior Loan or in connection with a reorganization of a Borrower.
Investments in equity securities incidental to investment in Senior Loans entail
certain risks in addition to those associated with investments in Senior Loans.
See "Additional Information About the Fund's Investments" in the SAI.

SENIOR LOAN CHARACTERISTICS

Senior Loans are loans that typically are made to business Borrowers to
finance leveraged buy-outs, recapitalizations, mergers, stock repurchases and to
finance internal growth. Senior Loans generally hold one of the most senior
positions in the capital structure of a Borrower and are usually secured by
liens on the assets of the Borrowers, including tangible assets such as cash,
accounts receivable, inventory, real estate, property, plant and equipment,
common and/or preferred stock of subsidiaries and other companies, and
intangible assets including trademarks, copyrights, patent rights, and franchise
value. The Fund may also receive guarantees as a form of collateral.

By virtue of their senior position and collateral, Senior Loans typically
provide lenders with the first right to cash flows or proceeds from the sale of
a Borrower's collateral if the Borrower becomes insolvent (subject to the
limitations of bankruptcy law, which may provide higher priority to certain
claims such as, for example, employee salaries, employee pensions, and taxes).
This means Senior Loans are generally repaid before unsecured bank loans,
corporate bonds, subordinated debt, trade creditors, and preferred or common
stockholders.

Senior Loans typically pay interest at least quarterly at rates which
equal a fixed percentage spread over a base rate such as LIBOR. For example, if
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LIBOR were 4.00% and the Borrower were paying a fixed spread of 3.00%, the total
interest rate paid by the Borrower would be 7.00%. Base rates and, therefore,
the total rates paid on Senior Loans float, i.e., they change as market rates of
interest change. The fixed spread over the base rate on a Senior Loan typically
does not change. As of August 31, 2012, over 99% of the Senior Loans in the
Fund's portfolio were LIBOR-based.

Although a base rate such as LIBOR can change every day, loan agreements for
Senior Loans typically allow the Borrower the ability to choose how often the
base rate for the loan will change. Such periods can range from one month to one
year, with most Borrowers choosing monthly or quarterly reset periods. During
periods of rising interest rates, Borrowers will tend to choose longer reset
periods, and during periods of declining interest rates, Borrowers will tend to
choose shorter reset periods.

Senior Loans generally are arranged through private negotiations between a
Borrower and several financial institutions represented by an agent who is
usually one of the originating lenders. In larger transactions, it is common to
have several agents. Generally, however, only one such agent has primary
responsibility for on-going administration of a Senior Loan. Agents are
typically paid fees by the Borrower for their services. The agent is primarily
responsible for negotiating the loan agreement which establishes the terms and
conditions of the Senior Loan and the rights of the Borrower and the lenders.
The agent is also responsible for monitoring collateral and for exercising
remedies available to the lenders such as foreclosure upon collateral.
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Loan agreements may provide for the termination of the agent's agency status
in the event that it fails to act as required under the relevant loan agreement,
becomes insolvent, enters FDIC receivership, or if not FDIC insured, enters into
bankruptcy. Should such an agent, lender or assignor with respect to an
assignment interpositioned between the Fund and the Borrower become insolvent or
enter FDIC receivership or bankruptcy, any interest in the Senior Loan of such
person and any loan payment held by such person for the benefit of the Fund
should not be included in such person's or entity's bankruptcy estate. If,
however, any such amount were included in such person's or entity's bankruptcy
estate, the settlement of open contracts in Senior Loans could be subject to
contest in bankruptcy proceedings, potentially causing the Fund to incur certain
costs and delays in realizing payment.

The Fund acquires Senior Loans from lenders such as banks, insurance
companies, finance companies, other investment companies and private investment
funds. The Fund may also acquire Senior Loans from U.S. branches of foreign
banks that are regulated by the Federal Reserve System or appropriate state
regulatory authorities.

See "Net Asset Value" for information about the valuation of Senior Loans.
ADDITIONAL INFORMATION CONCERNING SENIOR LOANS

The Fund's investments in Senior Loans may take one of several forms
including: acting as one of the group of lenders originating a Senior Loan,
purchasing an assignment of a portion of a Senior Loan from a third party, or
acquiring a participation in a Senior Loan. When the Fund is a member of the
originating syndicate for a Senior Loan, it may share in a fee paid to the
syndicate. The Fund will act as lender, or purchase an assignment or
participation, with respect to a Senior Loan only if the agent is determined by
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the Advisor to be creditworthy.

Except for rating agency guidelines imposed on the Fund's portfolio while it
has outstanding Preferred Shares, there is no minimum rating or other
independent evaluation of a Borrower limiting the Fund's investments and most
Senior Loans that the Fund may acquire, if rated, will be rated lower grade,
meaning below investment grade quality. See "Risks——-Credit Risk."

Original Lender. When the Fund is one of the original lenders, it will have a
direct contractual relationship with the Borrower and can enforce compliance by
the Borrower with terms of the loan agreement. It also may have negotiated
rights with respect to any funds acquired by other lenders through set-off.
Original lenders also negotiate voting and consent rights under the loan
agreement. Actions subject to lender vote or consent generally require the vote
or consent of the holders of some specified percentage of the outstanding
principal amount of the Senior Loan. Certain decisions, such as reducing the
amount of, or increasing the time for payment of interest on, or repayment of
principal of, a Senior Loan, or releasing collateral therefor, frequently
require the unanimous vote or consent of all lenders affected.

Assignments. When the Fund is a purchaser of an assignment, it typically
succeeds to all the rights and obligations under the loan agreement of the
assigning lender and becomes a lender under the loan agreement with the same
rights and obligations as the assigning lender. Assignments are, however,
arranged through private negotiations between potential assignees and potential
assignors, and the rights and obligations acquired by the purchaser of an
assignment may be more limited than those held by the assigning lender.

Participations. The Fund may also invest in participations in Senior Loans.
The rights of the Fund when it acquires a participation are likely to be more
limited than the rights of an original lender or an investor who acquired an
assignment. Participation by the Fund in a lender's portion of a Senior Loan
typically means that the Fund has a contractual relationship only with the
lender, not with the Borrower. This means that the Fund has the right to receive
payments of principal, interest and any fees to which it is entitled only from
the lender selling the participation and only upon receipt by the lender of
payments from the Borrower.

With a participation, the Fund may have limited rights to enforce compliance
by the Borrower with the terms of the loan agreement or any rights with respect
to any funds acquired by other lenders through set-off against the Borrower. In
addition, the Fund may not directly benefit from the collateral supporting the
Senior Loan because it may be treated as a general creditor of the lender
instead of the Borrower. As a result, the Fund may be subject to delays,
expenses and risks that are greater than those that exist when the Fund is the
original lender or holds an assignment. This means the Fund must assume the
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credit risk of both the Borrower and the lender selling the participation. The
Fund will consider a purchase of participations only in those situations where
the Fund considers the participating lender to be creditworthy.

In the event of a bankruptcy or insolvency of a Borrower, the obligation of
the Borrower to repay the Senior Loan may be subject to certain defenses that
can be asserted by such Borrower against the Fund as a result of improper
conduct of the lender selling the participation. A participation in a Senior
Loan will be deemed to be a Senior Loan for the purposes of the Fund's
investment objectives and policies.
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Senior Loan Market. As of August 31, 2012, the approximate size of the U.S.
Senior Loan market, as measured by the S&P/LSTA Leverage Loan Index, was U.S.
$529.19 billion par amount outstanding. Year to date 2012 new issue volume was
approximately $151.81 billion through August 31, 2012; compared to 2011 new
issue volume, which totaled approximately $231.84 billion for the entirety of
the year.

Portfolio Turnover. The Fund's annual portfolio turnover rate may vary
greatly from year to year. Although the Fund cannot accurately predict its
annual portfolio turnover rate, it is not expected to exceed 100% under normal
circumstances. For the fiscal year ended May 31, 2012, the portfolio turnover
rate was 63%. Portfolio turnover rate is not considered a limiting factor in the
execution of investment decisions for the Fund. There are no limits on the rate
of portfolio turnover, and investments may be sold without regard to length of
time held when the Fund's investment strategy so dictates. A higher portfolio
turnover rate results in correspondingly greater brokerage commissions and other
transactional expenses that are borne by the Fund. High portfolio turnover may
result in the realization of net short-term capital gains by the Fund which,
when distributed to Common Shareholders, will be taxable as ordinary income. See
"Tax Matters."

OTHER DEBT SECURITIES

Under normal market conditions, the Fund may invest up to 10% of its Managed
Assets in revolving credit facilities, investment grade debtor-in-possession
financing, unsecured loans, other floating rate debt securities (such as notes,
bonds and asset-backed securities, such as CLOs), investment grade loans, fixed
income debt obligations of any maturity and money market instruments (such as
commercial paper). On April 9, 2012, the Fund approved changes to its investment
strategy to also permit the purchase of publicly-traded high yield debt
securities, subject to the foregoing 10% limitation. None of the foregoing
instruments are principal investments of the Fund's investment strategy and, as
of September 30, 2012, none of the Fund's Managed Assets were invested in
publicly-traded high-yield debt securities. See "Additional Information About
the Fund's Investments--Other Debt Securities and Related Risks" in the SAT.

USE OF LEVERAGE

The Fund is currently engaged in leverage through the use of a revolving
credit facility to seek to enhance the level of its current distributions to
common shareholders. The Fund may borrow (by use of commercial paper, notes,
reverse repurchase agreements and/or other Borrowings) an amount up to 33-1/3%
(or such other percentage to the extent permitted by the 1940 Act) of its
Managed Assets (including the amount borrowed) less all liabilities other than
Borrowings. The Fund may also issue Preferred Shares in an amount up to 50% of
the Fund's Managed Assets (including the proceeds of the Preferred Shares and
any Borrowings). As of September 30, 2012, the Fund utilized leverage in an
amount equal to approximately 29.5% of the Fund's Managed Assets. Reverse
repurchase agreements, commercial paper, notes or other Borrowings and Preferred
Shares are each considered a "Leverage Instrument" and collectively, the
"Leverage Instruments." Leverage Instruments have seniority in liquidation and
distribution rights over the Fund's common shares. Any use of Leverage
Instruments by the Fund will, however, be consistent with the provisions of the
1940 Act.

The Fund entered into a Revolving Credit and Security Agreement on July 13,
2012 (the "Credit Facility") with Liberty Street Funding LLC, as conduit lender
(the "Conduit Lender") and The Bank of Nova Scotia, as secondary lender and
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agent for the secured parties under the agreement, to be used as leverage for
the Fund. The Credit Facility currently has an expiration date of July 12, 2013
and may be renewed annually. The Credit Facility provides for a secured line of
credit for the Fund, where Fund assets are pledged against advances made to the
Fund. Under the requirements of the 1940 Act, the Fund, immediately after any
such borrowings, must have an "asset coverage" of at least 300% (33-1/3% of the
Fund's total assets after borrowings). The total commitment under the Credit

—-25-

Facility is $175,000,000. At September 30, 2012, the amount outstanding was
$158,000,000. The loans under the Credit Facility are funded by the Conduit
Lender and bear interest for each settlement period at a rate per annum based on
the commercial paper rate of the Conduit Lender. The high and low annual
interest rates for the loans under the Credit Facility funded by the Conduit
Lender since the commencement of the Credit Facility to September 30, 2012, were
0.238% and 0.235%, respectively, with a weighted average interest rate of
0.237%. The annual interest rate in effect for such loans at September 30, 2012
was 0.237%. The Fund also pays additional borrowing costs, which includes a
utilization fee at a per annum rate of 0.40% of the daily average of the
aggregate outstanding principal amount of the advances during the prior calendar
month, and a commitment fee at a per annum rate of the product of (i) 0.40% of
the daily average of the total commitment in effect (or if terminated, the
aggregate outstanding principal amount of the advances funded or maintained)
during the preceding calendar month and (ii) 1.02.

The Fund, from time to time, engages in repurchase agreement transactions.
Under the terms of a typical repurchase agreement, the Fund takes possession of
an underlying debt obligation subject to an obligation of the seller to
repurchase, and the Fund to resell, the obligation at an agreed-upon price and
time, thereby determining the yield during the Fund's holding period. This
arrangement results in a fixed rate of return that is not subject to market
fluctuations during the Fund's holding period. The value of the collateral is at
all times at least equal to the total amount of the repurchase obligation,
including interest. In the event of counterparty default, the Fund has the right
to use the collateral to offset losses incurred. There is potential loss to the
Fund in the event the Fund is delayed or prevented from exercising its rights to
dispose of the collateral investments, including the risk of a possible decline
in the value of the underlying investments during the period while the Fund
seeks to assert its rights. The Advisor reviews the value of the collateral and
the creditworthiness of those banks and dealers with which the Fund enters into
repurchase agreements to evaluate potential risks. As of September 30, 2012, the
Fund had no open repurchase agreements.

Any Leverage Instruments would have complete priority upon distribution of
the Fund's assets over common shares. The issuance of Leverage Instruments would
leverage the common shares. Although the timing and other terms of the offering
of Leverage Instruments and the terms of the Leverage Instruments would be
determined by the Fund's Board of Trustees, the Fund expects to invest the
proceeds derived from any Leverage Instrument offering in securities consistent
with the Fund's investment objectives and policies. If Preferred Shares are
issued, they would pay adjustable rate dividends based on shorter-term interest
rates, which would be re-determined periodically by an auction process. The
adjustment period for Preferred Share dividends could be as short as one day or
as long as a year or more. So long as the Fund's portfolio is invested in
securities that provide a higher rate of return than the dividend rate or
interest rate of the Leverage Instruments, after taking expenses into
consideration, the leverage will cause common shareholders to receive a higher
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rate of income than if the Fund were not leveraged.

Leverage creates risk for the common shareholders, including the likelihood
of greater volatility of NAV and market price of the common shares, and the risk
that fluctuations in interest rates on reverse repurchase agreements, Borrowings
and other debt or in the dividend rates on any Preferred Shares may affect the
return to the common shareholders or will result in fluctuations in the
dividends paid on the common shares. To the extent total return exceeds the cost
of leverage, the Fund's return will be greater than if leverage had not been
used. Conversely, 1f the total return derived from securities purchased with
funds received from the use of leverage is less than the cost of leverage, the
Fund's return will be less than if leverage had not been used, and therefore the
amount available for distribution to common shareholders as dividends and other
distributions will be reduced. In the latter case, the Advisor in its best
judgment nevertheless may determine to maintain the Fund's leveraged position if
it expects that the benefits to the Fund's common shareholders of maintaining
the leveraged position will outweigh the current reduced return. Under normal
market conditions, the Fund anticipates that it will be able to invest the
proceeds from leverage at a higher rate than the costs of leverage, which would
enhance returns to common shareholders. The fees paid to the Advisor will be
calculated on the basis of the Managed Assets including proceeds from reverse
repurchase agreements and other Borrowings for leverage and the issuance of
Preferred Shares. During periods in which the Fund is utilizing leverage, the
investment advisory fee payable to the Advisor will be higher than if the Fund
did not utilize a leveraged capital structure. The use of leverage creates risks
and involves special considerations. See "Risks--Leverage Risk."

The Fund's Declaration of Trust authorizes the Fund, without prior approval
of the common shareholders, to borrow money. In this connection, the Fund may
enter into reverse repurchase agreements, issue notes or other evidence of
indebtedness (including bank Borrowings or commercial paper) and may secure any
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such Borrowings by mortgaging, pledging or otherwise subjecting as security the
Fund's assets. In connection with such borrowing, the Fund may be required to
maintain minimum average balances with the lender or to pay a commitment or
other fee to maintain a line of credit. Any such requirements will increase the
cost of borrowing over the stated interest rate. Under the requirements of the
1940 Act, the Fund, immediately after any such Borrowings, must have an "asset
coverage" of at least 300% (33-1/3% of Managed Assets after Borrowings). With
respect to such Borrowing, asset coverage means the ratio which the value of the
total assets of the Fund, less all liabilities and indebtedness not represented
by senior securities (as defined in the 1940 Act), bears to the aggregate amount
of such borrowing represented by senior securities issued by the Fund.

The rights of lenders to the Fund to receive interest on and repayment of
principal of any such Borrowings will be senior to those of the common
shareholders, and the terms of any such Borrowings may contain provisions which
limit certain activities of the Fund, including the payment of dividends to
common shareholders in certain circumstances. Further, the 1940 Act does (in
certain circumstances) grant to the lenders to the Fund certain voting rights in
the event of default in the payment of interest on or repayment of principal. In
the event that such provisions would impair the Fund's status as a regulated
investment company under the Internal Revenue Code of 1986, as amended (the
"Code"), the Fund intends to repay the Borrowings. Any borrowing will likely be
ranked senior or equal to all other existing and future Borrowings of the Fund.

Certain types of Borrowings may result in the Fund being subject to covenants
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in credit agreements relating to asset coverage and portfolio composition
requirements. The Fund may be subject to certain restrictions on investments
imposed by guidelines of one or more rating agencies, which may issue ratings
for the short-term corporate debt securities or Preferred Shares issued by the
Fund. These guidelines may impose asset coverage or portfolio composition
requirements that are more stringent than those imposed by the 1940 Act. It is
not anticipated that these covenants or guidelines will impede the Advisor from
managing the Fund's portfolio in accordance with the Fund's investment
objectives and policies.

If Preferred Shares are issued, they would generally pay adjustable rate
dividends based on shorter-term interest rates. The adjustment period for
Preferred Shares dividends could be as short as one day or as long as a year or
more. Under the 1940 Act, the Fund is not permitted to issue Preferred Shares
unless immediately after such issuance the value of the Fund's Managed Assets is
at least 200% of the liquidation value of the outstanding Preferred Shares
(i.e., the liquidation value may not exceed 50% of the Fund's Managed 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 Managed Assets is at least 200% of such liquidation value.
If Preferred Shares are issued, the Fund intends, to the extent possible, to
purchase or redeem Preferred Shares from time to time to the extent necessary in
order to maintain coverage of any Preferred Shares of at least 200%. In
addition, as a condition to obtaining ratings on the Preferred Shares, the terms
of any Preferred Shares issued are expected to include asset coverage
maintenance provisions which will require the redemption of the Preferred Shares
in the event of non-compliance by the Fund and may also prohibit dividends and
other distributions on the common shares in such circumstances. In order to meet
redemption requirements, the Fund may have to liquidate portfolio securities.
Such liquidations and redemptions would cause the Fund to incur related
transaction costs and could result in capital losses to the Fund. Prohibitions
on dividends and other distributions on the common shares could impair the
Fund's ability to qualify as a regulated investment company under the Code. If
the Fund has Preferred Shares outstanding, two of the Fund's trustees will be
elected by the holders of Preferred Shares as a class. The remaining trustees of
the Fund will be elected by holders of common shares and Preferred Shares voting
together as a single class. In the event the Fund failed to pay dividends on
Preferred Shares for two years, holders of Preferred Shares would be entitled to
elect a majority of the trustees of the Fund.

The Fund may also borrow money 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.

EFFECTS OF LEVERAGE

Assuming that the Leverage Instruments will represent approximately 29.5% of
the Fund's Managed Assets and pay dividends or interest at an annual combined
average rate of 1.02%, the income generated by the Fund's portfolio (net of
estimated expenses) must exceed .33% in order to cover the dividend or interest
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payments specifically related to the Leverage Instruments. Of course, these
numbers are merely estimates used for illustration. Actual dividend or interest
rates on the Leverage Instruments will vary frequently and may be significantly
higher or lower than the rate estimated above.
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The following table is furnished in response to requirements of the SEC. 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 securities 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 experienced or
expected to be experienced by the Fund. See "Risks."

The table further assumes leverage representing 29.5% of the Fund's Managed
Assets, net of expenses, and the Fund's current annual interest and fee rate of
1.02%.

Assumed Portfolio Total Return (Net of Expenses) ...... (10%) (5%)
Common Share Total RetUIN . ...ttt ittt it eeieeeeannnn (14.65)% (7.56)%

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 or interest on its Leverage
Instruments) and gains or losses on the value of the securities the Fund owns.
As required by SEC rules, the table above 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 interest it receives
on its debt security investments is entirely offset by losses in the value of
those investments.

While the Fund is using leverage, the amount of the fees paid to the Advisor
for investment advisory and management services are higher than if the Fund did
not use leverage because the fees paid are calculated based on the Fund's
Managed Assets, which include assets purchased with leverage. Therefore, the
Advisor has a financial incentive to leverage the Fund, which may create a
conflict of interest between the Advisor on the one hand and the common
shareholders on the other. Because payments on any leverage would be paid by the
Fund at a specified rate, only the Fund's common shareholders would bear the
Fund's management fees and other expenses.

RISKS
GENERAL

Risk is inherent in all investing. The following discussion summarizes the
principal risks that you should consider before deciding whether to invest in
the Fund. For additional information about the risks associated with investing
in the Fund, see "Additional Information About the Fund's Investments and
Investment Risks" in the SAI.

MANAGEMENT RISK
The Fund is subject to management risk because it is an actively managed

portfolio. The Advisor applies investment techniques and risk analyses in making
investment decisions for the Fund, but there can be no guarantee that these will

o
oe

(0.47)%
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produce the desired results.

Credit Risk. The Fund's net asset value and ability to pay dividends is
dependent upon the performance of the Fund's Managed Assets. That performance,
in turn, is subject to a number of risks, primarily the credit risk of the
Fund's underlying assets. Credit risk is the risk of nonpayment of scheduled
interest and/or principal payments. Credit risk also is the risk that one or
more investments in the Fund's portfolio will decline in price, or fail to pay
interest or principal when due, because the issuer of the security experiences a
decline in its financial status. The value of Senior Loans or other securities
owned by the Fund is affected by the creditworthiness of the Borrowers/issuers
and by general economic and specific industry conditions.

Senior Loans. In the event a Borrower fails to pay scheduled interest or
principal payments on a Senior Loan held by the Fund, the Fund will experience a
reduction in its income and a decline in the market wvalue of the Senior Loan,
which will likely reduce dividends and lead to a decline in the net asset value
of the Fund's Common Shares. If the Fund acquires a Senior Loan from another
Lender, for example, by acquiring a participation, the Fund may also be subject
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to credit risks with respect to that Lender. See "The Fund's
Investments—-—-Additional Information Concerning Senior Loans."

Senior Loans generally involve less risk than unsecured or subordinated debt
and equity instruments of the same issuer because the payment of principal and
interest on Senior Loans is a contractual obligation of the issuer that, in most
instances, takes precedence over the payment of dividends, or the return of
capital, to the issuer's shareholders and payments to bond holders. The Fund
generally invests in Senior Loans that are secured with specific collateral.
However, the value of the collateral may not equal the Fund's investment when
the Senior Loan is acquired or may decline below the principal amount of the
Senior Loan subsequent to the Fund's investment. Also, to the extent that
collateral consists of stock of the Borrower or its subsidiaries or affiliates,
the Fund bears the risk that the stock may decline in value, be relatively
illiquid, and/or may lose all or substantially all of its value, causing the
Senior Loan to be under-collateralized. Therefore, the liquidation of the
collateral underlying a Senior Loan may not satisfy the issuer's obligation to
the Fund in the event of non-payment of scheduled interest or principal, and the
collateral may not be readily liquidated.

In the event of the bankruptcy of a Borrower, the Fund could experience
delays and limitations on its ability to realize the benefits of the collateral
securing the Senior Loan. Among the credit risks involved in a bankruptcy are
assertions that the pledge of collateral to secure a Senior Loan constitutes a
fraudulent conveyance or preferential transfer that would have the effect of
nullifying or subordinating the Fund's rights to the collateral.

Because the Advisor may wish to invest in the publicly-traded securities of
an obligor, the Fund may not have access to material non-public information
regarding the obligor to which other investors have access.

Illiquidity. Although the resale, or secondary market for Senior Loans is
growing, it is currently limited. There is no organized exchange or board of
trade on which Senior Loans are traded. Instead, the secondary market for Senior
Loans i1s an unregulated inter-dealer or inter-bank resale market.

Senior Loans usually trade in large denominations (typically $1 million and
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higher) and trades can be infrequent. The market has limited transparency so

that information about actual trades may be difficult to obtain. Accordingly,
some or many of the Senior Loans in which the Fund invests will be relatively
illiquid.

In addition, Senior Loans in which the Fund invests may require the consent
of the Borrower and/or agent prior to sale or assignment. These consent
requirements can delay or impede the Fund's ability to sell Senior Loans and can
adversely affect the price that can be obtained. The Fund may have difficulty
disposing of Senior Loans if it needs cash to repay debt, to pay dividends, to
pay expenses or to take advantage of new investment opportunities. In addition,
if the Fund purchases a relatively large assignment of a Senior Loan to generate
extra income sometimes paid to large lenders, the limitations of the secondary
market may inhibit the Fund from selling a portion of the Senior Loan and
reducing its exposure to the Borrower when the Advisor deems it advisable to do
so.

RISKS ASSOCIATED WITH ADVERSE DEVELOPMENTS IN THE CREDIT MARKETS

The Fund's results of operations are materially affected by conditions in the
markets for Senior Loans, as well as the broader financial markets and the
economy generally. Beginning in 2007, significant adverse changes in financial
market conditions resulted in a deleveraging of the entire global financial
system and the forced sale of large quantities of financial assets. Concerns
over economic recession, geopolitical issues, unemployment and the availability
and cost of financing contributed to increased volatility and diminished
expectations for the economy and markets. As a result of these conditions, many
investors suffered severe losses in their portfolios and several major market
participants failed or have been impaired, resulting in a significant
contraction in market liquidity. This illiquidity negatively affected both the
terms and availability of financing for Borrowers. Volatility and deterioration
in the markets for Senior Loans as well as the broader financial markets may
adversely affect the performance and market value of the Fund's portfolio. If
these conditions exist, institutions from which the Fund seeks financing for the
Fund's investments may tighten their lending standards or become insolvent,
which could make it more difficult for the Fund to obtain financing on favorable
terms or at all. Adverse developments in the broader loan market may adversely
affect the value of the assets in which the Fund invests.
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INVESTMENT AND MARKET RISK

An investment in Common Shares is subject to investment risk, including the
possible loss of the entire principal amount that you invest. Your investment in
Common Shares represents an indirect investment in the portfolio owned by the
Fund. The value of these investments, like other market investments, may move up
or down, sometimes rapidly and unpredictably. The value of the portfolio in
which the Fund invests will affect the value of the Common Shares. Your Common
Shares at any point in time may be worth less than your original investment,
even after taking into account the reinvestment of Fund dividends and
distributions.

GOVERNMENT INTERVENTION RISK
The recent instability in the financial markets has led the U.S. Government

to take a number of unprecedented actions designed to support certain financial
institutions and segments of the financial markets that have experienced extreme
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volatility, and in some cases a lack of liquidity. Federal, state and other
governments, their regulatory agencies or self regulatory organizations may take
additional actions that affect the regulation of the securities in which the
Fund invests, or the issuers of such securities, in ways that are unforeseeable.
Issuers of corporate fixed income securities might seek protection under the
bankruptcy laws. Legislation or regulation may also change the way in which the
Fund itself is regulated. Such legislation or regulation could limit or preclude
the Fund's ability to achieve its investment objectives. Federal, state and
other governments, their regulatory agencies or self regulatory organizations
may take actions that affect the regulation of the securities and debt
instruments in which the Fund invests, or the issuers of such instruments, in
ways that are unforeseeable. If legislation or state or federal regulations
impose additional requirements or restrictions on the ability of financial
institutions to make loans, the availability of Senior Loans for investment by
the Fund may be adversely affected. In addition, such requirements or
restrictions could reduce or eliminate sources of financing for certain
Borrowers. This would increase the risk of default. If legislation or federal or
state regulations require financial institutions to dispose of Senior Loans that
are considered highly leveraged transactions or subject Senior Loans to
increased regulatory scrutiny, financial institutions may determine to sell such
Senior Loans. Such sales could result in prices that, in the opinion of the
Advisor, do not represent fair value. If the Fund attempts to sell a Senior Loan
at a time when a financial institution is engaging in such a sale, the price the
Fund could get for the Senior Loan may be adversely affected. The Advisor will
monitor developments and seek to manage the Fund's portfolio in a manner
consistent with achieving the Fund's investment objectives, but there can be no
assurance that it will be successful in doing so.

Congress has enacted sweeping financial legislation, the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010 (the "Dodd-Frank Act"), signed
into law by President Obama on July 21, 2010, which addresses, among other
areas, the operation of financial institutions. Many provisions of the
Dodd-Frank Act will be implemented through regulatory rulemakings and similar
processes over a period of time. The impact of the Dodd-Frank Act, and of
follow-on regulation, on trading strategies and operations is impossible to
predict, and may be adverse. Practices and areas of operation subject to
significant change based on the impact, direct or indirect, of the Dodd-Frank
Act and follow-on regulation, may change in manners that are unforeseeable, with
uncertain effects. For example, the Dodd-Frank Act established more stringent
capital standards for banks and bank holding companies and will also result in
new regulations affecting the lending, funding, trading and investment
activities of banks and bank holding companies, which may affect the ability of
banks to originate or sell Senior Loans and provide secondary market liquidity
for Senior Loans. The Dodd-Frank Act also seeks to reform the asset-backed
securitization market, including the CLO market, by requiring the retention by
banking entities of a portion of the credit risk inherent in the pool of
securitized assets and by imposing on such entities additional registration and
disclosure requirements. These requirements may affect the ability of banking
entities to issue new CLOs, which could further affect trading levels and
liquidity of Senior Loans, as CLOs make up a substantial portion of Senior Loan
market demand. In addition, direct and indirect changes from the Dodd-Frank Act
and follow-on regulation may occur to a significant degree with regard to, among
other areas, the trading and use of certain Strategic Transactions. See
"Additional Information About the Fund's Investments--Strategic Transactions" in
the SAI. There can be no assurance that such legislation or regulation will not
have a material adverse effect on the Fund.

The implementation of the Dodd-Frank Act could also adversely affect the
Advisor and the Fund by increasing transaction and/or regulatory compliance
costs. In addition, greater regulatory scrutiny and the implementation of
enhanced and new regulatory requirements may increase the Advisor's and the
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Fund's exposure to potential liabilities, and in particular liabilities arising
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from violating any such enhanced and/or new regulatory requirements. Increased
regulatory oversight could also impose administrative burdens on the Advisor and
the Fund, including, without limitation, responding to investigations and
implementing new policies and procedures. The ultimate impact of the Dodd-Frank
Act, and any resulting regulation, is not yet certain and the Advisor and the
Fund may be affected by the new legislation and regulation in ways that are
currently unforeseeable.

POTENTIAL CONFLICTS OF INTEREST RISK

First Trust Advisors and the portfolio managers have interests which may
conflict with the interests of the Fund. In particular, First Trust Advisors
advises other investment funds or accounts with the same or similar investment
objectives and strategies as the Fund. As a result, First Trust Advisors and the
Fund's portfolio managers may devote unequal time and attention to the
management of the Fund and those other funds and accounts, and may not be able
to formulate as complete a strategy or identify equally attractive investment
opportunities as might be the case if they were to devote substantially more
attention to the management of the Fund. First Trust Advisors and the Fund's
portfolio managers may identify a limited investment opportunity that may be
suitable for multiple funds and accounts, and the opportunity may be allocated
among these several funds and accounts, which may limit the Fund's ability to
take full advantage of the investment opportunity. Additionally, transaction
orders may be aggregated for multiple accounts for purpose of execution, which
may cause the price or brokerage costs to be less favorable to the Fund than if
similar transactions were not being executed concurrently for other accounts. At
times, a portfolio manager may determine that an investment opportunity may be
appropriate for only some of the funds and accounts for which he or she
exercises investment responsibility, or may decide that certain of the funds and
accounts should take differing positions with respect to a particular security.
In these cases, the portfolio manager may place separate transactions for one or
more funds or accounts which may affect the market price of the security or the
execution of the transaction, or both, to the detriment or benefit of one or
more other funds and accounts. For example, a portfolio manager may determine
that it would be in the interest of another account to sell a security that the
Fund holds, potentially resulting in a decrease in the market value of the
security held by the Fund.

The portfolio managers may also engage in cross trades between funds and
accounts, may select brokers or dealers to execute securities transactions based
in part on brokerage and research services provided to First Trust Advisors
which may not benefit all funds and accounts equally and may receive different
amounts of financial or other benefits for managing different funds and
accounts. Finally, First Trust Advisors or its affiliates may provide more
services to some types of funds and accounts than others.

There is no guarantee that the policies and procedures adopted by First Trust
Advisors and the Fund will be able to identify or mitigate the conflicts of
interest that arise between the Fund and any other investment funds or accounts
that First Trust Advisors may manage or advise from time to time. For further
information on potential conflicts of interest, see "Investment Advisor" in the
SAT.
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In addition, while the Fund is using leverage, the amount of the fees paid to
the Advisor for investment advisory and management services are higher than if
the Fund did not use leverage because the fees paid are calculated based on the
Fund's Managed Assets, which include assets purchased with leverage. Therefore,
the Advisor has a financial incentive to leverage the Fund, which may create a
conflict of interest between the Advisor on the one hand and the common
shareholders of the Fund on the other.

VALUATION DIFFICULTIES

The Fund will value its Senior Loans daily. However, because the secondary
market for Senior Loans is limited, it may be difficult to value some loans.
Market quotations may not be readily available for some Senior Loans and
valuation may require more research than for liquid securities. In addition,
elements of judgment may play a greater role in valuation of Senior Loans than
for securities with a secondary market, because there is less reliable objective
data available.
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INTEREST RATE RISK

During normal market conditions, changes in market interest rates will affect
the Fund in certain ways. The principal effect will be that the yield on the
Fund's Common Shares will tend to rise or fall as market interest rates rise and
fall. This is because Senior Loans, the majority of the assets in which the Fund
invests, pay interest at rates which float in response to changes in market
rates. However, because the rates of interest paid on the Senior Loans in which
the Fund invests will have a weighted average period that is typically less than
90 days, changes in prevailing interest rates can be expected to cause some
fluctuation in the Fund's Net Asset Value ("NAV"). Similarly, a sudden and
significant increase in market interest rates may cause a decline in the Fund's
NAV. See "Risks——-Interest Rate Risk."

According to various reports, certain financial institutions, commencing as
early as 2005 and throughout the global financial crisis, may have routinely
made artificially low submissions in the LIBOR rate setting process. In June
2012, one such financial institution was fined a significant amount by wvarious
financial regulators in connection with allegations of manipulation of LIBOR
rates. Investigations of other financial institutions for similar actions in
various countries are ongoing. These developments may have adversely affected
the interest rates on securities whose interest payments were determined by
reference to LIBOR, including the Senior Loans in which the Fund invests. Any
future similar developments could, in turn, positively or negatively impact the
value of such securities owned by the Fund. In addition, regulatory actions
taken in response to these developments may result in changes to the manner in
which LIBOR is determined. Uncertainty as to the nature of such potential
changes, including the use of alternative interest rate setting procedures, may
adversely affect the trading market for LIBOR-based instruments, including the
Senior Loans in which the Fund invests.

CHANGES TO NET ASSET VALUE

The NAV of the Fund is expected to change in response to a variety of
factors, primarily in response to changes in the creditworthiness of the
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Borrowers on the Senior Loans in which the Fund invests. Changes in market
interest rates may also have a moderate impact on the Fund's NAV. Another factor
which can affect the Fund's NAV is changes in the pricing obtained for the
Fund's assets. See "Net Asset Value."

LOWER GRADE AND BELOW INVESTMENT GRADE DEBT RISK

The Fund may invest up to 100% of its Managed Assets in lower grade debt
securities, which may also be referred to as below investment grade debt
securities. Below investment grade debt securities are rated below "Baa" by
Moody's, below "BBB" by S&P, comparably rated by another NRSRO or, if unrated,
determined to be of comparable credit quality by the Advisor. Below investment
grade debt instruments are commonly referred to as "high-yield" or "junk" bonds
and are considered speculative with respect to the issuer's capacity to pay
interest and repay principal and are susceptible to default or decline in market
value due to adverse economic and business developments. The market values for
high-yield securities or "Jjunk bonds" tend to be very volatile, and these
securities are less liquid than investment grade debt securities. For these
reasons, your investment in the Fund is subject to the following specific risks:

o 1increased price sensitivity to changing interest rates and to a
deteriorating economic environment;

o greater risk of loss due to default or declining credit quality;

o adverse company specific events more likely to render the issuer
unable to make interest and/or principal payments; and

o negative perception of the high-yield market which may depress the
price and liquidity of high-yield securities or "junk bonds."

The secondary market for high-yield securities or "junk bonds" may not be as
liquid as the secondary market for more highly rated securities, a factor which
may have an adverse effect on the Fund's ability to dispose of a particular
security. There are fewer dealers in the market for high-yield securities or
"Junk bonds" than for investment grade obligations. The prices quoted by
different dealers may vary significantly and the spread between the bid and
asked price 1is generally much larger than for higher quality instruments. Under
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adverse market or economic conditions, the secondary market for high-yield
securities or "junk bonds" could contract further, independent of any specific
adverse changes in the condition of a particular issuer, and these securities
may become illiquid. As a result, the Fund could find it more difficult to sell
these securities or may be able to sell the securities only at prices lower than
if such securities were widely traded. Prices realized upon the sale of such
lower rated or unrated securities, under these circumstances, may be less than
the prices used in calculating the Fund's NAV.

The Senior Loans in which the Fund invests are generally lower grade. These
lower grade debt instruments may become the subject of bankruptcy proceedings or
otherwise subsequently default as to the repayment of principal and/or payment
of interest or be downgraded to ratings in the lower rating categories ("Ca" or
lower by Moody's, "CC" or lower by S&P or comparably rated by another NRSRO) .
The value of these securities is affected by the creditworthiness of the issuers
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of the securities and by general economic and specific industry conditions.
Issuers of lower grade debt instruments are not perceived to be as strong
financially as those with higher credit ratings, so the securities are usually
considered speculative investments. These issuers are generally more vulnerable
to financial setbacks and recession than more creditworthy issuers which may
impair their ability to make interest and principal payments. As such, lower
grade debt instruments may also be more susceptible to real or perceived adverse
economic and competitive industry conditions than higher rated debt instruments.
Unlike higher rated debt instruments, which tend to react mainly to fluctuations
in the general level of interest rates, the market values of lower grade debt
instruments tend to reflect to a greater extent individual developments of the
issuer, although movements in the general direction of interest rates can be
expected to impact the market value of lower grade debt instruments. In
addition, lower grade debt instruments tend to be more sensitive to economic
conditions. See "Management Risk--Credit Risk."

Investment decisions will be based largely on the credit analysis performed
by the Advisor, and not on rating agency evaluation. This analysis may be
difficult to perform. Information about a Senior Loan and its issuer generally
is not in the public domain. Moreover, Senior Loans may not be rated by any
NRSRO. Many issuers have not issued securities to the public and are not subject
to reporting requirements under federal securities laws. Generally, however,
issuers are required to provide financial information to lenders and information
may be available from other Senior Loan participants, agents or others that
invest in, trade in, originate or administer Senior Loans.

FIXED-INCOME SECURITIES RISK

In addition to the risks discussed above, debt securities, including
high-yield securities or "Jjunk bonds" such as the publicly-traded high-yield
debt securities in which the Fund may invest, are subject to certain risks,
including:

o Issuer/Credit Risk. The value of fixed-income securities may decline
for a number of reasons which directly relate to the issuer, such as
management performance, financial leverage, reduced demand for the
issuer's goods and services, and failure.

o Interest Rate Risk. Interest rate risk is the risk that fixed-income
securities will decline in value because of changes in market
interest rates. When market interest rates rise, the market value of
such securities generally will fall. During periods of rising
interest rates, the average life of certain types of securities may
be extended because of slower than expected prepayments. This may
lock in a below market yield, increase the security's duration and
reduce the value of the security. Investments in debt securities
with long-term maturities may experience significant price declines
if long-term interest rates increase. Market interest rates in the
United States currently are near historically low levels. An
increase in the interest payments on the Fund's Borrowings or
dividends on any Preferred Shares relative to the interest it earns
on its investment securities may adversely affect the Fund's
performance.

o Reinvestment Risk. Reinvestment risk is the risk that income from
the Fund's portfolio will decline if the Fund invests the proceeds
from matured, traded or called bonds at market interest rates that
are below the Fund's portfolio's current earnings rate. A decline in
income could affect the common shares' market price, level of
distributions or the overall return of the Fund.
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o Prepayment Risk. During periods of declining interest rates, the
issuer of a security may exercise its option to prepay principal
earlier than scheduled, forcing the Fund to reinvest the proceeds
from such prepayment in lower yielding securities. This is known as
call or prepayment risk. Debt securities frequently have call
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features that allow the issuer to repurchase the security prior to
its stated maturity. An issuer may redeem an obligation if the
issuer can refinance the debt at a lower cost due to declining
interest rates or an improvement in the credit standing of the
issuer.

FOREIGN SECURITIES RISK

The value of foreign investments is affected by changes in foreign tax laws
(including withholding tax), government policies (in this country or abroad) and
relations between nations, and trading, settlement, custodial, and other
operational risks. In addition, the costs of investing abroad are generally
higher than in the United States, and foreign securities markets may be less
liquid, more volatile, and less subject to governmental supervision than markets
in the United States. Foreign investments could also be affected by other
factors not present in the United States, including expropriation, armed
conflict, confiscatory taxation, lack of uniform accounting and auditing
standards, less publicly available financial and other information, and
potential difficulties in enforcing contractual obligations. See "Additional
Information About the Fund's Investments—--Foreign Securities" in the SAT.

SPECIAL SITUATION INVESTMENTS RISK

Investing in Special Situation Investments involves a far greater level of
risk than investing in issuers whose debt obligations are being met and whose
debt trades at or close to its "par" value. While offering a greater potential
opportunity for capital appreciation, Special Situation Investments are highly
speculative with respect to the issuer's ability to continue to make interest
payments and/or to pay its principal obligations in full. Special Situation
Investments can be very difficult to properly value, making them susceptible to
a high degree of price volatility and rendering them less liquid than performing
debt obligations. Those Special Situation Investments involved in a bankruptcy
proceeding can be subject to a high degree of uncertainty with regard to both
the timing and the amount of the ultimate settlement. Special Situation
Investments include non-investment grade debtor-in-possession financing,
sub-performing real estate loans and mortgages, privately placed senior,
mezzanine, subordinated and junior debt, letters of credit, trade claims,
convertible bonds, and preferred and common stocks. See "Additional Information
About the Fund's Investments—-—-Special Situation Investments" in the SATI.

ECONOMIC SECTOR RISK

Under normal market conditions, the Fund is 80% invested in Senior Loans.
This may make the Fund more susceptible to adverse economic, political or
regulatory events that affect the value of Senior Loans, and increase the

potential for fluctuation in the net asset value of the Fund's Common Shares.

MARKET DISCOUNT FROM NET ASSET VALUE
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The Fund's common shares have been publicly traded since May 28, 2004 and
have traded both at a premium and at a discount relative to net asset value.
There is no assurance that any premium of the public offering price for the
Common Shares over net asset value with respect to any offering hereunder will
continue after such offering or that the common shares will not again trade at a
discount. Shares of closed-end investment companies frequently trade at a
discount from their net asset value. This characteristic is a risk separate and
distinct from the risk that the Fund's NAV could decrease as a result of its
investment activities and may be greater for investors expecting to sell their
Common Shares in a relatively short period following completion of this
offering. The NAV of the Common Shares will be reduced immediately following the
offering as a result of the payment of certain offering costs. Although the
value of the Fund's net assets is generally considered by market participants in
determining whether to purchase or sell Common Shares, whether investors will
realize gains or losses upon the sale of the Common Shares will depend entirely
upon whether the market price of the Common Shares at the time of sale is above
or below the investor's purchase price for the Common Shares. Because the market
price of the Common Shares will be determined by factors such as net asset
value, dividend and distribution levels (which are dependent, in part, on
expenses), supply of and demand for the Common Shares, stability of dividends or
distributions, trading volume of the Common Shares, general market and economic
conditions and other factors beyond the control of the Fund, the Fund cannot
predict whether the Common Shares will trade at, below or above NAV or at, below
or above the initial public offering price. The Fund's issuance of the Common
Shares may have an adverse effect on prices in the secondary market for the
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Fund's common shares by increasing the number of common shares available, which
may put downward pressure on the market price for the Fund's common shares.

LEVERAGE RISK

The Fund may borrow an amount up to 33-1/3% (or such other percentage as
permitted by law) of its Managed Assets (including the amounts borrowed pursuant
to reverse repurchase agreements) less all liabilities other than Borrowings.
The Fund may also issue Preferred Shares in an amount up to 50% of the Fund's
Managed Assets (including the proceeds from Leverage Instruments). Under normal
circumstances, the Fund expects to utilize leverage in an amount up to 33-1/3%
of the Fund's Managed Assets. The Fund currently leverages its assets through
the use of the Credit Facility. Borrowings, repurchase agreement and the
issuance of Preferred Shares are referred to in this prospectus collectively as
"leverage." The Fund may leverage its assets for investment purposes, to finance
the repurchase of its Common Shares, and to meet cash requirements. The use of
leverage by the Fund can magnify the effect of any losses. If the income and
gains earned on the securities and investments purchased with leverage proceeds
are greater than the cost of the leverage, the Common Shares' return will be
greater than if leverage had not been used. Conversely, 1f the income and gains
from the securities and investments purchased with such proceeds does not cover
the cost of leverage, the return to the Common Shares will be less than if
leverage had not been used. There is no assurance that a leveraging strategy
will be successful. Leverage involves risks and special considerations for
Common Shareholders including:

o the likelihood of greater volatility of NAV and market price of the
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Common Shares than a comparable portfolio without leverage;

o the risk that fluctuations in interest rates on reverse repurchase
agreements, Borrowings and short-term debt or in the dividend rates
on any Preferred Shares that the Fund may pay will reduce the return
to the Common Shareholders or will result in fluctuations in the
dividends paid on the Common Shares;

o the effect of leverage in a declining market, which is likely to
cause a greater decline in the NAV of the Common Shares than if the
Fund were not leveraged, which may result in a greater decline in
the market price of the Common Shares; and

o when the Fund uses leverage, the investment advisory fee payable to
the Advisor will be higher than if the Fund did not use leverage.

The Advisor, in its judgment, nevertheless may determine to continue to use
leverage if it expects that the benefits to the Fund's shareholders of
maintaining the leveraged position will outweigh the current reduced return.

The funds borrowed pursuant to a leverage borrowing program (such as a
reverse repurchase agreement, credit line or commercial paper program), oOr
obtained through the issuance of Preferred Shares, constitute a substantial lien
and burden by reason of their prior claim against the income of the Fund and
against the net assets of the Fund in liquidation. The rights of lenders to
receive payments of interest on and repayments of principal on any Borrowings
made by the Fund under a leverage borrowing program are senior to the rights of
Common Shareholders and the holders of Preferred Shares, with respect to the
payment of dividends or upon liquidation. The Fund may not be permitted to
declare dividends or other distributions, including dividends and distributions
with respect to Common Shares or Preferred Shares or purchase Common Shares or
Preferred Shares, unless at the time thereof the Fund meets certain asset
coverage requirements and no event of default exists under any leverage program.
In addition, the Fund may not be permitted to pay dividends on Common Shares
unless all dividends on the Preferred Shares and/or accrued interest on
Borrowings have been paid, or set aside for payment. In an event of default
under a leverage borrowing program, the lenders have the right to cause a
liquidation of collateral (i.e., sell securities and other assets of the Fund)
and, if any such default is not cured, the lenders may be able to control the
liquidation as well. Certain types of leverage may result in the Fund being
subject to covenants relating to asset coverage and Fund composition
requirements. The Fund may be subject to certain restrictions on investments
imposed by guidelines of one or more rating agencies, which may issue ratings
for the Preferred Shares or other leverage securities issued by the Fund. These
guidelines may impose asset coverage or Fund composition requirements that are
more stringent than those imposed by the 1940 Act. The Advisor does not believe
that these covenants or guidelines will impede it from managing the Fund's
portfolio in accordance with the Fund's investment objectives and policies.
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While the Fund may from time to time consider reducing leverage in response
to actual or anticipated changes in interest rates in an effort to mitigate the
increased volatility of current income and NAV 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 prediction turned out to be
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incorrect, the reduction in leverage would likely operate to reduce the income
and/or total returns to Common Shareholders relative to the circumstance if 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 Common
Share price if the prediction were to turn out to be correct, and determine not
to reduce leverage as described above.

STRATEGIC TRANSACTIONS

The Fund may use various other investment management techniques that also
involve certain risks and special considerations. These Strategic Transactions
may be entered into to seek to manage the risks of the Fund's portfolio
securities, but may have the effect of limiting the gains from favorable market
movements. Certain of these Strategic Transactions may provide investment
leverage to the Fund's portfolio and result in many of the same risks of
leverage to Common Shareholders as discussed above under "--Leverage Risk." See
"Additional Information About the Fund's Investments--Strategic Transactions" in
the SAI for more information about these techniques.

PORTFOLIO TURNOVER RISK

The Fund's annual portfolio turnover rate may vary greatly from year to year.
Although the Fund cannot accurately predict its annual portfolio turnover rate,
it is not expected to exceed 100% under normal circumstances. For the fiscal
year ended May 31, 2012, portfolio turnover was approximately 63%. However,
portfolio turnover rate is not considered a limiting factor in the execution of
investment decisions for the Fund. High portfolio turnover may result in the
Fund's recognition of gains that will be taxable as ordinary income to the Fund.
A high portfolio turnover may increase the Fund's current and accumulated
earnings and profits, resulting in a greater portion of the Fund's distributions
being treated as a dividend for U.S. federal tax income purposes to the Fund's
Common Shareholders. In addition, a higher portfolio turnover rate results in
correspondingly greater brokerage commissions and other transactional expenses
that are borne by the Fund. See "The Fund's Investments--Investment
Practices—-Portfolio Turnover" and "Tax Matters."

MARKET DISRUPTION RISK

Ongoing U.S. military action and related events throughout the world, as well
as the continuing threat of terrorist attacks, could have significant adverse
effects on the U.S. economy, the stock market and world economies and markets
generally. The Fund cannot predict the effects of such events in the future on
the U.S. and world economies, the value of the Common Shares or the NAV of the
Fund.

ANTI-TAKEOVER PROVISIONS

The Fund's Declaration of Trust 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. These provisions 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. See "Certain
Provisions in the Declaration of Trust and By-Laws."

SECONDARY MARKET FOR THE FUND'S SHARES

The issuance of common shares through the Fund's Dividend Reinvestment Plan
may have an adverse effect on the secondary market for the Fund's common shares.
The increase in the number of outstanding common shares resulting from issuances
pursuant to the Fund's Dividend Reinvestment Plan and the discount to the market
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price at which such common shares may be issued, may put downward pressure on
the market price for the common shares. Common shares will not be issued
pursuant to the Fund's Dividend Reinvestment Plan at any time when common shares
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are trading at a lower price than the Fund's NAV per Common Share. When the
Fund's common shares are trading at a premium, the Fund may also issue common
shares that may be sold through private transactions effected on the NYSE or
through broker-dealers. The increase in the number of outstanding common shares
resulting from these offerings may put downward pressure on the market price for
common shares.

MANAGEMENT OF THE FUND
TRUSTEES AND OFFICERS

The Board of Trustees is responsible for the general supervision of the
duties performed by the Advisor. There are five trustees of the Fund, one of
whom is an "interested person" (as defined in the 1940 Act) and four of whom are
not "interested persons." The names and business addresses of the trustees and
officers of the Fund and their principal occupations and other affiliations
during the past five years are set forth under "Management of the Fund" in the
SAT.

INVESTMENT ADVISOR

First Trust Advisors, 120 East Liberty Drive, Suite 400, Wheaton, Illinois
60187, is the investment advisor to the Fund. First Trust Advisors serves as
investment advisor or portfolio supervisor to investment portfolios with
approximately $61 billion in assets which it managed or supervised as of
September 30, 2012.

First Trust Advisors is also responsible for the day-to-day management of the
Fund's investment portfolio, managing the Fund's business affairs and providing
certain clerical, bookkeeping and other administrative services.

The First Trust Leveraged Finance Investment Team began managing Fund's
portfolio on October 12, 2010. The experienced professionals comprising the
First Trust Leveraged Finance Investment Team currently manage assets that total
approximately $723 million as of September 28, 2012. The team's experience
includes managing Senior Loans in both the U.S. and Europe, managing high-yield
debt and corporate restructuring expertise. The team, led by William Housey and
Scott D. Fries, has managed institutional separate accounts, commingled funds,
structured products and retail funds.

Mr. Housey joined First Trust in June 2010 as Senior Portfolio Manager and
has 16 years of investment experience. Prior to joining First Trust, Mr. Housey
was at Morgan Stanley/Van Kampen Funds, Inc. for 11 years and served as
Executive Director and Co-Portfolio Manager. Mr. Housey has extensive experience
in portfolio management of both leveraged and unleveraged credit products,
including Senior Loans, high-yield bonds, credit derivatives and corporate
restructurings. Mr. Housey received a BS in Finance from Eastern Illinois
University and an MBA in Finance as well as Management and Strategy from
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Northwestern University's Kellogg School of Business. Mr. Housey holds the
Chartered Financial Analyst designation.

Mr. Fries joined First Trust in June 2010 as Portfolio Manager in the
Leveraged Finance Investment Team and has 18 years of investment industry
experience. Prior to joining First Trust, Mr. Fries spent 15 years and served as
Co-Portfolio Manager of Institutional Separately Managed Accounts for Morgan
Stanley/Van Kampen Funds, Inc. Mr. Fries received a BA in International Business
from Illinois Wesleyan University and an MBA in Finance from DePaul University.
Mr. Fries holds the Chartered Financial Analyst designation.

First Trust Advisors, a registered investment advisor, is an Illinois limited
partnership formed in 1991 and an investment advisor registered with the
Securities and Exchange Commission under the Investment Advisors Act of 1940
(the "Advisers Act"). First Trust Advisors is a limited partnership with one
limited partner, Grace Partners of DuPage L.P. ("Grace Partners"), and one
general partner, The Charger Corporation. Grace Partners is a limited
partnership with one general partner, The Charger Corporation, and a number of
limited partners. Grace Partners' and The Charger Corporation's primary business
is investment advisory and broker-dealer services through their ownership
interests in various entities.

The Charger Corporation is an Illinois corporation that was previously
controlled by the Robert Donald Van Kampen family. On August 24, 2010, members
of the Robert Donald Van Kampen family entered into a stock purchase agreement
with James A. Bowen, the President of the Advisor, to sell 100% of the common
stock of The Charger Corporation to Mr. Bowen (who holds the interest through a
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limited liability company of which he is the sole member) (the "Advisor
Transaction"). The Advisor Transaction was completed in accordance with its
terms on October 12, 2010.

Four Corners Capital Management, LLC ("Four Corners") served as the Fund's
investment sub-advisor and managed the Fund's portfolio subject to First Trust
Advisor's supervision until October 12, 2010. Effective October 12, 2010, the
Leveraged Finance Investment Team of First Trust assumed the day-to-day
responsibility for management of the Fund's portfolio. Additionally, effective
October 12, 2010, the Fund's name was changed from First Trust/Four Corners
Senior Floating Rate Income Fund II to "First Trust Senior Floating Rate Income
Fund ITI."

For additional information concerning First Trust Advisors, including a
description of the services provided, see "Investment Advisor" in the SAT.

INVESTMENT MANAGEMENT AGREEMENT

Pursuant to an investment management agreement between the Advisor and the
Fund (the "Investment Management Agreement"), the Fund has agreed to pay a fee
for the services and facilities provided by the Advisor at the annual rate of
0.75% of Managed Assets.

For purposes of calculation of the management fee, the Fund's "Managed
Assets" means the average daily gross asset value of the Fund (which includes
assets attributable to the Fund's Preferred Shares, if any, and the principal
amount of Borrowings), minus the sum of the Fund's accrued and unpaid dividends
on any outstanding Preferred Shares and accrued liabilities (other than the
principal amount of any Borrowings incurred, commercial paper or notes issued by

57



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

the Fund) .

In addition to the management fee, the Fund pays all other costs and expenses
of its operations, including the compensation of its trustees (other than those
affiliated with the Advisor), custodian, transfer agency, administrative,
accounting and dividend disbursing expenses, legal fees, leverage expenses,
rating agency fees, listing fees and expenses, expenses of the independent
registered public accounting firm, expenses of repurchasing Common Shares,
expenses of preparing, printing and distributing shareholder reports, notices,
proxy statements and reports to governmental agencies and taxes, if any.

Because the fee paid to the Advisor will be calculated on the basis of the
Fund's Managed Assets, which include the proceeds of leverage, the dollar amount
of the Advisor's fees will be higher (and the Advisor will be benefited to that
extent) when leverage is utilized. In this regard, if the Fund uses leverage in
the amount equal to 29.5% of the Fund's Managed Assets (after the issuance of
leverage), the Fund's management fee would be 1.06% of net assets attributable
to Common Shares. See "Summary of Fund Expenses."

A discussion regarding the basis for approval by the Board of Trustees of the
Fund's Investment Management Agreement with the Advisor will be available in the
Fund's Annual Report to Shareholders for the year ended May 31, 2013.

NET ASSET VALUE

The NAV of the Common Shares of the Fund is computed based upon the value of
the Fund's portfolio securities and other assets. The NAV will be determined as
of the close of regular trading on the New York Stock Exchange ("NYSE")
(normally 4:00 p.m. New York City time) on each day the NYSE is open for
trading. The Fund calculates NAV per Common Share by subtracting the Fund's
liabilities (including accrued expenses, dividends payable and all Borrowings of
the Fund) and the liquidation value of any outstanding Preferred Shares from the
Fund's Managed Assets (the value of the securities and other investments the
Fund holds plus cash or other assets, including interest accrued but not yet
received) and dividing the result by the total number of Common Shares
outstanding.

The Fund's investments are valued daily in accordance with wvaluation
procedures adopted by the Fund's Board of Trustees, and in accordance with
provisions of the 1940 Act. The Senior Loans in which the Fund invests are not
listed on any securities exchange or board of trade. Senior Loans are typically
bought and sold by institutional investors in individually negotiated private
transactions that function in many respects like an over-the-counter secondary
market, although typically no formal market-makers exist. This market, while
having grown substantially since its inception, generally has fewer trades and
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less liquidity than the secondary market for other types of securities. Some
Senior Loans have few or no trades, or trade infrequently, and information
regarding a specific Senior Loan may not be widely available or may be
incomplete. Accordingly, determinations of the market value of Senior Loans may
be based on infrequent and dated information. Because there is less reliable,
objective data available, elements of judgment may play a greater role in
valuation of Senior Loans than for other types of securities. Typically, Senior
Loans are valued using information provided by a third party pricing service.
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Common stocks and other securities listed on any national or foreign exchange
(excluding the NASDAQ National Market ("NASDAQ") and the London Stock Exchange
Alternative Investment Market ("AIM")), are valued at the last sale price on the
exchange on which they are principally traded. If there are no transactions on
the valuation day, the securities are valued at the mean between the most recent
bid and asked prices. Securities listed on the NASDAQ or the AIM are valued at
the official closing price. If there is no official closing price on the
valuation day, the securities are valued at the mean between the most recent bid
and asked prices. Securities traded in the over-the-counter market are valued at
their closing bid prices.

Debt securities having a remaining maturity of sixty days or less when
purchased are valued at cost adjusted for amortization of premiums and accretion
of discounts.

In the event that market quotations are not readily available, the pricing
service does not provide a valuation, or the valuations received are deemed
unreliable, the Fund's Board of Trustees has designated the Advisor to use a
fair value method to value the Fund's securities. Additionally, if events occur
after the close of the principal markets for certain securities (e.g., domestic
debt securities and foreign securities) that could materially affect the Fund's
NAV, First Trust may use a fair value method to value the Fund's securities. The
use of fair value pricing is governed by wvaluation procedures adopted by the
Fund's Board of Trustees, and in accordance with the provisions of the 1940 Act.
As a general principle, the fair value of a security is the amount which the
Fund might reasonably expect to receive for the security upon its current sale.
However, in light of the judgment involved in fair valuations, there can be no
assurance that a fair value assigned to a particular security will be the amount
which the Fund might be able to receive upon its current sale. Fair valuation of
a security is based on the consideration of all available information,
including, but not limited to, the following:

o the fundamental business data relating to the issuer;

o an evaluation of the forces which influence the market in which the
securities of the issuer are purchased and sold;

o the type, size and cost of the security;
o the financial statements of the issuer;

o the credit quality and cash flow of the issuer, based on the
Advisor's external analysis;

o the information as to any transactions in or offers for the
security;

o the price and extent of public trading in similar securities (or
equity securities) of the issuer, or comparable companies; o the
coupon payments;

o the quality, value and saleability of collateral, if any, securing
the security;

o the business prospects of the issuer, including any ability to
obtain money or resources from a parent or affiliate and an
assessment of the issuer's management;

o the prospects for the issuer's industry, and multiples (of earnings
and/or cash flow) being paid for similar businesses in that
industry;
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o the issuer's competitive position within the industry;

o the issuer's ability to access additional liquidity through public
and private markets; and

o other relevant factors.
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DISTRIBUTIONS

The Fund's present policy, which may be changed at any time by the Fund's
Board of Trustees, 1is to distribute to common shareholders monthly dividends of
all or a portion of its net income after payment of dividends and interest in
connection with leverage used by the Fund. The Fund expects that all or a
portion of any capital gains will be distributed at least annually.

Various factors will affect the level of the Fund's income, including the
asset mix, the average maturity of the Fund's portfolio, the amount of leverage
utilized by the Fund and the Fund's use of hedging. To permit the Fund to
maintain a more stable monthly distribution, the Fund may from time to time
distribute less than the entire amount of income earned in a particular period.
The undistributed income would be available to supplement future distributions.
As a result, the distributions paid by the Fund for any particular monthly
period may be more or less than the amount of income actually earned by the Fund
during that period. Undistributed income will add to the Fund's NAV and,
correspondingly, distributions from undistributed income will decrease the
Fund's NAV. Shareholders will automatically have all dividends and distributions
reinvested in common shares issued by the Fund or purchased in the open market
in accordance with the Fund's dividend reinvestment plan unless an election is
made to receive cash. See "Dividend Reinvestment Plan."

DIVIDEND REINVESTMENT PLAN

If your common shares are registered directly with the Fund or if you hold
your common shares with a brokerage firm that participates in the Fund's
Dividend Reinvestment Plan, unless you elect to receive cash distributions, all
dividends and distributions on your common shares will be automatically
reinvested by the Plan Agent, BNY Mellon Investment Servicing (U.S.) Inc., in
additional common shares under the Dividend Reinvestment Plan (the "Plan"). If
you elect to receive cash distributions, you will receive all distributions in
cash paid by check mailed directly to you by BNY Mellon Investment Servicing
(U.S.) Inc., as dividend paying agent.

You are automatically enrolled in the Plan when you become a shareholder of
the Fund. As a participant in the Plan, the number of common shares you will
receive will be determined as follows:

(1) If the common shares are trading at or above net asset value at the time
of valuation, the Fund will issue new shares at a price equal to the greater of
(i) net asset value per common share on that date or (ii) 95% of the market
price on that date.

(2) If common shares are trading below net asset value at the time of
valuation, the Plan Agent will receive the dividend or distribution in cash and
will purchase common shares in the open market, on the New York Stock Exchange
or elsewhere, for the participants' accounts. It is possible that the market
price for the common shares may increase before the Plan Agent has completed its
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purchases. Therefore, the average purchase price per share paid by the Plan
Agent may exceed the market price at the time of valuation, resulting in the
purchase of fewer shares than if the dividend or distribution had been paid in
common shares issued by the Fund. The Plan Agent will use all dividends and
distributions received in cash to purchase common shares in the open market
within 30 days of the valuation date except where temporary curtailment or
suspension of purchases is necessary to comply with federal securities laws.
Interest will not be paid on any uninvested cash payments.

You may elect to opt-out of or withdraw from the Plan at any time by giving
written notice to the Plan Agent, or by telephone at (800) 331-1710, in
accordance with such reasonable requirements as the Plan Agent and Fund may
agree upon. If you withdraw or the Plan is terminated, you will receive a
certificate for each whole share in your account under the Plan and you will
receive a cash payment for any fraction of a share in your account. If you wish,
the Plan Agent will sell your shares and send you the proceeds, minus brokerage
commissions.

The Plan Agent maintains all shareholders' accounts in the Plan and gives
written confirmation of all transactions in the accounts, including information
you may need for tax records. Common shares in your account will be held by the
Plan Agent in non-certificated form. The Plan Agent will forward to each
participant any proxy solicitation material and will vote any shares so held
only in accordance with proxies returned to the Fund. Any proxy you receive will
include all common shares you have received under the Plan.
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There is no brokerage charge for reinvestment of your dividends or
distributions in common shares. However, all participants will pay a pro rata
share of brokerage commissions incurred by the Plan Agent when it makes open
market purchases.

Automatically reinvesting dividends and distributions does not mean that you
do not have to pay income taxes due upon receiving dividends and distributions.
See "Tax Matters."

If you hold your common shares with a brokerage firm that does not
participate in the Plan, you will not be able to participate in the Plan and any
dividend reinvestment may be effected on different terms than those described
above. Consult your financial advisor for more information.

The Fund reserves the right to amend or terminate the Plan if in the judgment
of the Board of Trustees the change is warranted. There is no direct service
charge to participants in the Plan; however, the Fund reserves the right to
amend the Plan to include a service charge payable by the participants.
Additional information about the Plan may be obtained from BNY Mellon Investment
Servicing (U.S.) Inc., 301 Bellevue Parkway, Wilmington, Delaware 19809.

PLAN OF DISTRIBUTION

The Fund may sell the Common Shares being offered under this prospectus in
any one or more of the following ways:

directly to purchasers;
through agents;

to or through underwriters; or
through dealers.

O O O O
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The Fund may distribute the Common Shares from time to time in one or more
transactions at:

o a fixed price or prices, which may be changed;
o market prices prevailing at the time of sale;
o prices related to prevailing market prices; or
o negotiated prices.

The Fund may directly solicit offers to purchase Common Shares, or the Fund
may designate agents to solicit such offers. The Fund will, in a prospectus
supplement relating to such offering, name any agent that could be viewed as an
underwriter under the Securities Act and describe any commissions the Fund must
pay. Any such agent will be acting on a best efforts basis for the period of its
appointment or, if indicated in the applicable prospectus supplement or other
offering materials, on a firm commitment basis. Agents, dealers and underwriters
may be customers of, engage in transactions with, or perform services for the
Fund in the ordinary course of business.

If any underwriters or agents are utilized in the sale of Common Shares in
respect of which this prospectus is delivered, the Fund will enter into an
underwriting agreement or other agreement with them at the time of sale to them,
and the Fund will set forth in the prospectus supplement relating to such
offering their names and the terms of the Fund's agreement with them.

If a dealer is utilized in the sale of Common Shares in respect of which this
prospectus is delivered, the Fund will sell such Common Shares to the dealer, as
principal. The dealer may then resell such Common Shares to the public at
varying prices to be determined by such dealer at the time of resale.

The Fund may engage in at-the-market offerings to or through a market maker
or into an existing trading market, on an exchange or otherwise, in accordance
with Rule 415(a) (4) . An at-the-market offering may be through an underwriter or
underwriters acting as principal or agent for the Fund.

Agents, underwriters and dealers may be entitled under agreements which they
may enter into with the Fund to indemnification by the Fund against certain
civil liabilities, including liabilities under the Securities Act, and may be
customers of, engage in transactions with or perform services for the Fund in
the ordinary course of business.

In order to facilitate the offering of the Common Shares, any underwriters
may engage 1in transactions that stabilize, maintain or otherwise affect the
price of the Common Shares or any other Common Shares the prices of which may be
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used to determine payments on the Common Shares. Specifically, any underwriters
may over—-allot in connection with the offering, creating a short position for
their own accounts. In addition, to cover over-allotments or to stabilize the
price of the Common Shares or of any such other Common Shares, the underwriters
may bid for, and purchase, the Common Shares or any such other Common Shares in
the open market. Finally, in any offering of the Common Shares through a
syndicate of underwriters, the underwriting syndicate may reclaim selling
concessions allowed to an underwriter or a dealer for distributing the Common
Shares in the offering if the syndicate repurchases previously distributed
Common Shares in transactions to cover syndicate short positions, in
stabilization transactions or otherwise. Any of these activities may stabilize
or maintain the market price of the Common Shares above independent market
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levels. Any such underwriters are not required to engage in these activities and
may end any of these activities at any time.

The Fund may enter into derivative transactions with third parties, or sell
Common Shares not covered by this prospectus to third parties in privately
negotiated transactions. If the applicable prospectus supplement indicates, in
connection with those derivatives, the third parties may sell Common Shares
covered by this prospectus and the applicable prospectus supplement or other
offering materials, including in short sale transactions. If so, the third
parties may use Common Shares pledged by the Fund or borrowed from the Fund or
others to settle those sales or to close out any related open borrowings of
stock, and may use Common Shares received from the Fund in settlement of those
derivatives to close out any related open borrowings of stock. The third parties
in such sale transactions will be underwriters and, if not identified in this
prospectus, will be identified in the applicable prospectus supplement or other
offering materials (or a post-effective amendment) .

The Fund or one of the Fund's affiliates may loan or pledge Common Shares to
a financial institution or other third party that in turn may sell the Common
Shares using this prospectus. Such financial institution or third party may
transfer its short position to investors in the Fund's Common Shares or in
connection with a simultaneous offering of other Common Shares offered by this
prospectus or otherwise.

The maximum commission or discount to be received by any member of the
Financial Industry Regulatory Authority will not be greater than eight percent
of the initial gross proceeds from the sale of any security being sold.

Any underwriter, agent or dealer utilized in the initial offering of Common
Shares will not confirm sales to accounts over which it exercises discretionary
authority without the prior specific written approval of its customer.

DESCRIPTION OF SHARES

COMMON SHARES

The Declaration of Trust authorizes the issuance of an unlimited number of
common shares. The Common Shares being offered in this offering have a par value
of $0.01 per share and, subject to the rights of holders of Preferred Shares, if
any, have equal rights to the payment of dividends and the distribution of
assets upon liquidation. As of September 30, 2012, the Fund had 25,371,707
common shares outstanding. The Common Shares being offered by this prospectus
will, when issued, be fully paid and, subject to matters discussed in "Certain
Provisions in the Declaration of Trust and By-Laws," non-assessable, and
currently have no preemptive or conversion rights (except as may otherwise be
determined by the Trustees in their sole discretion) or rights to cumulative
voting.

The Fund's currently outstanding common shares are, and the Common Shares
offered in this prospectus will be, subject to notice of issuance, listed on the
New York Stock Exchange under the trading or "ticker" symbol "FCT."

Unlike open-end funds, closed-end funds like the Fund do not continuously
offer shares and do not provide daily redemptions. Rather, if a shareholder
determines to buy additional common shares or sell shares already held, the
shareholder may conveniently do so by trading on the exchange through a broker
or otherwise. Shares of closed-end investment companies may frequently trade on
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an exchange at prices lower than net asset value. Shares of closed-end
investment companies like the Fund 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. Because the market value of the common shares may be
influenced by such factors as dividend levels (which are in turn affected by
expenses), dividend stability, portfolio credit quality, net asset value,
relative demand for and supply of such shares in the market, general market and
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economic conditions, and other factors beyond the control of the Fund, the Fund
cannot assure you that the common shares will trade at a price equal to or
higher than net asset value in the future. The common shares are designed
primarily for long-term investors, and investors in the common shares should not
view the Fund as a vehicle for trading purposes. See "Structure of the Fund;
Common Share Repurchases and Change in Fund Structure."

PREFERRED SHARES

The Declaration of Trust provides that the Fund's Board of Trustees may
authorize and issue Preferred Shares with rights as determined by the Board of
Trustees, by action of the Board of Trustees without the approval of the Common
Shareholders. Common Shareholders have no preemptive right to purchase any
Preferred Shares that might be issued.

The Fund may elect to issue Preferred Shares as part of its leverage
strategy. The Fund may issue Leverage Instruments, which may include Preferred
Shares, representing up to 33-1/3% of the Fund's Managed Assets immediately
after the Leverage Instruments are issued. The Board of Trustees also reserves
the right to issue Preferred Shares to the extent permitted by the 1940 Act,
which currently limits the aggregate liquidation preference of all outstanding
Preferred Shares plus the principal amount of any outstanding leverage
consisting of debt to 50% of the value of the Fund's Managed Assets less
liabilities and indebtedness of the Fund (other than leverage consisting of
debt) . We cannot assure you, however, that any Preferred Shares will be issued.
Although the terms of any Preferred Shares, including dividend rate, liquidation
preference and redemption provisions, will be determined by the Board of
Trustees, subject to applicable law and the Declaration of Trust, it is likely
that the Preferred Shares will be structured to carry a relatively short-term
dividend rate reflecting interest rates on short-term bonds, by providing for
the periodic redetermination of the dividend rate at relatively short intervals
through an auction, remarketing or other procedure. The Fund also believes that
it is likely that the liquidation preference, voting rights and redemption
provisions of the Preferred Shares will be similar to those stated below.

Liquidation Preference. In the event of any voluntary or involuntary
liquidation, dissolution or winding up of the Fund, the holders of Preferred
Shares will be entitled to receive a preferential liquidating distribution,
which is expected to equal the original purchase price per Preferred Share plus
accrued and unpaid dividends, whether or not declared, before any distribution
of assets is made to Common Shareholders. After payment of the full amount of
the liquidating distribution to which they are entitled, the holders of
Preferred Shares will not be entitled to any further participation in any
distribution of assets by the Fund.

Voting Rights. The 1940 Act requires that the holders of any Preferred
Shares, voting separately as a single class, have the right to elect at least
two trustees at all times. The remaining trustees will be elected by holders of
Common Shares and Preferred Shares, voting together as a single class. In
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addition, subject to the prior rights, if any, of the holders of any other class
of senior securities outstanding, the holders of any Preferred Shares have the
right to elect a majority of the trustees of the Fund at any time two years'
dividends on any Preferred Shares are unpaid. The 1940 Act also requires that,
in addition to any approval by shareholders that might otherwise be required,
the approval of the holders of a majority of any outstanding Preferred Shares,
voting separately as a class, would be required to (1) adopt any plan of
reorganization that would adversely affect the Preferred Shares, and (2) take
any action requiring a vote of security holders under Section 13(a) of the 1940
Act, including, among other things, changes in the Fund's subclassification as a
closed-end investment company or changes in its fundamental investment
restrictions. See "Certain Provisions in the Declaration of Trust and By-Laws."
As a result of these voting rights, the Fund's ability to take any such actions
may be impeded to the extent that there are any Preferred Shares outstanding.
The Board of Trustees presently intends that, except as otherwise indicated in
this prospectus and except as otherwise required by applicable law or the
Declaration of Trust, holders of Preferred Shares will have equal voting rights
with Common Shareholders (one vote per share, unless otherwise required by the
1940 Act) and will vote together with Common Shareholders as a single class.

The affirmative vote of the holders of a majority of the outstanding
Preferred Shares, voting as a separate class, will be required to amend, alter
or repeal any of the preferences, rights or powers of holders of Preferred
Shares so as to affect materially and adversely such preferences, rights or
powers, or to increase or decrease the authorized number of Preferred Shares.
The class vote of holders of Preferred Shares described above will in each case
be in addition to any other vote required to authorize the action in question.

—43—

Redemption, Purchase and Sale of Preferred Shares by the Fund. The terms of
any Preferred Shares issued are expected to provide that (1) they are redeemable
by the Fund in whole or in part at the original purchase price per share plus
accrued dividends per share, (2) the Fund may tender for or purchase Preferred
Shares and (3) the Fund may subsequently resell any shares so tendered for or
purchased. Any redemption or purchase of Preferred Shares by the Fund will
reduce the leverage applicable to the Common Shares, while any resale of shares
by the Fund will increase that leverage.

The discussion above describes the possible offering of Preferred Shares by
the Fund. If the Board of Trustees determines to proceed with such an offering,
the terms of the Preferred Shares may be the same as, or different from, the
terms described above, subject to applicable law and the Fund's Declaration of
Trust. The Board of Trustees, without the approval of the Common Shareholders,
may authorize an offering of Preferred Shares or may determine not to authorize
such an offering, and may fix the terms of the Preferred Shares to be offered.

DESCRIPTION OF BORROWINGS

The Fund's Declaration of Trust authorizes the Fund, without prior approval
of the common shareholders, to borrow money. In this connection, the Fund may
use repurchase agreements or issue notes or other evidence of indebtedness
(including bank Borrowings or commercial paper) and may secure any such
Borrowings by mortgaging, pledging or otherwise subjecting as security the
Fund's assets. In connection with such Borrowing, the Fund may be required to
maintain minimum average balances with the lender or to pay a commitment or
other fee to maintain a line of credit. Any such requirements will increase the
cost of Borrowing over the stated interest rate. Under the requirements of the
1940 Act, the Fund, immediately after any such Borrowings, must have an "asset
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coverage" of at least 300% (33-1/3% of Managed Assets after Borrowings). With
respect to such Borrowing, asset coverage means the ratio which the wvalue of the
Managed Assets of the Fund, less all liabilities and indebtedness not
represented by senior securities (as defined in the 1940 Act), bears to the
aggregate amount of such Borrowing represented by senior securities issued by
the Fund.

The rights of lenders to the Fund to receive interest on and repayment of
principal of any such Borrowings will be senior to those of the common
shareholders, and the terms of any such Borrowings may contain provisions which
limit certain activities of the Fund, including the payment of dividends to
common shareholders in certain circumstances. Further, the 1940 Act does (in
certain circumstances) grant to the lenders to the Fund certain voting rights in
the event of default in the payment of interest on or repayment of principal. In
the event that the Fund elects to be treated as a regulated investment company,
and that such provisions would impair the Fund's status as a regulated
investment company under the Internal Revenue Code, the Fund, subject to its
ability to liquidate its relatively illiquid portfolio, intends to repay the
Borrowings. Any borrowing will likely be ranked equal to all other existing and
future Borrowings of the Fund.

Certain types of Borrowings may result in the Fund being subject to covenants
in credit agreements relating to asset coverage and portfolio composition
requirements. The Fund may be subject to certain restrictions on investments
imposed by guidelines of one or more rating agencies, which may issue ratings
for the short-term corporate debt securities or Preferred Shares issued by the
Fund. These guidelines may impose asset coverage or portfolio composition
requirements that are more stringent than those imposed by the 1940 Act. It is
not anticipated that these covenants or guidelines will impede the Advisor from
managing the Fund's portfolio in accordance with the Fund's investment objective
and policies.

CERTAIN PROVISIONS IN THE DECLARATION OF TRUST AND BY-LAWS

Under Massachusetts law, shareholders could, in certain circumstances, be
held personally liable for the obligations of the Fund. However, the Declaration
of Trust contains an express disclaimer of shareholder liability for debts or
obligations of the Fund and requires that notice of such limited liability be
given in each agreement, obligation or instrument entered into or executed by
the Fund or the Board of Trustees. The Declaration of Trust further provides for
indemnification out of the assets and property of the Fund for all loss and
expense of any shareholder of the Fund. Thus, the risk of a shareholder
incurring financial loss on account of shareholder liability is limited to
circumstances in which the Fund would be unable to meet its obligations. The
Fund believes that the likelihood of such circumstances 1is remote.
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The Declaration of Trust and By-Laws include provisions that could limit the
ability of other entities or persons to acquire control of the Fund or to
convert the Fund to open-end status. The number of trustees is currently five,
but by action of two-thirds of the trustees, the Board of Trustees may from time
to time be increased or decreased. The Board of Trustees 1is divided into three
classes of trustees serving staggered three-year terms, with the terms of one
class expiring at each annual meeting of shareholders. If the Fund issues
Preferred Shares, the Fund may establish a separate class for the trustees
elected by the holders of the Preferred Shares. Subject to applicable provisions
of the 1940 Act, vacancies on the Board of Trustees may be filled by a majority
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action of the remaining trustees. Such provisions may work to delay a change in
the majority of the Board of Trustees. The provisions of the Declaration of
Trust relating to the election and removal of trustees may be amended only by a
vote of two-thirds of the trustees then in office. Generally, the Declaration of
Trust requires a vote by holders of at least two-thirds of the common shares and
Preferred Shares, if any, voting together as a single class, except as described
below and in the Declaration of Trust, to authorize: (1) a conversion of the
Fund from a closed-end to an open-end investment company; (2) a merger or
consolidation of the Fund with any corporation, association, trust or other
organization, including a series or class of such other organization (subject to
a limited exception if the acquiring fund is not an operating entity immediately
prior to the transaction); (3) a sale, lease or exchange of all or substantially
all of the Fund's assets (other than in the regular course of the Fund's
investment activities, in connection with the termination of the Fund, and other
limited circumstances set forth in the Declaration of Trust); (4) in certain
circumstances, a termination of the Fund; (5) a removal of trustees by common
shareholders; or (6) certain transactions in which a Principal Shareholder (as
defined in the Declaration of Trust) is a party to the transaction. However,
with respect to (1) above, if there are Preferred Shares outstanding, the
affirmative vote of the holders of two-thirds of the Preferred Shares voting as
a separate class shall also be required. With respect to (2) above, except as
otherwise may be required, if the transaction constitutes a plan of
reorganization which adversely affects Preferred Shares, if any, then an
affirmative vote of two-thirds of the Preferred Shares voting together as a
separate class is required as well. With respect to (1) through (3), if such
transaction has already been authorized by the affirmative vote of two-thirds of
the trustees, then the affirmative vote of the majority of the outstanding
voting securities, as defined in the 1940 Act (a "Majority Shareholder Vote"),
is required, provided that when only a particular class 1is affected (or, in the
case of removing a trustee, when the trustee has been elected by only one
class), only the required vote of the particular class will be required. Such
affirmative vote or consent shall be in addition to the vote or consent of the
holders of the Fund's shares otherwise required by law or any agreement between
the Fund and any national securities exchange. Approval of Fund shareholders is
not required, however, for any transaction, whether deemed a merger,
consolidation, reorganization, exchange of shares or otherwise whereby the Fund
issues shares in connection with the acquisition of assets (including those
subject to liabilities) from any other investment company or similar entity.
None of the foregoing provisions may be amended except by the vote of at least
two-thirds of the common shares and Preferred Shares, if any, outstanding and
entitled to vote. See the SAI under "Certain Provisions in the Declaration of
Trust and By-Laws."

The provisions of the Declaration of Trust and By-Laws 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 by discouraging a third party from seeking to obtain control of
the Fund in a tender offer or similar transaction. The overall effect of these
provisions is to render more difficult the accomplishment of a merger or the
assumption of control by a third party. They provide, however, the advantage of
potentially requiring persons seeking control of the Fund to negotiate with its
management regarding the price to be paid and facilitating the continuity of the
Fund's investment objective and policies. The Board of Trustees of the Fund has
considered the foregoing anti-takeover provisions and concluded that they are in
the best interests of the Fund and its common shareholders.

Reference should be made to the Declaration of Trust on file with the SEC for

the full text of these provisions.
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STRUCTURE OF THE FUND; COMMON SHARE
REPURCHASES AND CHANGE IN FUND STRUCTURE

CLOSED-END STRUCTURE

Closed-end funds differ from open-end management investment companies
(commonly referred to as mutual funds) in that closed-end funds generally list
their shares for trading on a securities exchange and do not redeem their shares
at the option of the shareholder. By comparison, mutual funds issue securities
redeemable at net asset value at the option of the shareholder and typically
engage in a continuous offering of their shares. Mutual funds are subject to
continuous asset in-flows and out-flows that can complicate portfolio
management, whereas closed-end funds generally can stay more fully invested in
securities consistent with the closed-end fund's investment objective and
policies. In addition, in comparison to open-end funds, closed-end funds have
greater flexibility in their ability to make certain types of investments,
including investments in illiquid securities.

However, shares of closed-end investment companies listed for trading on a
securities exchange frequently trade at a discount from net asset value, but in
some cases trade at a premium. The market price may be affected by trading
volume of the shares, general market and economic conditions and other factors
beyond the control of the closed-end fund. The foregoing factors may result in
the market price of the common shares being greater than, less than or equal to
net asset value. The Board of Trustees has reviewed the structure of the Fund in
light of its investment objective and policies and has determined that the
closed-end structure is in the best interests of the shareholders. As described
below, however, the Board of Trustees will review periodically the trading range
and activity of the Fund's shares with respect to its net asset value and the
Board may take certain actions to seek to reduce or eliminate any such discount.
Such actions may include open market repurchases or tender offers for the common
shares at net asset value or the possible conversion of the Fund to an open-end
fund. There can be no assurance that the Board will decide to undertake any of
these actions or that, if undertaken, such actions would result in the common
shares trading at a price equal to or close to net asset value per common share.
In addition, as noted above, the Board of Trustees determined in connection with
the initial offering of common shares of the Fund that the closed-end structure
is desirable, given the Fund's investment objective and policies. Investors
should assume, therefore, that it is highly unlikely that the Board of Trustees
would vote to convert the Fund to an open-end investment company.

REPURCHASE OF COMMON SHARES AND TENDER OFFERS

In recognition of the possibility that the common shares might trade at a
discount to net asset value and that any such discount may not be in the
interest of shareholders, the Fund's Board of Trustees, in consultation with the
Advisor and the corporate finance services and consulting agent that the Advisor
has retained, from time to time will review possible actions to reduce any such
discount. The Board of Trustees of the Fund will consider from time to time open
market repurchases of and/or tender offers for common shares to seek to reduce
any market discount from net asset value that may develop. In connection with
its consideration from time to time of open—-end repurchases of and/or tender
offers for common shares, the Board of Trustees of the Fund will consider
whether to commence a tender offer or share-repurchase program at the first
quarterly board meeting following a calendar year in which the Fund's common
shares have traded at an average weekly discount from net asset value of more
than 10% in the last 12 weeks of that calendar year. After any consideration of
potential actions to seek to reduce any significant market discount, the Board
may, subject to its fiduciary obligations and compliance with applicable state
and federal laws, authorize the commencement of a share-repurchase program or
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tender offer. The size and timing of any such share repurchase program or tender
offer will be determined by the Board of Trustees in light of the market
discount of the common shares, trading volume of the common shares, information
presented to the Board of Trustees regarding the potential impact of any such
share repurchase program or tender offer, and general market and economic
conditions. There can be no assurance that the Fund will in fact effect
repurchases of or tender offers for any of its common shares. The Fund may,
subject to its investment limitation with respect to Borrowings and limitations
on seniority within the Fund's capital structure if the Fund has other
Borrowings outstanding at such time, incur debt to finance such repurchases or a
tender offer or for other valid purposes. Interest on any such Borrowings would
increase the Fund's expenses and reduce the Fund's net income.

—-46—

There can be no assurance that repurchases of common shares or tender offers,
if any, will cause the common shares to trade at a price equal to or in excess
of their net asset value. Nevertheless, the possibility that a portion of the
Fund's outstanding common shares may be the subject of repurchases or tender
offers may reduce the spread between market price and net asset value that might
otherwise exist. In the opinion of the Fund, sellers may be less inclined to
accept a significant discount in the sale of their common shares if they have a
reasonable expectation of being able to receive a price of net asset value for a
portion of their common shares in conjunction with an announced repurchase
program or tender offer for the common shares.

Although the Board of Trustees believes that repurchases or tender offers
generally would have a favorable effect on the market price of the common
shares, the acquisition of common shares by the Fund will decrease the Managed
Assets of the Fund and therefore will have the effect of increasing the Fund's
expense ratio and decreasing the asset coverage with respect to any Preferred
Shares outstanding. Because of the nature of the Fund's investment objective,
policies and portfolio, the Advisor does not anticipate that repurchases of
common shares or tender offers should interfere with the ability of the Fund to
manage its investments in order to seek its investment objective, and does not
anticipate any material difficulty in borrowing money or disposing of portfolio
securities to consummate repurchases of or tender offers for common shares,
although no assurance can be given that this will be the case.

CONVERSION TO OPEN-END FUND

The Fund may be converted to an open-end investment company at any time if
approved by the holders of two-thirds of the Fund's common shares outstanding
and entitled to vote; provided, however, that such vote shall be by Majority
Shareholder Vote if the action in question was previously approved by the
affirmative vote of two-thirds of the Trustees. Such affirmative vote or consent
shall be in addition to the vote or consent of the holders of the shares
otherwise required by law or any agreement between the Fund and any national
securities exchange. In the event of conversion, the common shares would cease
to be listed on the New York Stock Exchange or other national securities
exchange or market system. Any Preferred Shares would need to be redeemed and
any Borrowings may need to be repaid upon conversion to an open-end investment
company. Additionally, the 1940 Act imposes limitations on open-end funds'
investments in illiquid securities, which could restrict the Fund's ability to
invest in certain securities discussed in this prospectus to the extent
discussed herein. Such limitations could adversely affect distributions to Fund
common shareholders in the event of conversion to an open-end fund. The Board of
Trustees believes, however, that the closed-end structure is desirable, given
the Fund's investment objective and policies. Investors should assume,
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therefore, that it is unlikely that the Board of Trustees would vote to convert
the Fund to an open-end investment company. Shareholders of an open-end
investment company may require the company to redeem their shares at any time
(except in certain circumstances as authorized by or under the 1940 Act) at
their net asset value, less such redemption charge, if any, as might be in
effect at the time of a redemption. The Fund would expect to pay all such
redemption requests in cash, but intends to reserve the right to pay redemption
requests in a combination of cash or securities. If such partial payment in
securities were made, investors may incur brokerage costs in converting such
securities to cash. If the Fund were converted to an open-end fund, it is likely
that new common shares would be sold at net asset value plus a sales load.

TAX MATTERS

This section and the discussion in the SAI summarize some of the main U.S.
federal income tax consequences of owning shares of the Fund. This section is
current as of the date of this prospectus. Tax laws and interpretations change
frequently, and this summary does not describe all of the tax consequences to
all taxpayers. For example, this summary generally does not describe your
situation or the tax consequences to you if you are a bank or a financial
institution, an insurance company, a dealer in securities, a non-U.S.
shareholder, a tax-exempt or tax-deferred plan, account or entity, a shareholder
that is subject to the alternative minimum tax or a shareholder that holds its
shares as or in a hedge against currency risk, constructive sale or a conversion
transaction or other investor with special circumstances. In addition, this
section does not describe state, local or foreign taxes. Investors should
consult their own tax advisors regarding the tax consequences of investing in
the Fund.

Fund Status. The Fund intends to elect and to qualify annually as a
"regulated investment company" under Subchapter M of the Code. To qualify, the
Fund must, among other things, satisfy certain requirements relating to the
source and nature of its income and the diversification of its assets. If the
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Fund qualifies as a regulated investment company and distributes all of its net
income as required under the Code, the Fund generally will not be subject to
federal income or excise taxes.

Distributions. Fund distributions will constitute dividends to the extent of
the Fund's current and accumulated earnings and profits and are generally
taxable. After the end of each year, you will receive a tax statement that
separates your Fund's distributions into two categories, ordinary income
distributions and capital gains dividends. Ordinary income distributions are
generally taxed at ordinary tax rates, but, as further discussed below, if the
Fund holds equity securities, under the "Jobs and Growth Tax Relief
Reconciliation Act of 2003" (the "Tax Act"), certain ordinary income
distributions received by non-corporate shareholders from the Fund may be taxed
at reduced tax rates equal to those applicable to net capital gains but this
amount is not expected to be significant. Generally, you will treat all capital
gains dividends as long-term capital gains regardless of how long you have owned
your shares. To determine your actual tax liability for your capital gains
dividends, you must calculate your total net capital gain or loss for the tax
year after considering all of your other taxable transactions, as described
below. In addition, to the extent that the Fund makes distributions in excess of
its current and accumulated earnings and profits, such distributions will
represent a return of capital for tax purposes to the extent of your tax basis
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in the shares and thus will generally not be taxable to you. To the extent such
distributions exceed your tax basis, they will generally constitute a capital
gain. The tax status of your distributions from the Fund is not affected by
whether you reinvest your distributions in additional shares or receive them in
cash. The tax laws may require you to treat distributions made to you in January
as if you had received them on December 31 of the previous year.

Dividends Received Deduction. A corporation that owns shares generally will
not be entitled to the dividends received deduction with respect to dividends
received from the Fund because the dividends received deduction is generally not
available for distributions from regulated investment companies. However, if the
Fund holds equity securities, certain ordinary income dividends on shares that
are attributable to dividends received by the Fund from certain domestic
corporations may be designated by the Fund as being eligible for the dividends
received deduction, but this amount is not expected to be significant.

If You Sell Shares. If you sell your shares, you will generally recognize a
taxable gain or loss. To determine the amount of this gain or loss, you must
subtract your tax basis in your shares from the amount you receive in the
transaction. Your tax basis in your shares is generally equal to the cost of
your shares, generally including sales charges. In some cases, however, you may
have to adjust your tax basis after you purchase your shares. Any loss realized
upon a taxable disposition of the shares may be disallowed if other
substantially identical shares are acquired within a 6l1-day period beginning 30
days before and ending 30 days after the date the original shares are disposed
of. If disallowed, the loss will be reflected by an upward adjustment to the
basis of the shares acquired. In addition, the ability to deduct capital losses
may otherwise be limited.

Taxation of Capital Gains and Losses and Certain Ordinary Income Dividends.
Under the Tax Act, if you are an individual, the maximum marginal federal tax
rate for net capital gain is generally 15% (generally 0% for certain taxpayers
in the 10% and 15% tax brackets). These capital gains rates are generally
effective for taxable years beginning before January 1, 2013. For later periods,
if you are an individual, the maximum marginal federal tax rate for capital
gains is generally 20% (10% for certain taxpayers in the 10% and 15% brackets).
The 20% rate is reduced to 18% and the 10% rate is reduced to 8% for most
property with a holding period more than five years.

Net capital gain equals net long-term capital gain minus net short-term
capital loss for the taxable year. Capital gain or loss 1is long-term if the
holding period for the asset is more than one year and is short-term if the
holding period for the asset is one year or less. You must exclude the date you
purchase your shares to determine your holding period. However, if you receive a
capital gain dividend from the Fund and sell your share at a loss after holding
it for six months or less, the loss will be recharacterized as long-term capital
loss to the extent of the capital gain dividend received. The tax rates for
capital gains realized from assets held for one year or less are generally the
same as for ordinary income. In addition, the Code treats certain capital gains
as ordinary income in special situations.

Pursuant to the Tax Act, if the Fund holds certain equity securities, a
portion of the ordinary income dividends received by an individual shareholder
from a regulated investment company such as the Fund generally will be taxed at
the same rates that apply to net capital gain (as discussed above), but only if
certain holding period and other requirements are satisfied by both the Fund and
the shareholder and the dividends are attributable to qualified dividends
received by the Fund itself. These special rules relating to the taxation of
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ordinary income dividends from regulated investment companies generally apply to
taxable years beginning before January 1, 2013. The Fund generally does not
expect to generate qualifying dividends eligible for taxation at capital gains
tax rates.

Medicare Tax. Under the "Health Care and Education Reconciliation Act of
2010, " income from the Fund may also be subject to a new 3.8 percent "medicare
tax" imposed for taxable years beginning after 2012. This tax will generally
apply to the net investment income of a Member who is an individual if such
Member's adjusted gross income exceeds certain threshold amounts, which are
$250,000 in the case of married couples filing joint returns and $200,000 in the
case of single individuals.

Backup Withholding. The Fund may be required to withhold, for U.S. federal
income taxes, a portion of all taxable dividends and redemption proceeds payable
to shareholders who fail to provide the Fund with their correct taxpayer
identification numbers or who otherwise fail to make required certifications, or
if the Fund or a shareholder has been notified by the Internal Revenue Service
that such shareholder is subject to backup withholding. Corporate shareholders
and certain other shareholders under federal tax laws are generally exempt from
such backup withholding. Backup withholding is not an additional tax. Any
amounts withheld will be allowed as a refund or credit against the shareholder's
federal income tax liability if the appropriate information is provided to the
Internal Revenue Service.

Foreign Investors. If you are a foreign investor (i.e., investor other than a
U.S. citizen or resident or a U.S. corporation, partnership, estate or fund),
you should be aware that, generally, subject to applicable tax treaties,
distributions from the Fund will be characterized as dividends for federal
income tax purposes (other than dividends which the Fund designates as capital
gain dividends) and will be subject to U.S. federal income taxes, including
withholding taxes, subject to certain exceptions described below. However,
distributions received by a foreign investor from the Fund that are properly
designated by the Fund as capital gain dividends may not be subject to U.S.
federal income taxes, including withholding taxes, provided that the Fund makes
certain elections and certain other conditions are met. There can be no
assurance as to what portion, if any, of the Fund's distributions will
constitute interest related dividends or short-term capital gain dividends.
Foreign investors should consult their tax advisors with respect to U.S. tax
consequences of ownership of Common Shares.

In addition, distributions after December 31, 2013 may be subject to a U.S.
withholding tax of 30% in the case of distributions to (i) certain non-U.S.
financial institutions that either (A) have not entered into an agreement with
the U.S. Treasury to collect and disclose certain information or (B) are not
resident for tax purposes in a jurisdiction that has entered into an agreement
with the IRS to collect and provide the information otherwise required, and (ii)
certain other non-U.S. entities that do not provide certain certifications and
information about the entity's U.S. owners. The gross proceeds from dispositions
of units in the Fund may be subject to withholding after December 31, 2014,
under similar requirements.

Further Information. The SAI summarizes further federal income tax
considerations that may apply to the Fund and its shareholders and may qualify
the considerations discussed herein.

CUSTODIAN, ADMINISTRATOR AND TRANSFER AGENT

The custodian of the assets of the Fund is BNY Mellon Investment Servicing
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Trust Company ("Custodian"), One Wall Street, New York, New York 10286. The
Fund's transfer, shareholder services and dividend paying agent is BNY Mellon

Investment Servicing (U.S.) Inc., 301 Bellevue Parkway, Wilmington, Delaware
19809. Pursuant to an Administration and Accounting Services Agreement, BNY
Mellon Investment Servicing (U.S.) Inc. also provides certain administrative and

accounting services to the Fund, including maintaining the Fund's books of
account, records of the Fund's securities transactions, and certain other books
and records; acting as liaison with the Fund's independent registered public
accounting firm providing such independent registered public accounting firm
with various audit-related information with respect to the Fund; and providing
other continuous accounting and administrative services. As compensation for
these services, the Fund has agreed to pay BNY Mellon Investment Servicing
(U.S.) Inc. an annual fee, calculated daily and payable on a monthly basis, of
0.06% of the Fund's first $250 million of average Managed Assets, subject to
decrease with respect to additional Fund Managed Assets.
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LEGAL OPINIONS

Certain legal matters in connection with the Common Shares will be passed
upon for the Fund by Chapman and Cutler LLP, Chicago, Illinois. Chapman and
Cutler LLP may rely as to certain matters of Massachusetts law on the opinion of
Bingham McCutchen LLP. If certain legal matters in connection with an offering
of Common Shares are passed upon by counsel for the underwriters or sales agent
of such offering, such counsel will be named in a prospectus supplement.
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FIRST TRUST SENIOR FLOATING RATE INCOME FUND II
STATEMENT OF ADDITIONAL INFORMATION

First Trust Senior Floating Rate Income Fund II (the "Fund") is a

diversified, closed-end management investment company which commenced operations
in May, 2004.

This Statement of Additional Information relates to the offering, on an
immediate, continuous or delayed basis, of up to 10,134,100 common shares of
beneficial interest in the Fund in one or more offerings (the "Common Shares").
This Statement of Additional Information does not constitute a prospectus, but
should be read in conjunction with the Fund's prospectus dated (the
"Prospectus") and any related prospectus supplement. The Fund's currently
outstanding common shares are, and the Common Shares offered by the Prospectus
and any prospectus supplement will be, subject to notice of issuance, listed on
the New York Stock Exchange under the trading or "ticker" symbol "FCT."

This Statement of Additional Information does not include all information
that a prospective investor should consider before purchasing Common Shares.
Investors should obtain and read the Fund's Prospectus and any prospectus
supplement prior to purchasing such shares. A copy of the Fund's Prospectus and
any prospectus supplement may be obtained without charge by calling (800)
988-5891 or on the Securities and Exchange Commission's (the "Commission") web
site (http://www.sec.gov). Capitalized terms used but not defined in this
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Statement of Additional Information have the meanings ascribed to them in the
Prospectus and any prospectus supplement.

This Statement of Additional Information is dated

THE INFORMATION IN THIS STATEMENT OF ADDITIONAL INFORMATION IS NOT
COMPLETE AND MAY BE CHANGED. WE MAY NOT SELL THESE SECURITIES UNTIL THE
REGISTRATION STATEMENT FILED WITH THE SECURITIES AND EXCHANGE COMMISSION IS
EFFECTIVE. THIS STATEMENT OF ADDITIONAL INFORMATION IS NOT AN OFFER TO SELL
THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE SECURITIES IN
ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.
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USE OF PROCEEDS

The Fund will invest substantially all of the net proceeds from any sales
of Common Shares pursuant to the Prospectus and any prospectus supplement in
accordance with the Fund's investment objectives and policies as stated below,
to repay indebtedness or for other general corporate purposes.

Pending investment in securities that meet the Fund's investment
objectives and policies, the net proceeds of this offering will be invested in

cash or cash equivalents.

INVESTMENT OBJECTIVES

The Fund's primary investment objective is to seek a high level of current
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income. As a secondary objective, the Fund attempts to preserve capital. The
Fund pursues these objectives through investment in a portfolio of senior
secured floating rate corporate loans ("Senior Loans"). Under normal conditions,
the Fund invests at least 80% of its Managed Assets in a diversified portfolio
of Senior Loans. This investment policy is a non-fundamental investment policy
and, accordingly, may be changed by the Fund's Board of Trustees (the "Board of

Trustees" or "Trustees") without the approval of the holders of a "majority of
the outstanding voting securities" (as defined in the Investment Company Act of
1940 (the "1940 Act")) of the Fund provided that the holders of the voting

securities of the Fund receive at least 60 days prior notice of any change.
Under normal circumstances, the Fund also may invest up to 10% of its Managed
Assets through purchasing revolving credit facilities, investment grade
debtor-in-possession financing, unsecured loans, other floating rate debt
securities, such as notes, bonds and asset-backed securities (such as
collateralized loan obligations ("CLOs")), investment grade loans and fixed
income debt obligations and money market instruments, such as commercial paper.
On April 9, 2012, the Fund approved changes to its investment strategy to also
permit the purchase of publicly-traded high yield debt securities, subject to
the foregoing 10% limitation. The Fund may also invest up to 15% of its Managed
Assets in U.S. dollar denominated foreign investments, exclusively in developed
countries and territories of those countries, but in no case will the Fund
invest in securities of issuers located in emerging markets. There can be no
assurance that the Fund will achieve its investment objectives.

The Senior Loans in which the Fund invests are primarily below investment
grade instruments, commonly referred to as "high yield" securities or "junk
bonds." Generally, at least 80% of the Fund's Managed Assets are invested in
lower grade debt investments, and from time to time, 100% of the Fund's Managed
Assets may be invested in lower grade debt instruments. Lower grade debt
instruments are rated Bal or lower by Moody's Investors Service, Inc.
("Moody's"), BB+ or lower by Standard & Poor's Ratings Group, a division of the
McGraw Hill Companies ("S&P"), comparably rated by another nationally recognized
statistical rating organization ("NRSRO"), or are unrated securities of
comparable credit quality. Lower grade debt instruments are commonly referred to
as "high yield" securities or "junk bonds" and are considered speculative with
respect to the issuer's capacity to pay interest and repay principal. They
involve greater risk of loss, are subject to greater price volatility and are

less liquid, especially during periods of economic uncertainty or change, than
higher rated debt instruments. See Appendix A to this Statement of Additional
Information for further information about debt ratings.

"Managed Assets" means the average daily gross asset value of the Fund
(including assets attributable to the Fund's Preferred Shares, if any, and the
principal amount of borrowings) minus the sum of the Fund's accrued and unpaid
dividends on any outstanding Preferred Shares and accrued liabilities (other
than the principal amount of any borrowings incurred or of commercial paper or
notes issued by the Fund). For purposes of determining Managed Assets, the
liquidation preference of the preferred shares is not treated as a liability.
Percentage limitations described in this Statement of Additional Information are
as of the time of investment by the Fund and could from time to time be exceeded
on a going-forward basis as a result of market value fluctuations of the Fund's
portfolio and other events.

The common shares may trade at a discount or premium to net asset value.
An investment in the Fund may not be appropriate for all investors and is not
intended to be a complete investment program. For further discussion of the
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Fund's portfolio composition and associated special risk considerations, see
"The Fund's Investments" in the Prospectus.

INVESTMENT RESTRICTIONS
FUNDAMENTAL INVESTMENT POLICIES

The Fund's investment objectives and certain fundamental investment
policies of the Fund are described in the Prospectus. The Fund, as a fundamental
policy, may not:

1. With respect to 75% of its total assets, purchase any
securities, i1if as a result more than 5% of the Fund's total assets would
then be invested in securities of any single issuer or if, as a result,
the Fund would hold more than 10% of the outstanding voting securities of
any single issuer; provided, that Government securities (as defined in the
Investment Company Act of 1940 (the "1940 Act")), securities issued by
other investment companies and cash items (including receivables) shall
not be counted for purposes of this limitation.

2. Purchase any security if, as a result of the purchase, 25% or
more of the Fund's total assets (taken at current value) would be invested
in the securities of Borrowers and other issuers having their principal
business activities in the same industry; provided, that this limitation
shall not apply with respect to obligations issued or guaranteed by the
U.S. Government or by its agencies or instrumentalities.

3. Borrow money, except as permitted by the 1940 Act, the rules
thereunder and interpretations thereof or pursuant to a Commission

exemptive order.

4. Issue senior securities, as defined in the 1940 Act, other

than: (i) preferred shares which immediately after issuance will have
asset coverage of at least 200%; (ii) indebtedness which immediately after

issuance will have asset coverage of at least 300%; (iii) the borrowings

permitted by investment restriction 3 above, or (iv) pursuant to a
Commission exemptive order.

5. Make loans of money or property to any person, except for
obtaining interests in Senior Loans in accordance with its investment
objectives, through loans of portfolio securities or the acquisition of
securities subject to repurchase agreements, or pursuant to a Commission
rule or exemptive order.

6. Act as an underwriter of securities, except to the extent the
Fund may be deemed to be an underwriter in certain cases when disposing of
its portfolio investments or acting as an agent or one of a group of
co—agents in originating Senior Loans.

7. Purchase or sell real estate, commodities or commodities
contracts except pursuant to the exercise by the Fund of its rights under
loan agreements, bankruptcy or reorganization, or pursuant to a Commission
rule or exemptive order, and except to the extent the interests in Senior
Loans the Fund may invest in are considered to be interests in real
estate, commodities or commodities contracts and except to the extent that
hedging instruments the Fund may invest in are considered to be
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commodities or commodities contracts.

For purposes of fundamental investment restriction numbers 1 and 2 above,
the Fund treats the Lender selling a participation and any persons
interpositioned between the Lender and the Fund as an issuer. The Fund may incur
borrowings and/or issue series of notes or other senior securities in an amount
up to 33-1/3% (or such other percentage to the extent permitted by the
Investment Company Act of 1940, as amended (the "1940 Act")) of its total assets
(including the amount borrowed) less all liabilities other than borrowings.

Except as noted above, the foregoing fundamental investment policies,
together with the investment objectives of the Fund, cannot be changed without
approval by holders of a majority of the outstanding voting securities of the
Fund, as defined in the 1940 Act, which includes common shares and preferred
shares, if any, voting together as a single class, and of the holders of the
outstanding preferred shares, if any, voting as a single class. Under the 1940
Act a "majority of the outstanding voting securities" means the vote of: (A) 67%
or more of the Fund's shares present at a meeting, if the holders of more than
50% of the Fund's shares are present or represented by proxy; or (B) more than
50% of the Fund's shares, whichever is less.

NON-FUNDAMENTAL INVESTMENT POLICIES

In addition to the foregoing fundamental investment policies, the Fund is
also subject to the following non-fundamental restrictions and policies, which
may be changed by the Board of Trustees without the approval of the holders of a
"majority of the outstanding voting securities," provided that the holders of
the voting securities of the Fund receive at least 60 days prior written notice
of any change. The Fund may not:

1. Sell any security "short," write, purchase or sell puts, calls
or combinations thereof, or purchase or sell financial futures or options,

except to the extent that the hedging transactions in which the Fund may
engage would be deemed to be any of the foregoing transactions.

2. Invest in securities of other investment companies, except that
the Fund may purchase securities of other investment companies to the
extent permitted by: (i) the 1940 Act, as amended from time to time; (ii)
the rules and regulations promulgated by the Commission under the 1940
Act, as amended from time to time; or (iii) an exemption or other relief
from the provisions of the 1940 Act. The Fund will rely on representations
of Borrowers in Loan Agreements in determining whether the Borrowers are
investment companies.

3. Make investments for the purpose of exercising control or
participation in management, except to the extent that exercise by the
Fund of its rights under Loan Agreements would be deemed to constitute
control or participation.

The Fund does not have a minimum holding period for its investments and
may engage in the trading of securities for the purpose of realizing short-term
profits. Moreover, it will adjust its portfolio as it deems advisable in view of
prevailing or anticipated market conditions to accomplish the Fund's investment
objectives. Frequency of portfolio turnover will not be a limiting factor if the
Fund considers it advantageous to purchase or sell securities. The Fund
anticipates that the annual portfolio turnover rate of the Fund will be less
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than 100%.

The foregoing restrictions and limitations apply only at the time of
purchase of securities, and the percentage limitations are not considered to be
violated unless an excess or deficiency occurs or exists immediately after and
as a result of an acquisition of securities, unless otherwise indicated.

ADDITIONAL INFORMATION ABOUT THE FUND'S INVESTMENTS
SENIOR LOANS

Senior Loans are typically arranged through private negotiations between a
borrower ("Borrower") and several lenders ("Lenders") represented in each case
by one or more Lenders acting as agent of the several Lenders (the "Agent"). On
behalf of the several Lenders, the Agent, which is frequently the entity that
originates the Senior Loan and invites the other parties to join the lending
syndicate, will be primarily responsible for negotiating the Senior Loan
agreements that establish the relative terms, conditions and rights of the
Borrower and the several Lenders (the "Loan Agreements"). The co-agents, on the
other hand, are not responsible for administration of a Senior Loan, but are
part of the initial group of Lenders that commit to providing funding for a
Senior Loan once the Borrower and an Agent negotiate and agree on material
terms. In large transactions, it is common to have several Agents; however, one
Agent typically has primary responsibility for documentation and administration
of the Senior Loan. The Fund will not act as an Agent in a transaction. The
Agent is required to administer and manage the Senior Loan and to service or
monitor the collateral. The Agent also is responsible for the collection of
principal and interest and fee payments from the Borrower and the apportionment

of these payments to the credit of all Lenders which are parties to the Loan
Agreement. The Agent is generally responsible for monitoring compliance by the
Borrower with the restrictive covenants in the Loan Agreement and of notifying
the Lenders of any adverse change in the Borrower's financial condition. In
addition, the Agent generally is responsible for determining that the Lenders
have obtained a perfected security interest in the collateral securing the
Senior Loan.

Lenders generally rely on the Agent to collect their portion of the
payments on the Senior Loan and to use appropriate creditor remedies against the
Borrower. Typically under Loan Agreements, the Agent is given broad discretion
in enforcing the Loan Agreement. The Borrower compensates the Agent for these
services. Compensation may include special fees paid on structuring and funding
the Senior Loan and other fees paid on a continuing basis. The precise duties
and rights of an Agent are defined in the Loan Agreement.

When the Fund is an Agent, it has, as a party to the Loan Agreement, a
direct contractual relationship with the Borrower and, prior to allocating
portions of the Senior Loan to Lenders, if any, assumes all risks associated
with the Senior Loan. The Agent may enforce compliance by the Borrower with the
terms of the Loan Agreement. Agents also have voting and consent rights under
the applicable Loan Agreement. Action subject to Agent vote or consent generally
requires the vote or consent of the holders of some specified percentage of the
outstanding principal amount of the Senior Loan, which percentage varies
depending on the relevant Loan Agreement. Certain decisions, such as reducing
the amount or increasing the time for payment of interest on or repayment of
principal of a Senior Loan, or releasing all or substantially all of the
collateral therefor, frequently require the consent of all Lenders affected.
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Each Lender in a Senior Loan 1is generally responsible for performing its
own credit analysis and its own investigation of the financial condition of the
Borrower. Generally, Loan Agreements will hold the Fund, as Agent, liable for
any action taken or omitted constituting gross negligence or willful misconduct.
In the event of a Borrower's default on a loan, the Loan Agreements generally
provide that the Lenders do not have recourse against the Agent. Instead,
Lenders will be required to look to the Borrower for recourse.

Acting in the capacity of an Agent in a Senior Loan may subject the Fund
to certain risks in addition to those associated with the Fund's role as a
Lender. An Agent 1is charged with the above described duties and responsibilities
to Lenders and Borrowers subject to the terms of the Loan Agreement. Failure to
adequately discharge responsibilities in accordance with the standard of care
set forth in the Loan Agreement may expose the Fund to liability for breach of
contract. If a relationship of trust is found between the Agent and the Lenders,
the Agent will be held to a higher standard of conduct in administering the
loan.

Lending Fees. In the process of buying, selling and holding Senior Loans
the Fund may receive certain fees. These fees are in addition to interest
payments received and may include facility fees, commitment fees, commissions
and prepayment penalty fees. When the Fund buys a Senior Loan it may receive a
facility fee and when it sells a Senior Loan it may pay a facility fee. On an
ongoing basis, the Fund may receive a commitment fee based on the undrawn
portion of the underlying line of credit portion of a Senior Loan. In certain

circumstances, the Fund may receive a prepayment penalty fee upon the prepayment
of a Senior Loan by a Borrower. Other fees received by the Fund may include
covenant waiver fees and covenant modification fees.

Borrower Covenants. A Borrower must comply with various restrictive
covenants contained in a Loan Agreement. These covenants, in addition to
requiring the scheduled payment of interest and principal, may include
restrictions on dividend payments and other distributions to stockholders,
provisions requiring the Borrower to maintain specific minimum financial ratios,
and limits on total debt. In addition, the Loan Agreement may contain a covenant
requiring the Borrower to prepay the Senior Loan with any free cash flow. Free
cash flow is generally defined as net cash flow after scheduled debt service
payments and permitted capital expenditures, and includes the proceeds from
asset dispositions or sales of securities. A breach of a covenant which is not
waived by the Agent, or by the Lenders directly, as the case may be, is normally
an event of acceleration; i.e., the Agent, or the Lenders directly, as the case
may be, has the right to call the outstanding Senior Loan. The typical practice
of an Agent or a Lender in relying exclusively or primarily on reports from the
Borrower may involve a risk of fraud by the Borrower. In the case of a Senior
Loan in the form of a participation, the agreement between the buyer and seller
may limit the rights of the holder of a Senior Loan to vote on certain changes
which may be made to the Loan Agreement, such as waiving a breach of a covenant.
However, the holder of the participation will, in almost all cases, have the
right to vote on certain fundamental issues such as changes in principal amount,
payment dates and interest rate.

Administration of Loans. The Agent typically administers the terms of the
Loan Agreement. In these cases, the Agent is normally responsible for the
collection of principal and interest payments from the Borrower and the
apportionment of these payments to the credit of all institutions which are

81



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

parties to the Loan Agreement. The Fund will generally rely upon the Agent or an
intermediate participant to receive and forward to the Fund its portion of the
principal and interest payments on the Senior Loan. Furthermore, unless under
the terms of a Participation Agreement the Fund has direct recourse against the
Borrower, the Fund will rely on the Agent and the other members of the lending
syndicate to use appropriate credit remedies against the Borrower. The Agent is
typically responsible for monitoring compliance with covenants contained in the
Loan Agreement based upon reports prepared by the Borrower. The seller of the
Senior Loan usually does, but is often not obligated to, notify holders of
Senior Loans of any failures of compliance. The Agent may monitor the value of
the collateral and, if the value of the collateral declines, may accelerate the
Senior Loan, may give the Borrower an opportunity to provide additional
collateral or may seek other protection for the benefit of the holders of the
Senior Loan. The Agent is compensated by the Borrower for providing these
services under a Loan Agreement. Compensation may include special fees paid upon
structuring and funding the Senior Loan and other fees paid on a continuing
basis.

A financial institution's appointment as Agent may be terminated in the
event that it fails to observe the requisite standard of care or becomes
insolvent, enters Federal Deposit Insurance Corporation ("FDIC") receivership,
or, if not FDIC insured, enters into bankruptcy proceedings. A successor Agent
would generally be appointed to replace the terminated Agent, and assets held by
the Agent under the Loan Agreement should remain available to holders of Senior
Loans. However, if assets held by the Agent for the benefit of the Fund were

determined to be subject to the claims of the Agent's general creditors, the
settlement of open contracts in Senior Loans could be subject to contest,
potentially causing the Fund to incur certain costs and delays in realizing
payments. In situations involving other intermediate participants similar risks
may arise.

Prepayments. Senior Loans may require, in addition to scheduled payments
of interest and principal, the prepayment of the Senior Loan from free cash flow
or asset sales. The degree to which Borrowers prepay Senior Loans, whether as a
contractual requirement or at their election, may be affected by, among other
factors, general business conditions, the financial condition of the Borrower
and competitive conditions among Lenders. As such, prepayments cannot be
predicted with accuracy. Upon a prepayment, either in part or in full, the
actual outstanding debt on which the Fund derives interest income will be
reduced. However, the Fund may receive both a prepayment penalty fee from the
prepaying Borrower and a facility fee upon the purchase of a new Senior Loan
with the proceeds from the prepayment of the former. Prepayments generally will
not materially affect the Fund's performance because the Fund should be able to
reinvest prepayments in other Senior Loans that have similar or identical yields
and because receipt of such fees may mitigate any adverse impact on the Fund's
yield.

Other Information Regarding Senior Loans. The Fund may acquire interests
in Senior Loans which are designed to provide temporary or "bridge" financing to
a Borrower pending the sale of identified assets or the arrangement of
longer—-term loans or the issuance and sale of debt obligations. The Fund also
may invest in Senior Loans of Borrowers who have obtained bridge loans from
other parties. A Borrower's use of bridge loans involves a risk that the
Borrower may be unable to locate permanent financing to replace the bridge loan,
which may impair the Borrower's perceived creditworthiness.
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To the extent that collateral consists of the stock of the Borrower's
subsidiaries or other affiliates, the Fund will be subject to the risk that this
stock will decline in value. Such a decline, whether as a result of bankruptcy
proceedings or otherwise, could cause the Senior Loan to be undercollateralized
or unsecured. In most credit agreements there is no formal requirement to pledge
additional collateral. In addition, the Fund may invest in Senior Loans
guaranteed by, or fully secured by assets of, shareholders or owners, even if
the Senior Loans are not otherwise collateralized by assets of the Borrower;
provided, however, that the guarantees are fully secured. There may be temporary
periods when the principal asset held by a Borrower is the stock of a related
company, which may not legally be pledged to secure a Senior Loan. On occasions
when the stock cannot be pledged, the Senior Loan will be temporarily unsecured
until the stock can be pledged or is exchanged for or replaced by other assets,
which will be pledged as security for the Senior Loan. However, the Borrower's
ability to dispose of the securities, other than in connection with such pledge
or replacement, will be strictly limited for the protection of the holders of
Senior Loans.

If a Borrower becomes involved in bankruptcy proceedings, a court may
invalidate the Fund's security interest in the loan collateral or subordinate
the Fund's rights under the Senior Loan to the interests of the Borrower's
unsecured creditors. Such action by a court could be based, for example, on a
"fraudulent conveyance" claim to the effect that the Borrower did not receive
fair consideration for granting the security interest in the loan collateral to

the Fund. For Senior Loans made in connection with a highly leveraged
transaction, consideration for granting a security interest may be deemed
inadequate if the proceeds of the Senior Loan were not received or retained by
the Borrower, but were instead paid to other persons (such as shareholders of
the Borrower) in an amount which left the Borrower insolvent or without
sufficient working capital. There are also other events, such as the failure to
perfect a security interest due to faulty documentation or faulty official
filings, which could lead to the invalidation of the Fund's security interest in
loan collateral. If the Fund's security interest in loan collateral is
invalidated or the Senior Loan is subordinated to other debt of a Borrower in
bankruptcy or other proceedings, it is unlikely that the Fund would be able to
recover the full amount of the principal and interest due on the Senior Loan.

Senior Loans generally hold the most senior position in the capital
structure of a business entity. Their secured position in a Borrower's capital
structure typically provides the holder of a Senior Loan with the first right to
cash flows and/or proceeds from the sale of collateral in the event of
liquidation after default. In order of priority, Senior Loans are typically
repaid before unsecured senior loans, unsecured senior bonds, subordinated debt,
trade creditors, and preferred and common stockholders. However, these factors
do not assure full payment of principal or interest, and delays or limitations
may result in the event of bankruptcy.

Senior Loans are floating rate instruments which are issued at a fixed
spread over some pre-defined base rate. The spread is set at the time the loan
is originated, and is typically referenced to the London Inter-Bank Offered Rate
("LIBOR") but also can be referenced to the rate on certificates of deposit or
the Prime Rate. The spread at the time of origination of a loan is a function of
several factors, including credit quality of the issuer, the structure of the
individual deal, and the general market conditions at the time of the
origination. As conditions change, the required spreads that market participants
demand from a specific borrower, or industry, may change and could result in
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required spreads narrowing or widening for all corporate credits. It should be
noted that since most corporate loans may be pre-paid at par without penalty,
should general market spreads narrow, there is a high probability that the
Borrower would choose to refinance at a lower spread. Should an existing loan be
refinanced at a lower rate, or should there be a decrease in credit spreads in
the corporate loan market in general or for a particular industry, it is
expected there will be a decrease in portfolio income and a decrease in overall
portfolio return. The use of leverage in the portfolio will increase the impact
of the decreased income due to spread compression. Senior Loans also may
incorporate pre-determined "step-ups" where the spread increases by some
specified amount if the credit quality of the issuer deteriorates and
"step-downs" where the spread increases if the credit quality of the borrower
improves. Should credit quality decline, and the step-up be triggered, the
coupon income associated with loans to this borrower will increase. Similarly,
should a borrower's credit quality improve and the step-down become operative,
investor income will decrease due to the decrease in income associated with that
particular borrower.

Senior Loans are direct obligations of corporations or other business
entities and are arranged by banks or other commercial lending institutions and
made generally to finance internal growth, mergers, acquisitions, stock
repurchases, and leveraged buyouts. Senior Loans usually include restrictive
covenants which must be maintained by the Borrower. A breach of a covenant,
which is not waived by the Agent, is normally an event of acceleration, i.e.,

the Agent has the right to call the outstanding Senior Loan. These covenants, in
addition to the timely payment of interest and principal, may include
restrictions on dividend payments, and usually state that a Borrower must
maintain specific minimum financial ratios, as well as establishing limits on
total debt. In addition, Senior Loan covenants may include mandatory prepayment
provisions stemming from free cash flow. Free cash flow is cash that is in
excess of capital expenditures plus debt service requirements of principal and
interest. The free cash flow shall be applied to prepay the Senior Loan in an
order of maturity described in the loan documents. Under certain interests in
Senior Loans, the Fund may have an obligation to make additional loans upon
demand by the Borrower. The Fund intends to reserve against contingent
obligations by segregating sufficient assets in high quality short-term liquid
investments or borrowing to cover the obligations.

Senior Loans, unlike certain bonds, usually do not have call protection.
This means that investments comprising the Fund's portfolio, while having a
stated one to ten-year term, may be prepaid, often without penalty.

The Fund may be required to pay and receive various fees and commissions
in the process of purchasing, selling and holding Senior Loans. The fee
component may include any, or a combination of, the following elements:
arrangement fees, assignment fees, non-use fees, facility fees, letter of credit
fees and ticking fees. Arrangement fees are paid at the commencement of a Senior
Loan as compensation for the initiation of the transaction. An assignment fee
may be paid when a Senior Loan is assigned to another party. A non-use fee is
paid based upon the amount committed but not used typically under a revolving
credit facility, which may be issued coincident to the Senior Loan. Facility
fees are on-going annual fees paid in connection with a Senior Loan. Letter of
credit fees are paid if a Senior Loan involves a letter of credit. Ticking fees
are paid from the initial commitment indication until Senior Loan closing if for
an extended period. The fees are negotiated at the time of transaction.

84



Edgar Filing: FIRST TRUST SENIOR FLOATING RATE INCOME FUND II - Form N-2/A

OTHER DEBT SECURITIES AND RELATED RISKS

The debt securities in which the Fund may invest may provide for fixed or
variable principal payments and various types of interest rate and reset terms,
including fixed rate, adjustable rate, zero coupon, contingent, deferred,
payment-in-kind and auction rate features. Certain debt securities are
"perpetual" in that they have no maturity date. As of the date of this Statement
of Additional Information, the Fund is primarily invested in floating rate
Senior Loans, which pay interest at rates which are determined periodically at
short-term intervals on the basis of an adjustable base lending rate, primarily
LIBOR, plus a premium. Fixed rate debt securities pay interest at fixed rates
for the life of the security. Zero coupon bonds pay interest only at maturity
rather than at intervals during the life of the security. The interest rate on
contingent payment securities is determined by the outcome of an event, such as
the performance of a financial index. Deferred payment securities are securities
that remain zero coupon securities until a predetermined date, at which time the
stated coupon rate becomes effective and interest becomes payable at regular
intervals. Payment-in-kind securities are debt obligations that pay interest in
the form of other debt obligations, instead of in cash. Auction-rate securities
usually permit the holder to sell the securities in an auction at par value at
specified intervals, provided that the auction mechanism is successful. The
dividend is generally reset by "Dutch" auction in which bids are made by

broker-dealers and other institutions for a certain amount of securities at a
specified minimum yield. The dividend rate set by the auction is the lowest
interest or dividend rate that covers all securities offered for sale.

The Fund will invest in debt securities that are typically rated below
investment grade at the time of purchase. In light of the risks of below
investment grade debt securities, as discussed below, the Advisor, in evaluating
the creditworthiness of an issue, whether rated or unrated, will take various
factors into consideration, which may include, as applicable, the issuer's
operating history, financial resources and its sensitivity to economic
conditions and trends, the market support for the facility financed by the issue
(if applicable), the perceived ability and integrity of the issuer's management
and regulatory matters.

Fluctuations in the prices of debt securities may be caused by, among
other things, the supply and demand for similarly rated debt instruments. In
addition, the prices of debt securities fluctuate in response to the general
level of interest rates. Fluctuations in the prices of debt securities
subsequent to their acquisition will not affect cash income from such debt
securities but will be reflected in the Fund's net asset value.

Corporate Bonds Risk. High-yield debt securities in which the Fund may
invest include, but are not limited to, corporate bonds, which are debt
obligations issued by corporations. Corporate bonds may be either secured or
unsecured. Collateral used for secured debt includes, but is not limited to,
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
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be zero coupon bonds which pay no interest. 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.

Convertible Securities Risk. Convertible securities include bonds,
debentures, notes, preferred stocks and other securities that entitle the holder
to acquire common stock or other equity securities of the same or a different
issuer. Convertible securities have general characteristics similar to both debt
and equity securities. A convertible security generally entitles the holder to
receive interest or preferred dividends paid or accrued until the convertible
security matures or is redeemed, converted or exchanged. Before conversion,
convertible securities have characteristics similar to non-convertible debt
obligations. Convertible securities rank senior to common stock in a
corporation's capital structure and, therefore, generally entail less risk than
the corporation's common stock, although the extent to which such risk is
reduced depends in large measure upon the degree to which the convertible
security sells above its value as a debt obligation. A convertible security may
be subject to redemption at the option of the issuer at a predetermined price.
If a convertible security held by the Fund is called for redemption, the Fund
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would be required to permit the issuer to redeem the security and convert it to
underlying common stock, or would sell the convertible security to a third
party, which may have an adverse effect on the Fund's ability to achieve its
investment objectives. The price of a convertible security often reflects
variations in the price of the underlying common stock in a way that
non-convertible debt may not. The value of a convertible security is a function
of (i) its yield in comparison to the yields of other securities of comparable
maturity and quality that do not have a conversion privilege and (ii) its worth
if converted into the underlying common stock.

Revolving Credit Facilities Risk. Revolving credit facilities are
borrowing arrangements in which the lender agrees to make loans up to a maximum
amount upon demand by the borrower during a specified term. These commitments
may have the effect of requiring the Fund to increase its investment in a
company at a time when it might not otherwise be desirable to do so (including
at a time when the company's financial condition makes it unlikely that such
amounts will be repaid). In addition, revolving credit facilities may be subject
to restrictions on transfer, and only limited opportunities may exist to resell
such instruments. As a result, the Fund may be unable to sell such investments
at an opportune time or may have to resell them at less than fair market wvalue.

Debtor-In-Possession Financing Risk. Debtor-in-possession financings are
arranged when an entity seeks the protections of the bankruptcy court under
chapter 11 of the U.S. Bankruptcy Code. These financings allow the entity to
continue its business operations while reorganizing under chapter 11. Such
financings are senior liens on unencumbered security (i.e., security not subject
to other creditors claims). There is a risk that the entity will not emerge from
chapter 11 and be forced to liquidate its assets under chapter 7 of the U.S.
Bankruptcy Code. In such event, the Fund's only recourse will be against the
property securing the debtor-in-possession financing.

Unsecured Loans Risk. Unsecured loans generally are subject to the same
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risks associated with investments in Senior Loans. Because unsecured loans are
lower in priority of payment to Senior Loans, they are subject to the additional
risk that the cash flow of the Borrower may be insufficient to meet scheduled
payments after giving effect to the senior secured obligations of the Borrower.
Unsecured loans are also expected to have greater price volatility than Senior
Loans and may be less liquid. Unsecured loans of below investment grade quality
also share the same risks of other below investment grade instruments.

Floating-Rate Debt Securities Risk. The market value of floating-rate debt
securities is a reflection of discounted expected cash flows based on
expectations for future interest rate resets. The market value of such
securities may fall in a declining interest rate environment and may also fall
in a rising interest rate environment if there is a lag between the rise in
interest rates and the reset. A secondary risk associated with declining
interest rates is the risk that income earned by the Fund on floating-rate
securities will decline due to lower coupon payments on floating-rate
securities.

Asset-Backed Securities Risk. Payment of interest and repayment of
principal on asset-backed securities, such as CLOs, may be largely dependent
upon the cash flows generated by the assets backing the securities and, in
certain cases, supported by letters of credit, surety bonds or other credit
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enhancements. Asset-backed security values may also be affected by the
creditworthiness of the servicing agent for the pool, the originator of the
loans or receivables or the entities providing the credit enhancement. In
addition, the underlying assets are subject to prepayments that shorten the
securities' weighted average maturity and may lower their return.

Collateralized Loan Obligations. A CLO generally holds a portfolio
consisting principally (typically, 80% or more of its assets) of loan
obligations such as Senior Loans. CLOs are created to reapportion the risk and
return characteristics of a portfolio of underlying assets. The CLO securitizes
payment claims arising out of its portfolio of underlying assets and issues debt
securities with payment characteristics linked to the underlying assets. The
redemption of the securities issued by the CLO typically occurs from the cash
flow generated by the portfolio of underlying assets. The vast majority of CLOs
are actively managed by an independent investment manager.

The cash flows on the underlying obligations will primarily determine the
payments to holders of debt securities issued by CLOs. CLO debt securities
typically have floating interest rates. CLOs issue debt securities in tranches
with different payment characteristics and different credit ratings. A key
feature of the CLO structure is the prioritization of the cash flows from a pool
of debt securities among the several tranches of the debt securities issued by
the CLO. The rated tranches of CLOs are generally assigned credit ratings by one
or more NRSROs. Residual tranches are the most junior tranches and do not
receive ratings.

CLO debt securities are generally limited recourse obligations of the CLO
pavable solely from the underlying assets of the CLO or the proceeds thereof.
Consequently, holders of CLO debt securities must rely solely on distributions
on the underlying assets or proceeds thereof for payment in respect thereof. The
cash flows generated by the underlying obligations held in a CLO's portfolio
will generally determine the interest payments on CLO debt securities. Payments
to holders of tranched CLO debt securities are made in sequential order of
priority.
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Collateralized Loan Obligations Risk. CLOs issue debt securities in
tranches with different payment characteristics and different credit ratings.
Below investment grade tranches of CLO debt securities typically experience a
lower recovery, greater risk of loss or deferral or non-payment of interest than
more senior tranches of the CLO.

The transaction documents relating to the issuance of CLO debt securities
may impose eligibility criteria on the assets of the CLO, restrict the ability
of the CLO's investment manager to trade investments and impose certain
portfolio-wide asset quality requirements. These criteria, restrictions and
requirements may limit the ability of the CLO's investment manager to maximize
returns on the CLO debt securities. In addition, other parties involved in CLOs,
such as third party credit enhancers and investors in the rated tranches, may
impose requirements that have an adverse effect on the returns of the various
tranches of CLO debt securities. Furthermore, CLO debt securities issuance
transaction documents generally contain provisions that, in the event that
certain tests are not met (generally interest coverage and
over—-collateralization tests at varying levels in the capital structure),
proceeds that would otherwise be distributed to holders of a junior tranche must
be diverted to pay down the senior tranches until such tests are satisfied.
Failure (or increased likelihood of failure) of a CLO to make timely payments on
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a particular tranche will have an adverse effect on the liquidity and market
value of such tranche.

Payments to holders of CLO debt securities may be subject to deferral. If
cash flows generated by the underlying assets are insufficient to make all
current and, if applicable, deferred payments on CLO debt securities, no other
assets will be available for payment of the deficiency and, following
realization of the underlying assets, the obligations of the issuer of the
related CLO debt securities to pay such deficiency will be extinguished.

The market value of CLO debt securities may be affected by, among other
things, changes in the market value of the underlying assets held by the CLO,
changes in the distributions on the underlying assets, defaults and recoveries
on the underlying assets, capital gains and losses on the underlying assets,
prepayments on underlying assets and the availability, prices and interest rate
of underlying assets. Furthermore, the leveraged nature of each subordinated
class may magnify the adverse impact on such class of changes in the value of
the assets, changes in the distributions on the assets, defaults and recoveries
on the assets, capital gains and losses on the assets, prepayment on assets and
availability, price and interest rates of assets. Finally, CLO debt securities
are limited recourse and may not be paid in full and may be subject to up to
100% loss.

LOWER GRADE AND BELOW INVESTMENT GRADE DEBT INSTRUMENTS

The Senior Loans in which the Fund invests are primarily below investment
grade instruments, commonly referred to as "high yield" securities or "junk
bonds." These lower grade debt instruments may become the subject of bankruptcy
proceedings or otherwise subsequently default as to the repayment of principal
and/or payment of interest or be downgraded to ratings in the lower rating
categories ("Ca" or lower by Moody's, "CC" or lower by S&P or comparably rated
by another NRSRO). The value of these securities 1is affected by the
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creditworthiness of the issuers of the securities and by general economic and
specific industry conditions. Issuers of lower grade debt instruments are not
perceived to be as strong financially as those with higher credit ratings, so
the securities are usually considered speculative investments. These issuers
generally are more vulnerable to financial setbacks and recession than more
creditworthy issuers which may impair their ability to make interest and
principal payments. Lower grade debt instruments tend to be less liquid than
higher grade debt instruments.

Investing in lower grade debt instruments involves additional risks than
investment-grade debt instruments. Lower grade debt instruments are securities
rated "Bal" or lower by Moody's or "BB+" or lower by S&P, or comparably rated by
any other NRSRO or considered to be of comparable credit quality. When
prevailing economic conditions cause a narrowing of the spreads between the
yields derived from lower grade or comparable debt instruments and those derived
from higher rated issues, the Fund may invest in higher rated debt instruments
which provide similar yields but have less risk. In addition, the Fund may be
forced to buy higher rated, lower yielding debt instruments, which would
decrease the Fund's return, if issuers redeem their lower grade debt instruments
at a higher than expected rate. Changes in economic or other circumstances are
more likely to lead to a weakened capacity to make principal and interest
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payments on securities rated "Bal" by Moody's or lower or "BB+" by S&P or lower
than is the case with higher grade securities.

The Fund normally invests in securities rated below "B" by both Moody's
and S&P (or comparably rated by another NRSRO) only if it is determined that the
financial condition of the issuer or the protection afforded to the particular
securities 1is stronger than would otherwise be indicated by the lower ratings.
Lower grade debt instruments tend to offer higher yields than higher rated debt
instruments with the same maturities because the historical financial condition
of the issuers of the securities may not have been as strong as that of other
issuers. Since lower grade debt instruments generally involve greater risk of
loss of income and principal than higher rated debt instruments, investors
should consider carefully the relative risks associated with investments in
lower grade debt instruments. Investment in these securities is a long-term
investment strategy and, accordingly, investors in the Fund should have the
financial ability and willingness to remain invested for the long-term.

Fluctuations in the prices of fixed-income debt instruments may be caused
by, among other things, the supply and demand for similarly rated debt
instruments. In addition, the prices of debt instruments fluctuate in response
to the general level of interest rates. Fluctuations in the prices of debt
instruments subsequent to their acquisition will not affect cash income from
such debt instruments but will be reflected in the Fund's net asset value.

The Fund will perform its own investment analysis and rating assignment,
and will not rely principally on the ratings assigned by the rating services,
although these ratings will be considered. A description of corporate bond
ratings is contained in Appendix A to this Statement of Additional Information.
Ratings of securities represent the rating agencies' opinions regarding their
credit quality and are not a guarantee of quality. Rating agencies attempt to
evaluate the safety of principal and interest payments and do not evaluate the
risks of fluctuations in market value. Also, rating agencies may fail to make
timely changes in credit ratings in response to subsequent events, so that an
issuer's current financial condition may be better or worse than a rating
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indicates. Therefore, the financial history, the financial condition, the
prospects and the management of an issuer, among other things, also will be
considered in selecting securities for the Fund's portfolio. Since some issuers
do not seek ratings for their securities, non-rated securities also will be
considered for investment by the Fund only when it is determined that the
financial condition of the issuers of the securities and/or the protection
afforded by the terms of the securities themselves limit the risk to the Fund to
a degree comparable to that of rated securities that are consistent with the
Fund's objectives and policies.

Risks Relating To Investing In Lower Grade and Below Investment Grade Debt
Instruments. Senior Loans are subject to the risk of an issuer's inability to
meet principal and interest payments on the obligations (credit risk) and also
may be subject to price volatility due to such factors as interest rate
sensitivity, market perception of the creditworthiness of the issuer and general
market liquidity (market risk). Lower grade or similar unrated debt instruments
are more likely to react to developments affecting market and credit risk than
are more highly rated debt instruments, which react primarily to movements in
the general level of interest rates. Both credit risk and market risk will be
considered in making investment decisions for the Fund. The achievement of its
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investment objectives may be more dependent on the Fund's own credit analysis
and rating assignment than is the case for higher quality securities.

Under adverse economic conditions, there is a risk that highly leveraged
issuers may be unable to service their debt obligations or to repay their
obligations upon maturity. During an economic downturn or recession, securities
of highly leveraged issuers are more likely to default than securities of higher
rated issuers. In addition, the secondary market for lower grade debt
instruments, which is concentrated in relatively few market makers, may not be
as liquid as the secondary market for more highly rated debt instruments. Under
adverse market or economic conditions, the secondary market for lower grade debt
instruments could contract further, independent of any specific adverse changes
in the condition of a particular issuer. As a result, the Fund could find it
more difficult to sell these securities or may be able to sell the securities
only at prices lower than if the securities were widely traded. Prices realized
upon the sale of lower grade debt instruments, under these circumstances, may be
less than the prices used in calculating the Fund's net asset value. Under
circumstances where the Fund owns the majority of an issue, market and credit
risks may be greater. Moreover, from time to time, it may be more difficult to
value lower grade debt instruments than more highly rated debt instruments.

In addition to the risk of default, there are the related costs of
recovery on defaulted issues. The Fund will attempt to reduce these risks
through diversification of the portfolio and by analysis of each issuer and its
ability to make timely payments of income and principal, as well as broad
economic trends in corporate developments.

Since investors generally perceive that there are greater risks associated
with the lower grade debt instruments of the type in which the Fund may invest,
the yields and prices of these debt instruments may tend to fluctuate more than
those for higher rated debt instruments. In the lower quality segments of the
Senior Loan market, changes in perceptions of issuers' creditworthiness tend to
occur more frequently and in a more pronounced manner than do changes in higher
quality fixed income securities.

Lower grade or unrated debt instruments also present risks based on
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payment expectations. If an issuer calls the obligation for redemption, the Fund
may have to replace the security with a lower yielding security, resulting in a
decreased return for investors.

SPECIAL SITUATION INVESTMENTS

The Fund may invest up to 10% of its Managed Assets in securities and debt
of firms that, at the time of acquisition, have defaulted on their debt
obligations and/or filed for protection under Chapter 11 of the U.S. Bankruptcy
Code or have entered into a voluntary reorganization in conjunction with their
creditors and stakeholders in order to avoid a bankruptcy filing, or those same
issuers prior to an event of default whose acute operating and/or financial
problems have resulted in the markets' valuing their respective securities and
debt at sufficiently discounted prices so as to be yielding, should they not
default, a significant premium over comparable duration U.S. Treasury bonds
("Special Situation Investments"). These investments are comprised of Senior
Loans and, on limited occasions, equity and debt securities acquired in
connection therewith.
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Special Situation Investments are speculative and involve significant
risk. Special Situation Investments frequently do not produce income while they
are outstanding and may require the Fund to bear certain extraordinary expenses
in order to protect and recover its investment. Therefore, the Fund's ability to
achieve current income for its stockholders may be diminished. The Fund also
will be subject to significant uncertainty as to when and in what manner and for
what value the obligations evidenced by the Special Situation Investments
eventually will be satisfied (e.g., through a liquidation of the obligor's
assets, an exchange offer or plan of reorganization involving the Special
Situation Investments or a payment of some amount in satisfaction of the
obligation). In addition, even if an exchange offer is made or a plan of
reorganization is adopted with respect to Special Situation Investments held by
the Fund, there can be no assurance that the securities or other assets received
by the Fund in connection with the exchange offer or plan of reorganization will
not have a lower value or income potential than may have been anticipated when
the investment was made. Moreover, any securities received by the Fund upon
completion of an exchange offer or plan of reorganization may be restricted as
to resale. As a result of the Fund's participation in negotiations with respect
to any exchange offer or plan of reorganization with respect to an issuer of
Special Situation Investments, the Fund may be restricted from disposing of the
securities.

ILLIQUID SECURITIES

The Fund may invest without limit in illiquid securities. Most of the
Senior Loans in which the Fund will invest will be, at times, illiquid. Illiquid
securities also include repurchase agreements that have a maturity of longer
than seven days, certain securities with legal or contractual restrictions on
resale (restricted securities) and securities that are not readily marketable
either within or outside the United States. The Advisor will monitor the
liquidity of restricted securities under the supervision of the Trustees.
Repurchase agreements subject to demand are deemed to have a maturity equal to
the applicable notice period.

Historically, illiquid securities have included securities subject to
contractual or legal restrictions on resale because they have not been
registered under the Securities Act of 1933, as amended (the "Securities Act"),
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securities which are otherwise not readily marketable and repurchase agreements
having a maturity of longer than seven days. Securities that have not been
registered under the Securities Act are referred to as restricted securities and
are purchased directly from the issuer or in the secondary market ("Direct
Placement Securities"). Limitations on resale may have an adverse effect on the
marketability of portfolio securities and the Fund might be unable to dispose of
restricted or other illiquid securities promptly or at reasonable prices. The
Fund might also have to register the restricted securities to dispose of them
resulting in additional expense and delay. Adverse market conditions could
impede the public offering of securities.

Over time, a large institutional market has developed for certain
securities that are not registered under the Securities Act including repurchase
agreements, commercial paper, foreign securities, municipal securities,
convertible securities and corporate bonds and notes. Institutional investors
depend on an efficient institutional market in which the unregistered security
can be readily resold or on an issuer's ability to honor a demand for repayment.
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The fact that there are contractual or legal restrictions on resale to the
general public or to certain institutions may not be indicative of the liquidity
of such investments.

FOREIGN SECURITIES

The Fund may invest up to 15% of its Managed Assets in U.S. currency
denominated fixed-income issues of foreign governments and other foreign issuers
(based on issuer's domicile), and preferred stock. But in no case will the Fund
invest in securities of issuers located in emerging markets. "Foreign government
securities" include debt securities issued or guaranteed, as to payment of
principal and interest, by governments, semi-governmental entities, governmental
agencies, supranational entities and other governmental entities (each a
"Governmental Entity" and collectively, "Governmental Entities") of foreign
countries denominated in the currencies of such countries or in U.S. dollars
(including debt securities of a Governmental Entity in any such country
denominated in the currency of another such country).

A "supranational entity" is an entity constituted by the national
governments of several countries to promote economic development. Examples of
such supranational entities include, among others, the World Bank (International
Bank for Reconstruction and Development), the European Investment Bank and the
Asian Development Bank. Debt securities of "semi-governmental entities" are
issued by entities owned by a national, state, or equivalent government or are
obligations of a political unit that are not backed by the national government's
"full faith and credit" and general taxing powers. Examples of semi-government
issuers include, among others, the Province of Ontario and the City of
Stockholm.

Investment in Sovereign Debt Can Involve a High Degree of Risk. The
Governmental Entity that controls the repayment of sovereign debt may not be
able or willing to repay the principal and/or interest when due in accordance
with the terms of the debt. A Governmental Entity's willingness or ability to
repay principal and interest due in a timely manner may be affected by, among
other factors, its cash flow situation, the extent of its foreign reserves, the
availability of sufficient foreign exchange on the date a payment is due, the
relative size of the debt service burden to the economy as a whole, the
Governmental Entity's policy toward the International Monetary Fund and the
political constraints to which a Governmental Entity may be subject.
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Governmental Entities also may depend on expected disbursements from foreign
governments, multilateral agencies and others to reduce principal and interest
arrearages on their debt. The commitment on the part of these governments,
agencies and others to make disbursements may be conditioned on a Governmental
Entity's implementation of economic reforms and/or economic performance and the
timely service of the debtor's obligations. Failure to implement such reforms,
achieve the levels of economic performance or repay principal or interest when
due may result in the cancellation of such third parties' commitments to lend
funds to the Governmental Entity, which may further impair the debtor's ability
or willingness to service its debts in a timely manner. Consequently,
Governmental Entities may default on their sovereign debt. Holders of sovereign
debt (including the Funds) may be requested to participate in the rescheduling
of the debt and to extend further loans to Governmental Entities. There is no
bankruptcy proceeding by which sovereign debt on which Governmental Entities
have defaulted may be collected in whole or in part.
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Foreign Securities Involve Certain Risks. These risks include political or
economic instability in the country of issue, the difficulty of predicting
international trade patterns, the possibility of imposition of exchange
controls, and the seizure or nationalization of foreign deposits. Such
securities also may be subject to greater fluctuations in price than securities
issued by United States corporations or issued or guaranteed by the U.S.
Government, its instrumentalities or agencies. In addition, there may be less
publicly available information about a foreign issuer or government than about a
domestic issuer or the U.S. Government. Foreign issuers generally are not
subject to uniform accounting, auditing and financial reporting standards
comparable to those applicable to domestic issuers. There is generally less
government regulation of securities exchanges, brokers and listed companies
abroad than in the United States and, with respect to certain foreign countries,
there is a possibility of confiscatory taxation and diplomatic developments
which could affect investment. In many instances, foreign fixed-income
securities may provide higher yields than securities of domestic issuers which
have similar maturities and quality. These securities may be less liquid than
securities of U.S. issuers, its instrumentalities or agencies. Finally, in the
event of a default of any foreign debt obligations, it may be more difficult for
the Fund to obtain or to enforce a judgment against the issuers of these
securities.

Investing in the fixed-income markets of developing countries involves
exposure to economies that are generally less diverse and mature and to
political systems which can be expected to have less stability than those of
developed countries. Historical experience indicates that the markets of
developing countries have been more volatile than the markets of developed
countries. The risks associated with investments in foreign securities may be
greater with respect to investments in developing countries and are certainly
greater with respect to investments in the securities of financially and
operationally troubled issuers.

Additional costs could be incurred in connection with the Fund's
international investment activities. Foreign countries may impose taxes on
income on foreign investments. Foreign brokerage commissions are generally
higher than U.S. brokerage commissions. Increased custodian costs as well as
administrative difficulties (such as the applicability of foreign laws to
foreign custodians in various circumstances) may be associated with the
maintenance of assets in foreign jurisdictions.
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MARKET INDICES

The Fund may invest in Senior Loan market indices that synthetically
reflect a composite of performance of the Senior Loan market based on the
aggregate performance of a diversified pool of underlying actively traded "par"
Senior Loans. The Fund may take long positions in these indices primarily as a
means of investing its portfolio following the closing of the offering of the
Fund's Common Shares and the receipt of the proceeds from the leveraging of the
Fund through the issuance of Preferred Shares or other debt. From time to time,
the Fund may invest in these indices as a means of managing portfolio exposure
or increasing portfolio yield. In the event the Fund invests in these indices,
the Fund expects to reduce its exposure to these indices by acquiring individual
Senior Loans in the primary and secondary markets following the receipt of the
aforementioned proceeds from the offerings of the Common Shares. Senior Loan
market indices are available in unfunded and funded format, the former making
use of credit default swaps and the latter making use of credit-linked notes.
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Any investment by the Fund in a Senior Loan market index will not be included in
the limits set forth below for credit default swaps and credit-linked notes. In
the event that the Fund were to invest in an unfunded Senior Loan market index,
the Fund would segregate assets in the form of cash and cash equivalents in an
amount equal to the aggregate market value of the unfunded index investment.

PAY-IN-KIND AND DEFERRED PAYMENT SECURITIES

The Fund may invest in pay-in-kind and deferred payment securities only if
the Fund receives the instruments in connection with owning Senior Loans of an
issuer. Pay-in-kind securities are securities that have interest payable by
delivery of additional securities. Upon maturity, the holder is entitled to
receive the aggregate par value of the securities. Deferred payment securities
are securities that pay no or a reduced rate of interest until a predetermined
date, at which time the stated coupon rate becomes effective and interest
becomes payable at regular intervals. Holders of certain of these types of
securities are deemed to have received income ("phantom income") annually,
notwithstanding that cash may not be received currently. The Fund accrues income
with respect to these securities for federal income tax and accounting purposes
prior to the receipt of cash payments. The effect of owning instruments which do
not make current interest payments is that a fixed yield is earned not only on
the original investment but also, in effect, on all discount accretion during
the life of the obligations. This implicit reinvestment of earnings at the same
rate eliminates the risk of being unable to invest distributions at a rate as
high as the implicit yield on the deferred payment portion of bond, but at the
same time eliminates the holder's ability to reinvest at higher rates in the
future. For this reason, some of these securities may be subject to
substantially greater price fluctuations during periods of changing market
interest rates than are comparable securities which pay interest currently,
which fluctuation increases the longer the period to maturity. These investments
benefit the issuer by mitigating its need for cash to meet debt service, but
also require a higher rate of return to attract investors who are willing to
defer receipt of cash. Pay-in-kind and deferred payment securities may be
subject to greater fluctuation in value and lesser liquidity in the event of
adverse market conditions than comparable rated securities paying cash interest
at regular intervals. The Fund also may buy loans that provide for the payment
of additional income if certain operational benchmarks are achieved by the
Borrower that is to be paid on a deferred basis at an uncertain future date.
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In addition to the above described risks, there are certain other risks
related to investing in pay-in-kind and deferred payment securities. During a
period of severe market conditions, the market for the securities may become
even less liquid. In addition, as these securities may not pay cash interest,
the Fund's investment exposure to these securities and their risks, including
credit risk, will increase during the time these securities are held in the
Fund's portfolio. Further, to maintain its qualification for pass-through
treatment under the federal tax laws, the Fund is required to distribute income
to its shareholders and, consequently, may have to dispose of its portfolio
securities under disadvantageous circumstances to generate the cash, or may have
to leverage itself by borrowing the cash to satisfy these distributions, as they
relate to the distribution of phantom income and the value of the paid-in-kind
interest. The required distributions will result in an increase in the Fund's
exposure to these securities.
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STRATEGIC TRANSACTIONS

Credit Default Swap Transactions. The Fund may invest up to 5% of its
Managed Assets in credit default swap transactions (as measured by the notional
amounts of the swaps), including credit-linked notes (described below) for
hedging and investment purposes. The "buyer" in a credit default contract is
obligated to pay the "seller" a periodic stream of payments over the term of the
contract provided that no event of default on an underlying reference obligation
has occurred. If an event of default occurs, the seller must pay the buyer the
full notional value, or "par value," of the reference obligation. Credit default
swap transactions are either "physical delivery" settled or "cash" settled.
Physical delivery entails the actual delivery of the reference asset to the
seller in exchange for the payment of the full par value of the reference asset.
Cash settled entails a net cash payment from the seller to the buyer based on
the difference of the par value of the reference asset and the current value of
the reference asset that may have, through default, lost some, most or all of
its value. The Fund may be either the buyer or seller in a credit default swap
transaction. If the Fund is a buyer and no event of default occurs, the Fund
will have made a series of periodic payments and recover nothing of monetary
value. However, if an event of default occurs, the Fund (if the buyer) will
receive the full notional value of the reference obligation either through a
cash payment in exchange for the asset or a cash payment in addition to owning
the reference assets. As a seller, the Fund receives a fixed rate of income
throughout the term of the contract, which typically is between six months and
five years, provided that there is no event of default. The Fund will segregate
assets in the form of cash and cash equivalents in an amount equal to the
aggregate market value of the credit default swaps of which it is the seller,
marked to market on a daily basis. If an event of default occurs, the seller
must pay the buyer the full notional value of the reference obligation through
either physical settlement or cash settlement. Credit default swap transactions
involve greater risks than if the Fund had invested in the reference obligation
directly.

The Fund also may purchase credit default swap contracts in order to hedge
against the risk of default of debt securities it holds, in which case the Fund
would function as the counterparty referenced in the preceding paragraph. This
would involve the risk that the swap may expire worthless and would only
generate income in the event of an actual default by the issuer of the
underlying obligation (as opposed to a credit downgrade or other indication of
financial instability). It would also involve credit risk that the seller may
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fail to satisfy its payment obligations to the Fund in the event of a default.

Credit-Linked Notes. The Fund may invest in credit-linked notes.
Credit-linked notes are securities that are collateralized by one or more credit
default swaps on corporate credits. The difference between a credit default swap
and a credit-linked note is that the buyer of a credit-linked note receives the
principal payment from the seller at the time the contract is originated.
Through the purchase of a credit-linked note, the buyer assumes the risk of the
reference asset and funds this exposure through the purchase of the note. The
buyer takes on the exposure to the seller to the full amount of the funding it
has provided. The seller has hedged its risk on the reference asset without
acquiring any additional credit exposure. The Fund has the right to receive
periodic interest payments from the issuer of the credit-linked note at an
agreed-upon interest rate, and a return of principal at the maturity date.
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Credit-linked notes are subject to credit risk of the corporate credits
underlying the credit default swaps. If one of the underlying corporate credits
defaults, the Fund may receive the security that has defaulted, and the Fund's
principal investment would be reduced by the difference between the original
face value security and the current value of the defaulted security.

Credit-linked notes typically are privately negotiated transactions
between two or more parties. The Fund bears the risk that the issuer of the
credit-linked note will default or become bankrupt. The Fund bears the risk of
loss of its principal investment, and the periodic interest payments expected to
be received for the duration of its investment in the credit-linked note.

The market for credit-linked notes is, or suddenly can become, illiquid.
The other parties to the transaction may be the only investors with sufficient
understanding of the derivative to be interested in bidding for it. Changes in
liquidity may result in significant, rapid and unpredictable changes in the
prices for credit-linked notes. In certain cases, a market price for a
credit-linked note may not be available. The collateral for a credit-linked note
is one or more credit default swaps, which, as described above, are subject to
additional risk.

New financial products continue to be developed and the Fund may invest in
any products that may be developed to the extent consistent with its investment
objectives and the regulatory and federal tax requirements applicable to
investment companies.

Interest Rate and Other Hedging Transactions. The Fund may enter into
various interest rate hedging and risk management transactions. Certain of these
interest rate hedging and risk management transactions involve derivative
instruments. A derivative is a financial instrument whose performance is derived
at least in part from the performance of an underlying index, security or asset.
The values of certain derivatives can be affected dramatically by even small
market movements, sometimes in ways that are difficult to predict. There are
many different types of derivatives, with many different uses. The Fund expects
to enter into these transactions primarily to seek to preserve a return on a
particular investment or portion of its portfolio, a